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l. INTRODUCTION

This report was prepared by or under the direction of Mr. Steven McClary and Ms. Laura Norin of MRW
& Associates, LLC (MRW).' Mr. McClary is a Principal with MRW, and Ms. Norin is a Senior Project
Manager at the firm. Mr. McClary has testified numerous times in many different proceedings before
this Commission. Ms. Norin also has testified before the Commission in a number of proceedings. Most
recently, Ms. Norin and Mr. McClary testified in PG&E’s General Rate Case, and Mr. McClary testified in
SDG&E’s dynamic pricing proceeding. The table below lists the chapters of this report and identifies the
witness (Mr. McClary or Ms. Norin) for each chapter. The qualifications of both Mr. McClary and Ms.
Norin are attached to this report.

Chapter | Subject Witness
1 Introduction S. McClary
2 Economic Conditions S. McClary
3 Incentive Compensation Program and Spot Cash Award Program S. McClary
4 Earnings Sharing Mechanism S. McClary
5 Customer Growth Forecasts L. Norin
6 Labor Escalation Factors L. Norin
7 Corporate Center Costs L. Norin
8 Regional Public Affairs and External Affairs L. Norin

SDG&E requests $1.845 billion in base margin for 2012. SDG&E also wants to substantially increase
authorized spending every year for the next three years. However, UCAN finds that SDG&E’s General
Rate Case testimony is based on flawed methodologies that inflate its revenue requirement request. In
addition, SDG&E relied on outdated forecasts that no longer reflect current circumstances. And despite
the current weak economy and enjoying robust financial success in recent years, SDG&E made no
attempt to show fiscal restraint such that its customers do not continue to face more increases in rates.

As one example, UCAN examined SDG&E’s forecast for customer growth and peak demand and found
that they did not correspond with the realities of the San Diego economy. Even though unemployment
remains stubbornly high and the housing market continues to flounder, SDG&E forecasts robust growth
in the number of customers and overall demand. SDG&E inflated its revenue requirement request in
other ways as well: by using inconsistent methodologies to develop labor escalation factors; by
including significant one-time events in a regression analysis; by relying on forecasted data that are
inconsistent with actual information; and through an over-allocation of corporate and shareholder
costs to SDG&E.

'The qualifications of Mr. McClary and Ms. Norin are provided in Attachments 1-A and 1-B.



SDG&E has the means to show fiscal restraint while also delivering greater value to ratepayers. For
example, instead of rewarding employees for providing excellent service to ratepayers, SDG&E’s
Incentive Compensation Program has evolved into a regular paycheck for utility employees and
executives, with very low risk of receiving lower-than-targeted bonuses. Moreover, large incentive
compensation payouts over the past few years have coincided with steep rate increases and reduced
electric system reliability.

SDG&E has enjoyed financial success since its last rate case. SDG&E’s return on its rate base as measure
by net income has been well over 9% in every one of the past three years. Moreover, since 2006
SDG&E has consistently earned returns well above its Commission-authorized rate of return. Despite
this financial success, SDG&E is seeking a higher authorized revenue requirement that will increase
customers’ rates.

A. UCAN’S RECOMMENDATIONS
The overarching conclusion to be drawn from our examination of SDG&E’s testimony and up-to-date
information is that the Commission should approve a lower revenue requirement than SDG&E has
requested. The following summarizes the specific recommendations made in this report.

Chapter lll: Incentive Compensation Program and Spot Cash Award Program

1. SDG&E’s overall safety performance measure should be based on an equal combination of its
current proposed OSHA metric and a new corrective maintenance metric that is tied to General
Order 165 compliance. SDG&E’s target for this metric should be correcting all infractions found
during General Order 165 inspections within 12 months, with a maximum and minimum ICP
payout threshold of 2 months earlier or later than this target.

2. SDG&E should reinstate a reliability performance measure based on the previous five years’
SAIDI, SAIFI, and MAIFI scores using the CPUC’s D.96-09-045 major event exclusion criteria
(Table 24). For TY 2012, the target should be set at the average of these scores, with the SAIDI
score divided by 100 in order to weight it equally with the other scores. The maximum and
minimum scores should be set based on the maximum and minimum over this same
timeframe. In the post-test years, SDG&E’s performance on each reliability metric should
improve by an equal percentage until each respective score scores reaches SDG&E’s best score
from the past 5 years. The minimum and maximum ICP payout values for each metric should
remain the same percentage above and below the target that they are for 2012 (Table 25).

3. SDG&E’s reliability performance measure score should be zero if the CPUC finds that the utility
is at fault for a major outage or other system emergency.



Table 1: UCAN Proposed Reliability Metric ICP Targets and Ranges for TY 2012

Year SAIDI | SAIFI | MAIFI
Target (5 Year Historical Avg) | 59.46 | 0.52 | 0.44

Min (Worst 5 Year Score) 67.74 | 0.54 | 0.53

Max (Best 5 Year Score) 52.00 | 0.48 | 0.38

Table 2: UCAN Proposed Post-Test Year Reliability Metric ICP Targets and Ranges

Target
Year SAIDI SAIFI MAIFI
2013 56.86 0.51 0.42
2014 54.38 0.49 0.40
2015 52.00 0.48 0.38
Min (Worst Possible Score)
2013 64.78 0.53 0.50
2014 61.95 0.51 0.48
2015 59.24 0.50 0.45
Max (Best Possible Score)
2013 49.73 0.47 0.36
2014 47.55 0.45 0.34
2015 45.47 0.44 0.32

SDG&E’s financial performance measure should be replaced by a rate escalation metric. The
target should be set at zero real escalation to the system-average rate, with ICP minimums and
maximums of 1% better or worse than its target rate. Additionally, the ERRA rate component of
this metric should be normalized to account for fluctuations in the price of natural gas. SDG&E
should carry out this calculation based on the sensitivity of its rates to natural gas prices, and
the CPUC’s Energy Division should audit SDG&E’s calculation to ensure its reasonableness.

The overall weighting of the ICP metrics should be as shown below (Table 26 and Table 27).

Table 3: Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 26%
Safety 26%
Reliability 26%
Customers 11%
Operational Excellence 11%




Table 4: Non-Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 13%
Safety 13%
Reliability 13%
Customers 5.5%
Operational Excellence 5.5%
Individual 50%

Table 5: Sunrise Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 26%
Safety 26%
Reliability 26%
Operational Excellence 22%

Table 6: Sunrise Non-Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 13%
Safety 13%
Reliability 13%
Operational Excellence 11%
Individual 50%

SDG&E's incentives appear disproportionately weighted towards executive compensation and
not employee compensation. If revisions to underlying metrics do not address this imbalance
the Commission should consider targets for overall compensation to executives that bring
executive and non-executive payouts into balance.

If SDG&E does not make these proposed changes to its ICP performance measures then
ratepayers should not be required to fund the ICP.

If SDG&E’s ICP payouts continue to be unreasonable relative to its overall operational
performance or based on excessive executive payouts relative to non-executives, the CPUC
should initiate a review of the ICP.

Similarly, SCG’s ICP structure should provide equal weighting to financial, safety, and reliability
performance, and should measure financial performance through a retail rate-based metric. If
SCG’s ICP is not structured in such a fashion, ratepayers should not be required to fund the ICP.



10. SDG&E’s spot cash award program should be entirely shareholder-funded. SDG&E’s revenue
requirement should be reduced by $1.325 million to account for this adjustment.

Chapter V: Customer Growth

1. SDG&E’s customer growth and energy consumption forecasts should be replaced with more
realistic forecasts based on up-to-date economic information. In particular:

a. SDG&E should use the following forecasts of 2012 electric customer counts: 1,241,515
Residential; 122,244 Small Commercial, 24,270 Medium and Large Commercial and
Industrial; 3,348 Agriculture; and 5,919 Lighting, for a total count of 1,397,296 electric
customers.

b. SDG&E should use a 2012 electric sales forecast of 20,352 GWh.
c. SDG&E should use a 2012 peak demand forecast of 4,422 MW.

2. Since SDG&E did not provide a model that would show the revenue requirement implications
of these customer growth and energy consumption forecasts, the Commission should
recognize the overly aggressive growth projections that inflate SDG&E’s forecast and take this
bias into consideration in weighing the revenue requirement forecasts of SDG&E and
intervenors.

Chapter VI: Escalation Factors

1. Escalation rates for should be set, to the extent possible, based on actual escalation observed
through the end of 2011.

2. For the last two quarters of 2011, labor O&M escalation factors should be estimated based on
a linear regression of actual BLS data from the start of 2009, and non-labor O&M factors should
be estimated based on IHS Global Insight’s most recent forecast until actual data is available in
early 2012.

3. If the Commission decides that forecast 2012 data should be used, labor O&M escalation
factors for 2012 should be estimated based on a linear regression of actual BLS data from the
start of 2009, and non-labor O&M factors for 2012 should be estimated based on IHS Global
Insight’s most recent forecast.

4. SDG&E and SoCalGas labor O&M escalation factors should be calculated separately based on
the respective labor pool of each utility.

5. Generous labor contracts should not be imputed into the forecast.
6. Sempra should use the following O&M escalation factors (for escalation from 2009):

a. Labor O&M: 1.050 for SDG&E and 1.054 for SoCalGas;



b. Non-Labor O&M: 1.056 for SDG&E electric; 1.059 for SDG&E gas; and 1.059 for
SoCalGas gas; and

c. Corporate Center O&M: 1.0465 for Labor O&M and 1.058 for Non-Labor O&M.

UCAN estimates that SDG&E’s revenue request should be reduced by approximately $8 million
and SoCalGas’s revenue request should be reduced by approximately $16 million to account for
the revised escalation factors.

For O&M cost escalation factors after the post-test year period, SDG&E should use actual data
on price changes for the first half of the year and an escalation forecast for the remaining half-
year. The resulting escalation factor should be trued up when actual data are available.

Chapter VII: Corporate Costs

Sempra’s multi-factor allocation calculation should be corrected to properly treat DWR costs
and Sempra’s investment in SONGS. In addition, the 2011 multi-factor calculation should be
used in place of a regression that fails to take into account Sempra Energy’s divestiture of its
commodity operation in 2008.

The following allocations should be used for 2012 corporate costs that are allocated by the
multi-factor allocation method: 35.24% for SDG&E, 40.85% for SoCalGas, and 23.91% for
Sempra’s unregulated subsidiaries.

Sempra should include a variable for the multi-factor allocation as a user-option in its results of
operation model such that any proposed changes to the multi-factor calculation flow through
appropriately to all cost allocations that rely on this factor. Sempra’s revenue request should
be adjusted by using UCAN’s proposed multi-factor allocations in this model.

UCAN estimates that Sempra’s revenue request should be reduced by approximately $7 million
for SDG&E and $0.6 million for SoCalGas to account for UCAN’s correction to its multi-factor
calculation.

Chapter VIII: External and Regional Public Affairs

1.

2.

For SDG&E’s External Affairs department, UCAN recommends zero ($0) funding for the Vice
President of External Affairs, zero ($0) funding for Community Relations, $597,000 for Media &
Employee Communications (Communications), and $184,000 for Media & Employee
Communications (Internal Communications).

UCAN recommends zero ($0) funding for SDG&E’s Regional Public Affairs department.



. SDG&E’S REVENUE REQUIREMENT REQUEST DISREGARDS THE
EcoNOMIC PLIGHT OF ITS CUSTOMERS

At a time of unprecedented economic hardship for SDG&E customers and a stagnant local economy,
SDG&E requests $1.845 billion in base margin, an increase of more than 20 percent over current levels.
SDG&E seeks to increase authorized spending each year for the next four years, and by no small
amount.

A. THE ECONOMY AND RATEPAYERS HAVE NOT RECOVERED FROM THE ECONOMIC

DOWNTURN
SDG&E’s requested increase flies in the face of the unrelenting gloom that has characterized much of
California's economy for the past three years. The National Bureau of Economic Research reports that
America’s “Great Recession” ended in June 2009;” but the reality is the economy, including California’s
economy, continues to be very weak with anemic growth and stubbornly high unemployment rates.
The volatility in the stock markets in August 2011 combined with weak economic reports led to more
than a few headlines questioning whether a double dip recession is looming.?

In July the Federal Reserve Bank of San Francisco reported on the gloomy economic outlook:

Recent economic news has been disappointing, confirming that the economy has been
growing much less quickly than was expected earlier in [2011]...real personal
consumption expenditures fell in May...the run-up in food and energy prices [strained]
consumer pocketbooks...the June employment report showed a gain of only 18,000
jobs.

The June 2011 UCLA Anderson Forecast for California projects that real personal income growth will be
1.7% in 2011." Because real personal income growth was negative in 2008 (-0.5%) and 2009 (-2.5%) and
just above 1% in 2010, personal income levels in California will not return to their 2007 level (in real
terms) until sometime between 2011 and 2012.” In other words, consumers on average are just now
getting back to a financial position held four years ago.

In reality, many consumers continue to experience financial hardship and may not return to their pre-
recession financial positions for years. Unemployment in San Diego County hit 10% in June 2009 and
has remained above that level for all but two months since then (Figure 1).° The most recent data show

% http://www.nber.org/cycles.html. See Attachment 2-A.

* See for example: “Time to Say It: Double Dip Recession May be Happening.” New York Times, August 4, 2011. See
Attachment 2-B. http://www.nytimes.com/2011/08/05/business/economy/double-dip-recession-may-be-returning.html, and
“Do the Flat Jobs Numbers Point To a Double Dip Recession?” U.S. News & World Report, September 2, 2011. See Attachment
2-C. http://www.usnews.com/opinion/articles/2011/09/02/do-the-flat-jobs-numbers-point-to-a-double-dip-recession

* The UCLA Anderson Forecast For The Nation and California, June 2011, p. 89. See Attachment 2-D.

® The UCLA Anderson Forecast For The Nation and California, June 2011, Table 1, p. 105 and p. 106. See Attachment 2-D.

® california Employment Development Department. Historic Civilian Labor Force, San Diego-Carlsbad-San Marcos MSA, August
19, 2011. See Attachment 2-E. http://www.labormarketinfo.edd.ca.gov/
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that the unemployment rate has crept back up to 10.6% in July 2011.” Unless there is a sudden and
sustained growth in employment opportunities, many San Diego residents experiencing extended
unemployment are likely to remain in difficult financial straits for some time to come.

Figure 1: Unemployment Rate in San Diego County and Nationwide, January 2007-July 2011®
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In its opening testimony, DRA seems to suggest that better times are just around the corner for
California’s unemployed workers. DRA quoted the same UCLA Anderson Forecast cited above as stating
that the state unemployment rate “would be poised to drop below double digits by the end of
December [2011].” However, the full quote from the UCLA Anderson Forecast makes clear that this
outcome hinges on employment gains in the second half of 2011 equaling the first half of the year, a
premise that the UCLA Anderson Forecast did not adopt. As the report states further on, “we do not
expect [unemployment] to reach 9.9% until the second quarter of 2013.”° In other words, UCLA
Anderson expects unemployment rates to remain at or above 10% over the next two years. This,
unfortunately, is the result of simple arithmetic: the state needs to add 1.3 million jobs just to reach
pre-recession levels of employment,’® and new entrants to the labor force over the last three years
need jobs, too. Even in the best of times, this amount of job creation does not occur overnight.

7 Ibid. See Attachment 2-E.

8 California Employment Development Department. Historic Civilian Labor Force, San Diego-Carlsbad-San Marcos MSA, August
19, 2011. See Attachment 2-E. http://www.labormarketinfo.edd.ca.gov/

® The UCLA Anderson Forecast For The Nation and California, June 2011, p. 89. See Attachment 2-D.

% The UCLA Anderson Forecast For The Nation and California, June 2011, p. 89. See Attachment 2-D.



News from the housing sector is not any rosier. The UCLA Anderson Forecast describes California’s
housing market as one that had “completely imploded” with “many Californians underwater.”*! Indeed,
the median price for a single-family home in California has dropped substantially over the past four
years (Figure 2). RealtyTrac reported in August 2011 that sales of homes in some stage of foreclosure or
bank-owned accounted for 31% of all residential home sales in the U.S. in the second quarter of 2011."2
In California, sales of homes in foreclosure or bank-owned accounted for 51% of all home sales in the
state.” These statistics taken together show just how upside down the overall economic situation is for
many ratepayers.

Figure 2: Median Price for Single Family Homes in California: January 2007-June 2011
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While tenacious unemployment, lackluster economic growth, and the poor housing market are creating
hardships for many of SDG&E’s customers, SDG&E as a company is thriving. In 2008 (the last year for
which SDG&E provided UCAN data) SDG&E far exceeded its authorized rate of return of 8.4%, earning
9.12% on rate base.' SDG&E’s earnings in 2010 were 7% higher than in 2009."

Given the very weak economic and employment outlook for SDG&E’s customers and the very healthy
position of SDG&E, this Commission should scrutinize every aspect of SDG&E’s request to increase its

" The UCLA Anderson Forecast For The Nation and California, June 2011, p. 83. See Attachment 2-D.

12 «“Short Sales Soar in Second Quarter,” RealtyTrac, August 25,2011. See Attachment 2-F.
http://www.realtytrac.com/content/press-releases/q2-2011-us-foreclosure-sales-report-6805?accnt=219663

13 “Short Sales Soar in Second Quarter,” RealtyTrac, August 25,2011. See Attachment 2-F.
http://www.realtytrac.com/content/press-releases/q2-2011-us-foreclosure-sales-report-6805?accnt=219663

* SDG&E Response to UCAN DR-66 Q2, September 9, 2011. See Attachment 2-G.

- “Sempra Energy announces improved 2010 results from non-commodities operations”, February 24, 2011. See Attachment
2-H. http://public.sempra.com/newsreleases/viewpr.cfm?PR_ID=25848&Co_Short_Nm=SE



revenue requirement and judge whether, in times of financial hardship, the requested funds are
necessary to ensure the safety and reliability of SDG&E's services.

B. RATES FOR SDG&E’s CUSTOMERS ARE ON A STEEP UPWARD TRAJECTORY
Electric rates for SDG&E’s customers have already increased by more than 18% since 2006."° This is
twice as much as the consumer price index has grown in this same time period. As noted previously,
SDG&E’s requested revenue requirement of $1.845 billion in base margin'’ represents an increase of
more than 20% over the currently authorized revenue requirement.® This 20% increase is not driven by
a particular project or policy; instead, SDG&E has requested across-the-board increases (in real dollars)
for nearly every one of its accounts.'® SDG&E acknowledges that, with these increases, electric rates
will increase by an additional 5.3% in 2012 (Figure 3).?° SDG&E has requested further increases for the
post 2012 test-years.21

Figure 3: Cumulative Change in SDG&E Electricity Rates and the Consumer Price Index Since 2006
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Note: The dashed line represents SDG&E’s forecast of a 5.3% rate increase for 2012.

16 System-average rate in 2006: 13.5 c/kWh; system-average rate in 2011: 16.0 ¢/kWh. California Public Utilities Commission.
CA 10U Average Rates by Customer Class Years 2000-2011. See Attachment 2-1. Available at
http://www.cpuc.ca.gov/PUC/energy/Electric+Rates/ENGRD/ratesNCharts elect.htm

v Testimony of Niggli (Exhibit 1R), page MRN-2.

18 Currently authorized amount: 1.513 billion (DRA Exhibit 1, page 2). 1.845/1.513-1=22%.

' Testimony of Hiramoto (Exhibit 45R), pages DAH-A8 — DAH-AG9.

0 Testimony of Niggli, page MRN-2.

2 Testimony of Emmrich (Exhibit 46R), page HSE-4.
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The rate increases do not stop there. SDG&E’s $1.845 billion request is only one of several sources of
looming rate increases for ratepayers. SDG&E has filed or will be filing a number of applications with
the CPUC seeking approval to spend ratepayers’ money. These various applications can be loosely
categorized across investments in smart grid projects, infrastructure and research; energy efficiency
and demand response programs; power and fuel purchases; and power plant assets. A number of these
applications and the costs associated with them are briefly summarized below (Table 7). Each of these
applications, if approved, would increase rates for SDG&E customers even further.

Table 7: SDG&E Requests for Cost Recovery Outside of the GRC Process

Program or Project Docket Requested Cost Recovery
2012-2014 Demand Response A.11-03-002 $68.76 million

Dynamic Pricing A.10-07-009 $118 million

PV Program A.08-07-017 $100.1 million (approved)
Rim Rock Wind Equity A.10-07-017 $250 million (approved)
Investment

LLNL Research Funding A.11-07-008 $15 million

C. SDG&E HAsS ENJOYED ROBUST PROFITS AS THE BROADER ECONOMY HAS

FLOUNDERED
In contrast to the broader economy, SDG&E has had substantial financial success since its last rate case,
funded in part by SDG&E ratepayers through increased electricity rates. SDG&E’s rates have steadily
risen since 2006 at an annual average rate of 3.5%, versus 1.8% for PG&E and 0.1% for SCE,* a total
increase of 18.5 percent since 2006. 2* SDG&E’s rate increases are discussed in greater detail in Chapter
lll. As the broader economy floundered since 2008, SDG&E’s financial performance over the same
period has been robust. SDG&E’s return on its rate base, as measured by its net income, was well over
9% in every one of the past three years (Table 8).

2CcAl0U Average Rates by Customer Class Years 2000-2011. See Attachment 2-I. Available at
http://www.cpuc.ca.gov/PUC/energy/Electric+Rates/ENGRD/ratesNCharts elect.htm

2 calou Average Rates by Customer Class Years 2000-2011. See Attachment 2-I. Available at
http://www.cpuc.ca.gov/PUC/energy/Electric+Rates/ENGRD/ratesNCharts elect.htm; (16.0-13.5)/13.5=18.5%
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Table 8: SDG&E’s Rate of Return (2009-2010)

Weighted Avg Return — Net
Year Depreciated Rate Income ($ % Return®®
Base ($ millions)** millions)*
2008 $2.961 $290 9.79%
2009 $3,358 $373 11.11%
2010 $3,643 $358 9.83%

This is not a new development, but rather the continuation of a trend that began in 2006. SDG&E’s net
income/earnings®’ and earnings attributable to common shares increased by 54% and 43%,
respectively, from 2006-2010 (Table 9).%® From 2006 through 2008, SDG&E’s achieved ROR as reported
by SDG&E increased by well over 1%, from 7.94% to 9.12%, while its authorized ROR increased from
8.23% to 8.40%.%° Notably, not only did SDG&E’s achieved ROR substantially exceed its authorized ROR,
it did so despite the fact that SDG&E received an increase in its authorized ROR in 2008. Since 2006,
SDG&E has consistently earned returns well above what the Commission has authorized, receiving an
above-authorized return in every year.*° SDG&E’s CPUC-authorized ROR is just that: an authorized
return. It is not a guaranteed return. Nevertheless, authorized ROR has effectively acted as a floor, not
a ceiling, for SDG&E’s actual ROR during the years since 2006. Despite successfully exceeding target
rates of return SDG&E has not proposed to pass the benefits of that success on to its customers
through lower rates.

" SDG&E-32, Testimony of Garry G. Yee. p. GGY-1 and A.06-12-009, SDG&E-21, Testimony of Garry G. Yee. p. GGY-17.

» Sempra Energy 2010 Annual Report, p. 75. See Attachment 2-J.

% SDG&RE’s Response to UCAN DR-66 Q2, which requested authorized and achieved ROR data, stated that SDG&E “has not
performed the requested analysis for years 2009 and 2010.” To evaluate SDG&E’s financial success during these years, | have
calculated SDG&E’s rate of return for 2008-2010 using the data it has provided regarding its rate base and return. My
calculations are based on SDG&E’s net income, as reported in its financial statements, and its weighted average depreciated
rate base, as presented in SDG&E’s testimony in this and its previous GRC proceeding. See Attachment 2-G.

77 Sempra/SDG&E appears to have adjusted its net income definition. Sempra’s 2008 Annual Report presents $344 million as
SDG&E’s net income in 2008, but Sempra’s 2010 Annual Report then presents $344 million as SDG&E’s earnings in 2008 and
$290 million as SDG&E’s net income.

28 Sempra Energy 2008 Annual Report, p. 64 (See Attachment 2-K) and Sempra Energy 2010 Annual Report, p. 75. (See
Attachment 2-J).

» SDG&E Response to UCAN DR-66 Q2; in response to UCAN'’s request for authorized and achieved ROR data, SDG&E stated
that it “has not performed the requested analysis for years 2009 and 2010.” To evaluate SDG&E’s financial success during
these years, | have calculated SDG&E's rate of return using the data it has provided regarding its rate base and return.

*® This conclusion is based on my calculations for 2009 and 2010 because SDG&E has refused to provide its own calculated
return.
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Table 9: SDG&E’s Financial Performance, 2006-2010 ($millions)*

2006-2010
2006 2007 2008 2009 2010
Increase
Net Income/Earnings $242 5288 S344 $349 $374 54%
Earnings Applicable to | ¢, ¢, $303 $353 $351 $373 43%
Common Shares

Furthermore, SDG&E’s incentive compensation program (ICP) performance targets indicate that its

financial performance has apparently exceeded company expectations in recent years. For each

financial metric SDG&E has used in calculating its employee incentive program payouts, SDG&E far

exceeded its targets in 2009 and 2010. In addition, SDG&E even exceeded its maximum ICP goal for its
SDG&E and SCG “Operational Income — EBIT” metric in 2010.%

Table 10: SDG&E Financial Performance Measure Metrics Target and Actual Values (2009-2011)*

2009 2010 2011

Sempra Net Income/Earnings Target $750 $903 $1,000
Sempra Net Income/Earnings Actual $798 $S963 N/A
Operational Income - EBIT Target $1,085 $1,140 $713
Operational Income - EBIT Actual $1,113 $1,244 N/A
Incremental Insurance Premium Recovery Target N/A N/A S80

Given the company’s success in exceeding its target rate of return, it appears that SDG&E has leveraged

the revenue from rate increases to ensure financial performance that far exceeded the Commission-

authorized targets while its customers have labored through a major economic downturn.

D. SDG&E SHOULD TIGHTEN ITS BELT INSTEAD OF SEEKING AN INCREASE IN REVENUE
REQUIREMENT GIVEN THE CURRENT WEAK ECONOMY

SDG&E acknowledges the “difficult economic circumstances” facing its customers.> Yet, SDG&E’s

testimony fails to demonstrate that SDG&E considered where operational efficiencies could be

implemented in an effort to minimize the financial impact on its ratepayers in light of economic

conditions.

*Sempra Energy 2008 Annual Report, p. 64 (See Attachment 2-K) and Sempra Energy 2010 Annual Report, p. 75 (See
Attachment 2-J); Sempra/SDG&E appears to have adjusted its net income definition. Sempra’s 2008 Annual Report presents
$344 million as SDG&E’s net income in 2008, but Sempra’s 2010 Annual Report then presents $344 million as SDG&E’s

earnings in 2008 and $290 million as SDG&E’s net income.
2 SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.

3 SDG&E Response to UCAN DR-27 Q2a (See Attachment 3-B); 2009 and 2010 operational income is combined SDG&E and

SCG income, while 2011 is SDG&E alone.
3 Testimony of Niggli, page MRN-16.
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SDG&E did offer two rate reduction proposals; however, they are much less generous than they
appear. One offer is to zero out SDG&E’s working cash requirement for the test year 2012. SDG&E
claims that this is valued at $120.3 million in rate base;** however, the value of this gesture is likely
much lower. In SDG&E’s last GRC, SDG&E’s proposed working cash request was $62.5 million, or less
than half the 2012 amount. Even so, DRA and UCAN both found this figure to be highly inflated: DRA
calculated the working cash requirement at just $6.1 million,*® and UCAN expert Bill Marcus calculated
the working cash requirement at negative $13.5 million.?’ If the actual working cash requirement for
the test year 2012 is within the ballpark of DRA and UCAN’s findings in SDG&E'’s last GRC, zeroing out
this amount will provide a negligible benefit to ratepayers.

At the same time, zeroing out the working cash requirement may provide a long-term benefit to
shareholders by setting in the record what is likely to be an undisputed, though inflated, working cash
requirement. Indeed, while DRA aggressively went after SDG&E’s working cash requirement in the last
GRC, DRA declined to evaluate this GRC’s claimed working cash requirement because SDG&E proposed
not to include this amount in its revenue requirement. If this value is, indeed, inflated (as it appears to
be in comparison to the SDG&E, DRA, and UCAN working cash proposals in the last GRC), having it in
the record as an undisputed value will make it easier for SDG&E to propose a similarly (or more grossly)
inflated value in its next GRC. If SDG&E chooses to do this, the long-term benefit of zeroing out the
working cash requirement in this GRC may go to shareholders (at ratepayers’ expense) through higher
future working cash requirements.

SDG&E also proposes to delay funding until 2013 of $27 million for pensions and PBOP expenses if the
Commission authorizes a two-way balancing account for these expenses.® This is neither a rate
reduction nor a productivity enhancement; it is simply the deferral of costs for a single year, subject to
full true-up. Again, this offer is a self-serving gesture, as it is apparently being proposed to bolster
arguments for a two-way balancing account for pension and PBOP expenses; such treatment would be
significantly more valuable to SDG&E than the one-year delay in funding.

SDG&E’s gestures are designed to make SDG&E appear to be sensitive to ratepayers’ financial
hardships; however, they end up benefiting shareholders more than ratepayers.

% Exhibit DRA-35 in A.10-12-005, filed September 1, 2011, pages 6-7

% Exhibit DRA-22 in A.06-12-009, filed July 6, 2007, pages 22-5 and 22-6. See Attachment 2-L.

7 Testimony of William B Marcus on UCAN in A.06-12-009, filed July 6, 2007, page 77. See Attachment 2-M.
*® SDG&E-01, Testimony of Michael R. Niggli, page MRN-17.
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[1l. SDG&E CouLD REDUCE ITS REVENUE REQUIREMENTS IF
MANAGERS WERE GIVEN INCENTIVES TO KEEP COSTS DOWN WHILE
MAINTAINING A SAFE AND RELIABLE UTILITY SYSTEM

SDG&E states that its Incentive Compensation Program (ICP) “is an essential component of a
competitive total compensation package.”** However, an incentive plan must be just that: a set of
incentives designed to spur desirable employee behaviors. As SDG&E witness Robinson states:
“[v]ariable pay is an essential component of a competitive total compensation package for a number of
reasons including: creating focus on desired results, improving performance and facilitating ideas and
improvements.”*

SDG&E claims that the ICP accomplishes these goals by recognizing and rewarding “employee
contributions to meeting important customer service, safety, supplier diversity, financial, and project
completion goals.”*! SDG&E also claims that its “operational focus is to ensure that [its] system is
operated safely and reliably for the benefit of our employees, customers and the general public.”*?
Therefore, in order to be part of a reasonable total compensation package as SDG&E has argued,
payouts under the ICP must provide the desired incentives by responding to SDG&E’s actual
performance in these areas. In addition, any incentive program approved by the CPUC should be
consistent with the CPUC’s mission to ensure “the provision of safe, reliable utility service and
infrastructure at reasonable rates....”*

Unfortunately, SDG&E’s incentive programs do not adequately measure the quality and cost of
SDG&E’s electric service. SDG&E’s ICP provides weak or non-existent incentives for managers to control
electricity rates or to provide safe and reliable electric service. In fact, the ICP program has effectively
represented a guaranteed annual bonus for SDG&E’s employees and does not correspond to year-to-
year differences in safety, reliability, and system average rates. An electric utility incentive program
that does not respond to these factors is simply a bonus that does not provide value to ratepayers. The
high, and generally increasing, payouts SDG&E has issued under the ICP program would only be
appropriate if those payouts resulted in steadily improving safety and reliability, rate stability, or both.

Along with this poorly constructed incentive program, SDG&E also proposes to compensate employees

through its “spot cash” award program, which even though ratepayer funded, provides weak incentives
for behavior that benefits ratepayers, and may reward employee behaviors and achievements that are

already compensated through the ICP.

¥ SDG&E-25. Testimony of Debbie S. Robinson. p. DSR-7.

0 SDG&E-25. Testimony of Debbie S. Robinson. p. DSR-7.

*1 SDG&E-25. Testimony of Debbie S. Robinson. p. DSR-6.

*2 SDG&E-01. Testimony of Michael R. Niggli. p. MRN-7.

3 CPUC Mission Statement; See Attachment 3-A. See http://www.cpuc.ca.gov/PUC/aboutus/pucmission.htm
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While SDG&E may respond that rewarding employees for the company’s financial performance will at
the same time provide benefits to ratepayers, SDG&E has not shown a link between financial metrics
used in the ICP calculation and customer benefits such as reliability, safety, or rate stability. Instead the
evidence indicates that SDG&E has performed well financially while failing to improve any of these
important customer-focused performance measures.

A. SDG&E’s CURRENT INCENTIVE COMPENSATION METRICS ARE INADEQUATE
To support its use of incentive-based compensation, SDG&E has cited a variety of human resources
literature stating that incentive pay is “designed to focus and reward performance” and will “spur [top

employees] to greater achievement.”*

However, this rationale clearly requires that rewards
correspond to performance incentives. SDG&E’s ICP does not incentivize employees in a way that
benefits customers, but rather provides an ever-increasing annual bonus, regardless of the quality of
the company’s electric service. A program does not provide an incentive if above-target payouts are

made every year with no fluctuation based on annual performance.

i. SDG&E’s ACTUAL ICP PAYOUTS HAVE CONSISTENTLY FAR EXCEEDED
TARGET ICP PAYOUTS
SDG&E’s total ICP payouts have exceeded their target in every year from 2003-2010, as shown in Table
11.% In fact, not only have SDG&E’s total ICP payouts exceeded their target in every year from 2003-

2010, but SDG&E’s actual payouts have exceeded SDG&E’s target by an increasing percentage over this
time period (Figure 4).

Table 11: SDG&E ICP Target and Actual Payouts, 2003-2010 (2011$)*

Above-Target Above-Target
Year
Payout Payout %

2003 10,924,097 26%
2004 15,516,553 39%
2005 7,879,814 21%"
2006 15,085,410 39%
2007 15,734,336 39%
2008 19,209,492 46%
2009 19,336,133 43%
2010 22,193,359 46%

* SDG&E response to UCAN DR-27 Q2.g, Attachment 1. See Attachment 3-B.

> SDG&E stated that data do not exist for years prior to 2003. SDG&E response to UCAN DR-27 Q3. See Attachment 3-C.

* SDG&E revised response to UCAN DR-27 Q3, Attachment 1. See Attachment 3-C.

* DRA noted in its testimony that SDG&E’s actual ICP payout in 2005 was 17% lower than its target, while the actual payout
was in fact 21% higher than its target (DRA-28. Testimony of Dao Phan. Table 28-8, p. 19); see DRA’s errata addressing this
issue.
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Figure 4: SDG&E ICP Target and Actual Payouts, 2003-2010 (2011$)"
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These above-target payouts have benefited the vast majority of SDG&E’s ICP-eligible employees.
However, these above-target payouts have disproportionately benefited SDG&E executives in
particular. For example, during ICP plan years 2006-2009, 88% of payouts across all employee
categories met or exceeded SDG&E’s target payout,*® while 96% of payouts for executives met or
exceeded SDG&E’s target payout (Figure 5).

Figure 5: Percentage of Employees Who Met or Exceeded Target ICP Payout, 2006-2009°°
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* SDG&E revised response to UCAN DR-27 Q3, Attachment 1. See Attachment 3-C.

* SDGRE response to UCAN DR-27 Q3.d, Attachment 1. See Attachment 3-C.

* SDGRE response to UCAN DR-27 Q3.d, Attachment 1; this chart omits 2010 data because SDG&E added a new
“Management Supervisor” category in addition to its “Management” category, however it appears that the 2010 results for
these categories are in line for the “Management” results in prior years. See Attachment 3-C.



Indeed, 96% of payouts for executives were at least 40% above SDG&E’s target payout during this
period.” For the 2010 plan year, 92% of payouts across all employee categories were between 100%
and 200% of SDG&E’s target payout and 94% of payouts for executives were between 120% and 200%
of SDG&E's target payout (Figure 6). These above-target executive payouts came even though SDG&E’s
projected 2012 average executive payout under the ICP program is nearly 12 times the projected
average non-executive payout (Figure 7).

Finally, although all SDG&E employees have historically received ICP payouts that far exceed SDG&E’s
target payouts, executives have received disproportionately high payouts even relative to non-
executive SDG&E employees.>® From 2003-2010 SDG&E’s executives received ICP payouts that totaled,
on average, 71% more than their target payout while SDG&E’s non-executives during the same
received payouts that totaled, on average, less than 40% more than their target payout (Figure 8).>*
Employees at the “front lines” of customer service are closer to the reality of ongoing company
operations; if anything they should be receiving the greater share of incentive payments for
operational improvements. Management and executive levels of incentive compensation should reflect
the success or failure of SDG&E employees in meeting customer needs; they should not receive a
disproportionate share of incentive payments.

Figure 6: Average Percentage of Target ICP Payout Received By SDG&E Executives (2006-2009)°’
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> SDG&E response to UCAN DR-27 Q3.d, Attachment 1. See Attachment 3-C.

2 SDGRE response to UCAN DR-27 Q1, Attachment 1. See Attachment 3-D.

3 SDG&E revised response to UCAN DR-27 Q3, Attachment 1. See Attachment 3-C.

** SDG&E revised response to UCAN DR-27 Q3, Attachment 1. See Attachment 3-C.

> SDG&E response to UCAN DR-27 Q3.d, Attachment 1; SDG&E response to UCAN DR-27 Q3.d, Attachment 1; this chart omits
2010 data because SDG&E added a new “Management Supervisor” category in addition to its “Management” category,
however it appears that the 2010 results for these categories are in line for the “Management” results in prior years..
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Figure 7: SDG&E Projected Average 2012 Per Employee ICP Payout>®
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Figure 8: Percentage By Which Actual ICP Payout Exceeded Target ICP Payout By SDG&E Employee
Category (2003-2010)*’
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The disconnect between SDG&E’s executive and non-executive target per employee payouts and actual
payouts show the glaring gap between the degree to which executives and non-executives are
rewarded for company performance. Non-executive employees are likely under-incentivized, relative
to executives, by the current ICP structure to contribute to strong company performance. It is unclear
why executives should receive far stronger incentives from SDG&E’s overall performance than non-
executives. However, it is notable that executives’ performance measures place greater emphasis on
company financial performance than on operational factors, when compared to non-executives.

% SDG&E response to UCAN DR-27 Q1, Attachment 1. See Attachment 3-D.
" SDG&E revised response to UCAN DR-27 Q3, Attachment 1. See Attachment 3-C.
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Through its ICP payouts SDG&E is implicitly suggesting that nearly all of its employees, particularly its
executives, have far and away exceeded expectations in every year since 2003. If this premise were
valid, this exceptional employee performance should be reflected in improved service at a lower cost.

ii. SDG&E’S RELIABILITY PERFORMANCE HAS BEEN INCONSISTENT AND HAS
NOT CORRELATED WITH SDG&E’S INCREASING ICP PAYOUTS

Based upon all available evidence, SDG&E’s performance on reliability-related metrics has not been
exceptional. Total customer complaints as measured by SDG&E’s customer comment tracking system
increased by 67% from 2007-2009, and customer complaints related to SDG&E’s outages and service
reliability increased by 194%.°® Meanwhile, customer comments received through this same system
held relatively steady over the same time period,® increasing the share of complaints regarding
outages and service reliability from 4.6% to 8.1%.%°

Data on SDG&E’s system reliability demonstrates that there is little or no correlation between the
reliability of SDG&E’s service and SDG&E’s ICP payouts: ICP payouts since 2003 have been at least 20%
higher than targeted in each year, while SDG&E’s reliability performance has fluctuated, even when
major events are excluded. Most recently, SDG&E experienced a system-wide outage on September 8,
2011 that resulted in estimated economic losses of $97 million to $118 million based on preliminary
estimates.® This dramatic and costly reliability event indicates that there may be deficiencies in
SDG&E’s system.

Figure 9 demonstrates this fluctuation using SDG&E’s reliability scores based on the following three
metrics:*

1. SAIDI (System Average Interruption Duration Index) — Minutes of sustained outages per
customer per year.

2. SAIFI (System Average Interruption Frequency Index) — Number of sustained outages per
customer per year.

3. MAIFI (Momentary Average Interruption Frequency Index) — Number of momentary outages
per customer per year.

*8 Total customer complaints increased from 763 to 1,272; (1,272/763)-1=0.67. Customer complaints related to outages and
reliability increased from 35 to 103; (103/35)-1=1.94. See SDG&E Response to UCAN DR-15 Q6. See Attachment 3-E.

* SDG&E Response to UCAN DR-15 Q6. See Attachment 3-E.

%0 35/763=.046 and 103/1,272=0.081; See SDG&E Response to UCAN DR-15 Q6. See Attachment 3-E.

61Showley, Roger. “Blackout’s economic impact mixed, experts say.” The San Diego Union-Tribune. September 9, 2011. See
Attachment 3-F. Accessed at http://www.signonsandiego.com/news/2011/sep/09/blackouts-economic-impact-mixed-experts-
say/.

®2 SDG&E 2010 Electric System Reliability Annual Report. February 24, 2011. p. ii. See Attachment 3-G.
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Figure 9: SDG&E Historical System Reliability Data, Major Events Excluded®
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Figure 10 and Figure 11 demonstrate that even though SDG&E’s performance on SAIDI and SAIFI
reliability-related metrics has deteriorated since 2007, SDG&E’s ICP payouts have continued to
increase.

Figure 10: SDG&E Above-Target ICP Payouts and SAIDI Reliability Performance, 2007-2010%
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& Using D.96-09-045 Exclusion Criteria. SDG&E 2010 Electric System Reliability Annual Report. February 24, 2011. p. 1. See
Attachment 3-G.
® This chart shows the inverse of SDG&E’s SAIDI scores because a lower SAIDI score reflects better reliability performance.
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Figure 11: SDG&E Above-Target ICP Payouts and SAIFI Reliability Performance, 2007-2010%
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If ICP payouts are high when reliability is low as well as when it is high, the ICP system is not presenting
employees with an incentive to focus on improving electric reliability.

fil. SDG&E’S FINANCIAL SUCCESS HAS NOT RESULTED IN BENEFITS FOR
ELECTRIC RATEPAYERS

According to SDG&E, “[e]stablishing aggressive financial goals accompanied by strong financial results
has a favorable impact to ratepayers,”® but history does not bear this out. SDG&E has exceeded its
targets for all financial performance measure metrics in plan years since 2006, and even exceeded the
maximum payout threshold for SDG&E and Southern California Gas (SCG) operational income in 2010.%’
However, instead of sharing these benefits with ratepayers, SDG&E has continued to increase
electricity rates and now proposes the largest rate increase in its history.

During this same time period, SDG&E’s system average rate rose from the lowest among major
California I0Us to the highest, and is now 11% above SCE’s system average rate and 6% above PG&E’s
system average rate (Figure 12).% This reflects an average annual rate increase for SDG&E customers of
3.5% during this period, compared to average annual increases of 1.8% for PG&E customers and 0.1%
for SCE customers (Table 12). In the midst of a severe recession, with the resulting pressure on
ratepayers and businesses in San Diego to cut costs and improve efficiency, SDG&E instead proposes to

® This chart shows the inverse of SDG&E’s SAIFI scores because a lower SAIFI score reflects better reliability performance.

% SDG&E Response to UCAN DR-27 Q4a. See Attachment 3-H.

 SDG&E Response to UCAN DR-27 Q2a and SDG&E Response to UCAN DR-66 Q3 See Attachments 3-B and 3-I.

o (16.0/15.1)-1=5.96 and (16.0/14.4)-1=11.11; See California Public Utilities Commission. CA IOU Average Rates by Customer
Class Years 2000-2011. See Attachment 2-I. Available at
http://www.cpuc.ca.gov/PUC/energy/Electric+tRates/ENGRD/ratesNCharts elect.htm
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raise rates to its ratepayers and reward employees, particularly its executives, for meeting goals that do
not improve service or value for customers.

Figure 12: CA 10U System Average Bundled Rates (cents/kWh)
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Table 12: CA 10U System Average Bundled Rates and Average Annual Increase®

2006 2011 Average
c/kWh c/kWh Annual Increase
PG&E 13.8 15.1 1.8%
SCE 14.3 14.4 0.1%
SDG&E 13.5 16.0 3.5%

SDG&E’s claims that corporate financial success translates to ratepayer benefit would ring less hollow if
this financial success were shared with ratepayers. But in fact, the relationship is quite otherwise:
SDG&E’s financial success has been funded at least in part by higher electricity rates. SDG&E’s 18.5%
rate increase since 2006 is consistent with SDG&E’s increasing financial success over this period. From
2006 through 2008, SDG&E’s achieved ROR increased by more than one percentage point, from 7.94%
t0 9.12%, while its authorized ROR increased from 8.23% to 8.40% (Table 13).”° Notably, not only did
SDG&E’s achieved ROR far exceed its authorized ROR, it did so despite the fact that SDG&E received an
increase in its authorized ROR in 2008. SDG&E’s trend of financial success continued in 2009 and 2010,

® calou Average Rates by Customer Class Years 2000-2011. See Attachment 3-I. Available at
http://www.cpuc.ca.gov/PUC/energy/Electric+Rates/ENGRD/ratesNCharts elect.htm

" SDG&E Response to UCAN DR-66 Q2; in response to UCAN’s request for authorized and achieved ROR data, SDG&E stated
that it “has not performed the requested analysis for years 2009 and 2010.” See Attachment 3-J.
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where it exceeded its target for both financial performance metrics used in those years.’* In addition,
SDG&E in 2010 exceeded its maximum ICP goal for the “Operational Income — EBIT” metric.”?
Nevertheless, SDG&E increased its rates by a large margin in 2009 and maintained those rates above its
2008 level and well above other California IOUs’ rates in 2010 and 2011.

Table 13: SDG&E’s Authorized and Achieved ROR, 2006-2008"2

2006 2007 2008
Authorized ROR 8.23% 8.23% 8.40%
Achieved ROR 7.94% 8.25% 9.12%

On top of those previous rate increases, SDG&E’s GRC application now requests approval of $1.845
billion in base margin, a 20% increase over the currently authorized amount.”* SDG&E acknowledges
that, with this increase, electric rates are expected to increase by an additional 5.3% in 2012,”° with
additional increases in the post test-years.

B. SDG&E’s PERFORMANCE MEASURES FOCUS EXCESSIVELY ON FINANCIAL
PERFORMANCE AT THE EXPENSE OF OTHER IMPORTANT AREAS

SDG&E has requested rate recovery of $48,942,186 for projected ICP payouts in 2012. Actual payouts
would be calculated based on performance across several metrics, with each metric assigned a target
performance level and also minimum and maximum payout thresholds. (Performance below the
minimum threshold does not qualify for an ICP payout for that metric; performance above the
maximum threshold is awarded at the maximum threshold Ievel.76) For non-executives, 50% of the ICP
payout would be based on individual performance and 50% based on company performance. For
executives, 100% of the ICP payout would be based on company performance.”’” The company
performance metrics are strongly weighted (60%) toward financial performance, with additional
metrics based on employee safety, customer service, and, for non-executives, operational excellence.
SDG&E’s 2011 metrics and weightings are shown below in Table 14 and Table 15.

"t SDG&E Response to UCAN DR-27 Q2a; SDG&E’s financial metrics in 2009 and 2010 included Sempra Net Earnings and
SDG&E and SCG Operational Income — EBIT. See Attachment 3-B.

"2 SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.

3 SDG&E Response to UCAN DR-66 Q2. See Attachment 3-J.

7 DRA-1, Testimony of James Wuehler. p. 2.

7> SDG&E-1, Testimony of Michael Niggli. p. MRN-2.

7® SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.

77 SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.
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Table 14: SDG&E 2011 Executive ICP Performance Measures’®

Non-Key Key

to Ins to Ins

Filing Filing

Executive Employee Performance Measures Weight Weight

FINANCIAL 60% 60%
SRE Earnings 20% 20%
SDG&E Operational Income - EBIT 31% 26%
Incremental Insurance Recovery 9% 14%
SAFETY 5% 5%
OSHA Recordable Rate - 2.5% reduction from 2010 5% 5%
CUSTOMERS 15% 15%
Overall Satisfaction with Service 7.5% 7.5%
Customer Reputation 7.5% 7.5%
OPERATIONAL EXCELLENCE 20% 20%
Supplier Diversity 5% 5%
Systems Improvements and Enhancements 15% 15%

Table 15: SDG&E 2011 Non-Executive ICP Performance Measures’®

Non-Executive Employee Performance Measures Weight
FINANCIAL 30%
SRE Earnings 10%
SDG&E Operational Income - EBIT 16%
Incremental Insurance Recovery 4%
SAFETY 5%
OSHA Recordable Rate: 2.5% reduction from 2010 5%
CUSTOMERS 6%
Overall Satisfaction with Service 3%
Customer Reputation 3%
OPERATIONAL EXCELLENCE 9%
Supplier Diversity 3%
Systems Improvements and Enhancements 6%
INDIVIDUAL PERFORMANCE 50%

SDG&E’s ICP performance measures are dominated by financial performance metrics. SDG&E’s
financial performance measures account for 60% of executives’ ICP performance evaluation and 30% of
non-executives’ ICP performance evaluation.®® Meanwhile, SDG&E’s performance measures that
address safety and reliability account for only 7% of executives’ ICP performance evaluation and less
than 6% of non-executives’ performance evaluation, with reliability accounting for only 2% and 1% of

"8 SDG&E has proposed slightly different financial metric weightings for executive employees who will play a key role in its
recovery of incremental insurance premiums, which would occur via advice letters filed in 2011. See SDG&E Response to
UCAN DR-27 Q2a. See Attachment 3-B.

’® SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.

# SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.
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these totals, respectively.®* SDG&E’s 2011 executive performance measures also place a
disproportionate emphasis on company financial performance even relative to the high weighting that
measure is given for non-executives. This additional emphasis on financial performance for executives
comes at the expense of the safety performance measure’s weighting. Given that executives have no
individual performance measure and are apparently being incentivized based on overall company
performance, one would expect all aspects of company performance to be given equal consideration
relative to the weightings used for non-executives. SDG&E’s 2011 performance measures and their
weightings are entirely inconsistent with the operational priorities for utility service laid out by both
the CPUC and SDG&E itself. The CPUC prioritizes the provision of safe and reliable utility service at
reasonable rates® while SDG&E states that its “primary operational focus is to ensure that [its] system
is operated safely and reliably for the benefit of our employees, customers and the general public.”®
However, when asked whether SDG&E’s financial performance measures distinguish between those
that primarily benefit ratepayers and those that primarily benefit shareholders, SDG&E responded that
its “financial performance measures reward strong overall financial performance rather than specific
8% |1n other words, SDG&E makes no distinction between different types of
activities that control costs. The result of this approach is that if SDG&E cuts costs in a manner that

cost-control activities.

reduces safety and reliability, SDG&E is rewarded because the financial metrics far outweigh the
combined weight of its safety and reliability metrics. Although SDG&E may be rewarded, ratepayers
would be harmed in this situation because their electric service would be less safe and reliable than it
previously was.

C. SDG&E’s PERFORMANCE MEASURES AND THEIR COMPONENT METRICS Do NOT
ADEQUATELY REWARD BEHAVIORS THAT DIRECTLY BENEFIT RATEPAYERS

SDG&E’s safety- and reliability-related performance measures and their component metrics are
woefully inadequate. SDG&E’s financial performance measure does not capture the most important
financial metric to ratepayers: rates. Finally, SDG&E’s customer satisfaction and customer reputation
measures are based primarily on survey results rather than more direct data sources. | will address
each of these in turn.

I SDG&E’S SAFETY PERFORMANCE MEASURE IS INCOMPLETE BECAUSE IT
DoOES NOT ADDRESS CUSTOMER SAFETY

As stated above, one of SDG&E’s primary operational goals is safely operating its system “for the
benefit of [its] employees, customers and the general public.”® In fact, SDG&E states that “[s]afety is

8 SDGRE Response to UCAN DR-27 Q2a (See Attachment 3-B) and SDG&E Response to UCAN DR-61 Q13 (See Attachment 3-
K); According to SDG&E’s Response to UCAN DR-61 Q13, the power quality and reliability portion of its customer reputation
metric accounts for 27% of the overall metric. SDG&E’s proposed customer reputation metric is weighted as 7.5% of its total
ICP evaluation for executives and 3% for non-executives Therefore, reliability accounts for a mere 2% of executives’ overall ICP
evaluation and 1% of non-executives’ overall ICP evaluation.

8 SDG&E-01. Testimony of Michael R. Niggli. p. MRN-7.

8 CPUC Mission Statement; See Attachment 3-A. See http://www.cpuc.ca.gov/PUC/aboutus/pucmission.htm

# SDG&E Response to UCAN DR-27 Q4b. See Attachment 3-H.

¥ SDG&E-01. Testimony of Michael R. Niggli. p. MRN-7.
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one of the highest, if not the highest, priority for the utility.”*® SDG&E’s Code of Business Conduct
states that “[n]o activity is so important that it should jeopardize employee or public safety.”®’
(emphasis added) Given this focus on safety, including public safety, any set of company performance
measures should include some metric evaluating the safety of SDG&E’s service with respect to
employees, customers, and the general public. SDG&E’s safety performance measure addresses only
employees, as it consists of only a metric for its OSHA recordable rate, which accounts for 5% of both

SDG&E’s executive and non-executive ICP performance evaluations.

For this performance measure to fully reflect the safety of SDG&E’s operations, it must capture critical
hazards and injuries to customers and the general public as well as SDG&E’s employees. Such metrics
are readily available and are, in fact, discussed in SDG&E’s testimony in this proceeding. SDG&E’s
Corrective Maintenance Program, carried out in compliance with General Order 165, currently ensures
that system inspections and repairs are carried out as authorized by the Commission.?® In addition,
SDG&E is making several safety-related changes in system management as a result of requirements
adopted in 1.08-11-006 and R.08-11-005, including General Order 165 Annual Patrols in Fire Zones, Rule
18 Notifications and Repair of Safety Hazards, Quality Control Inspections in Fire Zones, and Screening
of Commerecial Drivers.”® Finally, SDG&E notes three fire preparedness measures that it currently has in
place.” Each of these items impact customer and general public safety in some fashion,’> and metrics
related to one or more of these initiatives could be added to the ICP safety performance measure.

ii. SDG&E’s ICP PERFORMANCE MEASURES DO NOT INCLUDE A DIRECT
MEASURE OF RELIABILITY

SDG&E has previously used the SAIDI, SAIFI, and MAIFI metrics to measure the reliability of its electric
service but ceased including a reliability-specific performance measure entirely after plan year 2008.%
SDG&E now rewards employees for reliability performance only through a portion of its customer
reputation metric, which results in an overall weighting of reliability in determining ICP payouts of
approximately 2%.>* SDG&E omits a transparent, stand-alone reliability metric, given that system
reliability is critical for customers and is a primary goal of both the CPUC and SDG&E. SDG&E should,
therefore, reinstitute a reliability performance measure.

% SDG&E Response to UCAN DR-61 Q10. See Attachment 3-L.

¥ SDG&E Response to UCAN DR-61 Q10. See Attachment 3-L.

® SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.

¥ SDG&E-05. Testimony of Scott P. Furgerson, p. SPF-10.

% SDG&E-05. Testimony of Scott P. Furgerson, p. SPF-10.

1 SDG&E-05. Testimony of Scott P. Furgerson, p. SPF-11.

2 SDG&E-05. Testimony of Scott P. Furgerson, p. SPF-9 — SPF-12.

% SDG&E Responses to UCAN DR-27 Q2h.i and UCAN DR-27 Q2a. See Attachment 3-B.

% SDG&E Response to UCAN DR-27 Q2a (See Attachment 3-B) and SDG&E Response to UCAN DR-61 Q13 (See Attachment 3-
K).
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iii. SDG&E’S FINANCIAL PERFORMANCE MEASURE DOES NOT INCLUDE A RATE
OR OTHER PRICING-RELATED METRIC

As noted above, the CPUC prioritizes the provision of safe and reliable utility service at reasonable
rates. It would, therefore, be consistent with the CPUC’s objectives to tie at least a portion of SDG&E’s
ICP to the company’s success in controlling electric rates. Implementing a pricing metric as part of
SDG&E’s financial performance measure would also reduce the likelihood of SDG&E issuing high
performance bonuses while its rates continue to escalate rapidly.

D. SOCALGAS’S ICP STRUCTURE IS ALSO FLAWED

Although my detailed recommendations regarding incentive compensation structures focus on SDG&E,
there may be similar flaws in SCG’s ICP structure. While its historical payouts do not appear to be as
egregiously in excess of its proposed 2012 target, SCG is projecting a 2012 target ICP payout that is
millions of dollars smaller than the payouts it shows for 2009-2011.%° This suggests that it may have
consistently issued above-target payouts over an extended period of time as SDG&E has. Additionally,
the fact that SDG&E has historically used combined SDG&E and SCG ICP performance measures to
measure its financial, safety, customer service, and customer reputation success® suggests that SCG is
likely to have employed a similar set of performance measure weightings and metrics in determining
ICP payouts.

To that extent that SCG’s proposed ICP program shares these flaws with SDG&E’s program, the CPUC
should adopt a revised ICP structure along the lines proposed for SDG&E. The program should provide
equal weighting to financial, safety, and reliability performance, and should measure financial
performance through a retail rate-based metric. If SCG’s ICP is not structured in such a fashion, its
revenue requirement should be reduced by its 2012 ICP target amount of $25.5 million.”’

E. UCAN’s ICP RECOMMENDATIONS
UCAN recommends that the ICP metrics be re-fashioned to reward behavior that benefits ratepayers.
These metrics should focus on safety, reliability, and performance, with a smaller share of the ICP to be
based on the secondary priorities of customer service and operational excellence. The Commission
should expect that the balanced nature of UCAN's proposed metrics would accurately reflect SDG&E’s
overall performance and result in a more consistent relationship between executive and non-executive
payouts relative to SDG&E’s target payouts for each employee category as well as more accurately
aligning all employees’ incentives with ratepayer interests. However, should SDG&E’s actual payouts
continue to be unreasonable in the future, it would be appropriate for the CPUC to initiate a review of
the ICP.

% 5CG-19, Testimony of Debbie S. Robinson, p. DSR-7.
% SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.
%7 5CG-19, Testimony of Debbie S. Robinson, p. DSR-7.
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i. SAFETY PERFORMANCE MEASURE
According to SDG&E’s 2008 Corrective Maintenance Program report, SDG&E has used a goal of
correcting infractions found during General Order 165 inspections within a 12-month timeframe from
the date of inspection.® SDG&E also noted that “[i]nfractions that may pose a hazard to the public
and/or to electric distribution line personnel are repaired within a shorter timeframe, relative to the

severity of the infraction and the nature of the hazard.”®’

Given these goals, a safety metric should be
added based on SDG&E’s compliance with its 12-month goal for correcting infractions found during
inspections and the speed with which it corrects hazardous infractions. The target for this metric
should be correcting all infractions found during General Order 165 inspections within 12 months, with
a minimum and maximum of 2 months slower or faster than this target. This metric should account for
half of SDG&E’s overall ICP safety performance evaluation, with the other half based on SDG&E’s OSHA

recordable rate metric.

Additional metrics could be added based on other public safety measures, such as those noted above.
At this time, however, we recommend focusing on this particular metric because it covers a broad
range of required system inspections and repairs, is well-established, and is the subject of annual
reports produced by SDG&E. Moreover, SDG&E has itself articulated a clear, quantitative target for this
particular metric.

ii. RELIABILITY PERFORMANCE MEASURE

Because system reliability is critical for customers and is a primary goal of both the CPUC and SDG&E,
SDG&E should re-implement a reliability performance measure based on the SAIDI, SAIFI, and MAIFI
metrics for the express purpose of improving the ICP mechanism. To ensure that this measure
promotes a high standard of reliability, SDG&E’s target for each of these metrics should be the average
of its previous five years’ scores using the CPUC’s D.96-09-045 exclusion criteria. The maximum and
minimum scores for the ICP should be based on the maximum and minimum over this same timeframe.
In order to provide a strong incentive to avoid the negative impact of extreme system outages, such as
the widespread blackout SDG&E’s system of September 8, 2011, SDG&E’s reliability performance
measure score should be zero if the CPUC finds that the utility is responsible for such a major outage or
other system emergency.

Table 16: UCAN Proposed Reliability Metric ICP Targets and Ranges'®

Year SAIDI SAIFI MAIFI

Target (5 Year Historical Avg) 59.46 0.52 0.44
Min (Worst 5 Year Score) 67.74 0.54 0.53
Max (Best 5 Year Score) 52.00 0.48 0.38

%8 SDG&E Corrective Maintenance Program Report for 2008, June 30, 2009. p. 3. See Attachment 3-M.
* SDG&E Corrective Maintenance Program Report for 2008, June 30, 2009. p. 3. See Attachment 3-M.
199 SpG&E 2010 Electric System Reliability Annual Report. February 24, 2011. p. 1. See Attachment 3-G.
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Additionally, SDG&E’s reliability metric targets should progressively become more stringent over time
to incentivize ongoing improvement in SDG&E’s system reliability. This should be done by setting
SDG&E’s reliability metric targets so that they improve by an equal percentage in 2013-2015 until they
reach SDG&E’s best score from the past 5 years. The minimum and maximum ICP payout values for
each metric should remain the same percentage above and below the target that they are for 2012
(Table 17). Achieving these annual improvements should not be unreasonable for SDG&E, given that
SDG&E has already achieved the 2015 target scores | am proposing within the past 5 years.

Table 17: UCAN Proposed Post-Test Year Reliability Metric ICP Targets and Ranges'”*

Target
Year SAIDI SAIFI MAIFI
2013 56.86 0.51 0.42
2014 54.38 0.49 0.40
2015 52.00 0.48 0.38
Min (Worst Possible Score)
2013 64.78 0.53 0.50
2014 61.95 0.51 0.48
2015 59.24 0.50 0.45
Max (Best Possible Score)
2013 49.73 0.47 0.36
2014 47.55 0.45 0.34
2015 45.47 0.44 0.32

iii. FINANCIAL PERFORMANCE MEASURE
In order to support the CPUC’s goal that utilities provide safe and reliable service at reasonable rates,

SDG&E employees should be scored partly on a rate escalation metric that rewards cost controls and
operational efficiencies. A straightforward and suitable metric would be the real escalation of the
system average rate. The target for this metric should be zero (i.e., rates should remain flat in real
terms), with ICP minimums and maximums of 1% better or worse than its target rate. Additionally, the
ERRA rate component of this metric should be normalized to account for fluctuations in the price of
natural gas. SDG&E should carry out this calculation based on the sensitivity of its rates to natural gas
prices, and the CPUC’s Energy Division should audit SDG&E’s calculation to ensure its reasonableness.
This metric will provide employees with an incentive to reduce costs and improve operational
efficiency. This metric should replace SDG&E’s financial performance metrics (which SDG&E justified

” 102)

based on their claimed “favorable impact to ratepayers, because it provides a more direct

measurement of ratepayer benefit.

101 SAIDI, SAIFI, and MAIFI metrics must improve annually by roughly 4%, 3%, and 5%, respectively, to reach SDG&E’s best

score from the past 5 years on these metrics. Minimum scores for SAIDI, SAIFI, and MAIFI should be 14%, 4%, and 19% worse
than the target, respectively, to be consistent with the ranges based on SDG&E’s 5-year averages. Maximum scores for SAIDI,
SAIFI, and MAIFI should be 13%, 8%, and 14% better than the target, respectively, to be consistent with the ranges based on
SDG&E’s 5 year averages.

192 SPG&E Response to UCAN DR-27 Q4a. See Attachment 3-H.
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iv. OTHER MEASURES
SDG&E has proposed customer and operational excellence performance measures. SDG&E’s proposed
customer performance measure is based on customer satisfaction and customer reputation metrics.
SDG&E’s proposed operational excellence performance measure is based on supplier diversity and
systems improvements and enhancements metrics. These metrics appear to be reasonable, and | am
not proposing modifications to these metrics at this time.

V. WEIGHTINGS
SDG&E’s obligation to provide low-cost, safe, and reliable service is fundamental to its mission. Rate
escalation, safety, and reliability performance measures should therefore be weighted most heavily in
determining payouts under SDG&E’s ICP, with lesser weights for customer service and operational
excellence metrics.

The rate escalation, safety, and reliability measures should be weighted equally in order to avoid
narrow focus on one of these objectives instead of an appropriate balance of all three. For example, a
focus on reliability without taking into consideration cost of service could lead to an over-investment in
distribution assets. Including all three performance measures with equal weight in the ICP would
instead encourage SDG&E management and employees to reflect on the appropriate balance between
minimizing SDG&E’s cost of service, maximizing the reliability of SDG&E’s service, and ensuring both
worker and public safety.

SDG&E has proposed separate weightings for executive and non-executive employees, with executive
employees’ weightings reflecting greater emphasis on company performance in lieu of an individual
performance measure.'® This is reasonable; however, the executive performance measures should
reflect an equal commitment to low-cost service, safety, reliability, customer service, and operational
excellence as the non-executive performance measures. SDG&E’s executive performance measures
should therefore be the same as the company-wide performance measures used for non-executives, in
the same proportions.

Finally, SDG&E has proposed separate weightings for employees who are primarily responsible for the
construction of the Sunrise Powerlink transmission line.'®* These separate weightings provide
additional emphasis on operational excellence using metrics specific to the Sunrise project.'® This is
reasonable because it reflects these employees’ primary responsibility. However, these metrics
emphasize primarily financial performance rather than a balance between cost-of-service, safety, and
reliability. We are, therefore, proposing new performance measure weightings that reflect a more
appropriate balance between these objectives.

These proposed performance measure weightings are shown below.

193 SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.

SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.
SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.
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Table 18: Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Rate Escalation 26%
Safety 26%
Reliability 26%
Customers 11%
Operational Excellence 11%

Table 19: Non-Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Rate Escalation 13%
Safety 13%
Reliability 13%
Customers 5.5%
Operational Excellence 5.5%
Individual 50%

Table 20: Sunrise Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Rate Escalation 26%
Safety 26%
Reliability 26%
Operational Excellence 22%

Table 21: Sunrise Non-Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Rate Escalation 13%
Safety 13%
Reliability 13%
Operational Excellence 11%
Individual 50%
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Vi. RATEPAYER VS. SHAREHOLDER FUNDING

SDG&E argued that “incentive compensation should be funded by ratepayers if it is part of a reasonable
7106 DRA, however, asserts that although SDG&E’s target ICP payout has
been within a competitive compensation range, at least 70% of SDG&E’s incentive-based goals for non-

total compensation package.

executive employees benefit primarily shareholders, and that it is inappropriate for ratepayers to fund
compensation based on these goals.'”” UCAN agrees with DRA that ratepayer funding for ICP should be
conferred only if it provides incentives to achieve key utility and CPUC goals and that the incentives in
SDG&E’s proposal primarily benefit shareholders rather than ratepayers.

Not only do SDG&E’s primarily benefit shareholders, but SDG&E’s proposed incentives are, in fact,
contrary to ratepayers’ interests. SDG&E’s current performance measures focus employees on the
company’s financial performance without adequately ensuring that they are also concerned with the
reliability of the company’s electric service, public safety, and rate impacts of company decisions. Focus
on company financial performance could lead to cuts in safety and reliability investments or
unnecessary rate increases, all of which would be directly counter to ratepayer interests.

For these reasons, UCAN proposes several modifications that would better align the incentives in ICP
with these key goals. However, if these modifications are not adopted, SDG&E’s ICP should be entirely
shareholder funded and SDG&E’s revenue requirement should be reduced by $45.6 million.

vii.  SOCALGAS
SCG’s ICP structure should provide equal weighting to financial, safety, and reliability performance, and
should measure financial performance through a retail rate-based metric. This should be accomplished
in a manner similar to what | have proposed for SDG&E’s ICP. If SCG’s ICP is not structured in such a
fashion, SCG’s revenue requirement should be reduced by its 2012 ICP target amount of $25.5

million.*®

F. UCAN’s RECOMMENDATIONS SUBSTANTIALLY ADDRESS AREAS OVERLOOKED By
DRA

While DRA focused primarily on SDG&E’s proposed total ICP revenue requirement and its allocation
between ratepayers and shareholders, UCAN is primarily concerned with the proposed structure of
SDG&E’s ICP and the incentives it provides for SDG&E’s employees.'® DRA considered SDG&E’s
proposed performance measure weightings, but did not address the specific metrics that are used
within these categories.'*°

106 S DG&E-25. Testimony of Debbie S. Robinson. p. DSR-7.

107 DRA-28, Testimony of Dao Phan. p. 12.

198 50G-19, Testimony of Debbie S. Robinson, p. DSR-7.
DRA-28, Testimony of Dao Phan. pp. 18-22.
DRA-28, Testimony of Dao Phan. p. 22.
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DRA recommends that SDG&E shareholders fund all of SDG&E’s executive ICP payouts and 70 percent
of SDG&E’s non-executive ICP payouts, which results in an ICP revenue requirement of $12.6 million for
test year 2012.'" In contrast, UCAN is not opposed to ratepayer funding of the ICP to the extent that
the ICP is designed to incentivize behavior that benefits ratepayers. UCAN, therefore, recommends
making any ratepayer funding for SDG&E’s proposed ICP contingent on a revision of both the
weightings of performance measures within the ICP and the specific metrics used to evaluate the
company’s performance. A comparison of UCAN’s and DRA’s ICP proposals for the areas that both
parties addressed is shown below (Table 22).

Table 22: UCAN vs. DRA ICP Proposals

DRA UCAN
Proposed Financial Measure Weighting 35% 13%
(Non-Executives)
Proposed Operational/Aspirational 15% 37%
Performance Measure Weighting (Non-
Executives)
Proposed Individual Performance 50% 50%
Measure Weighting (Non-Executives)
Proposed Revenue Requirement (UCAN- N/A $45.6 million
Recommended Weightings and Metrics)
Proposed Revenue Requirement $12.6 million SO
(SDG&E/DRA-Recommended Weightings
and Metrics)

G. SDG&E’s SPoT CASH AWARD PROGRAM MAY REWARD CERTAIN ACTIVITIES
TwiICE AND DOES NOT PROVIDE CLEAR INCENTIVES

SDG&E has requested $1.325 million for its Spot Cash Award program.™? Like its ICP, SDG&E’s spot cash
award program provides inadequate incentives to promote employee behaviors that benefit
ratepayers. In addition, the spot cash award program is vague as to what behaviors it is incentivizing in
general. Due to its vague nature, the program may result in unjustified incentive payments to
employees and incentive payments for activities that are already rewarded under the ICP. It is
unreasonable for ratepayers to fund a vague, subjective incentive program that is effectively a
company slush fund with no apparent ratepayer benefits, particularly when ratepayers are already
funding the ICP.

1 pRA-28, Testimony of Dao Phan. p. 21.

12 SPG&E-25R, Revised Testimony of Debbie S. Robinson. p. DSR-11.
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I SDG&E’s SPOT CASH AWARD PROGRAM MAY REWARD ACTIVITIES THAT
ARE ALREADY REWARDED UNDER THE ICP AND MIAY REWARD ACTIVITIES
THAT DO NOT BENEFIT RATEPAYERS

Generally speaking, SDG&E does not keep detailed records on payouts under its spot cash award
program, and therefore is unable to determine what portion of its past payouts have been due to
specific types of activities.'® It is, therefore, impossible to say exactly what this program is rewarding.
SDG&E has, however, stated several areas that may be considered when granting spot cash awards.
One such area is cost savings, specifically for an employee who “[i]dentifies and successfully

implements substantial cost savings for the company.”**

As described above, cost savings for the
company have not translated into rate benefits for customers, so there is little connection between
cost savings under the spot cash award program and ratepayer benefits. Additionally, SDG&E already
considers financial performance as the largest single factor in its ICP program, and provides room to
assess individual employees’ accomplishments through the individual performance evaluation that

115

counts for half of non-executives’ ICP calculation.” SDG&E is, therefore, requesting that ratepayers

fund two separate programs that reward employees’ efforts to control company costs.

Furthermore, the other considerations that SDG&E lists, including innovation, leadership,
organization/coordination, problem solving, risk taking, external contacts, and teamwork™'® are all
factors that the Commission would expect an individual performance evaluation to address. Moreover,
SDG&E indicated that spot cash awards may be issued simply for working overtime, without any
unusually significant performance or achievement.*"’

In other words, SDG&E provides spot cash awards for an employee performing his or her normal job
function, which should be captured in an individual’s performance evaluation and does not necessarily
merit award. As mentioned above, SDG&E’s ICP already includes an individual performance measure

that accounts for half of non-executives’ ICP calculation.™*®

SDG&E is once again asking ratepayers to
fund incentives for activities that are already rewarded through the ICP. SDG&E has asserted that
human resources representatives review each spot cash award nomination to ensure that it has not

been awarded elsewhere.*®

Our analysis shows it to be highly unlikely that the factors SDG&E listed are not also considered as part
of the financial and individual performance portions of its ICP calculations given the overlap in financial
performance and cost savings, and individual performance and the individual qualities SDG&E listed.
Even if the spot cash award program were limited to discrete accomplishments rather than behaviors,
it is nearly impossible to separate a major discrete accomplishment from an individual performance

1% SDG&E Response to UCAN DR-3 Q1.b-d. See Attachment 3-N.

SDG&E Response to UCAN DR-27 Q14h.i. See Attachment 3-0.
SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.
SDG&E Response to UCAN DR-27 Q14h.i. See Attachment 3-0.
SDG&E Response to UCAN DR-27 Q14k. See Attachment 3-0.
SDG&E Response to UCAN DR-27 Q2a. See Attachment 3-B.
SDG&E Response to UCAN DR-27 Q14h.iii. See Attachment 3-0O.
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evaluation that measures an employee’s “year-long performance, efforts and accomplishments.”**

Finally, because SDG&E does not keep detailed records of its reasons for issuing spot cash awards,™*" it
is impossible to determine whether SDG&E has or has not rewarded the same activities through its ICP

and spot cash awards.

ii. SDG&E’s SPOT CASH AWARD PROGRAM DOES NOT PROVIDE CLEAR
INCENTIVES FOR DESIRABLE EMPLOYEE BEHAVIOR

Although SDG&E has stated general areas it may consider in issuing spot cash awards,*? it does not
provide clear incentives for desirable employee behavior. The areas of consideration that SDG&E lists
are not exhaustive, given SDG&E’s statement that it “may consider” those areas.'”® SDG&E’s process
for issuing spot cash awards also leaves an employee’s director or manager and their human resources
representative wide leeway to issue an award based on their subjective judgment, as there are no

24 1n short, SDG&E cannot provide a clear

specific, objective requirements that must be met.
explanation of what exactly its spot cash awards are intended to incentivize and, because SDG&E does
not keep detailed records of its reasons for issuing payments, it is impossible to determine what

SDG&E’s spot cash awards have incentivized in practice.

iii. DUE TO THE VAGUE NATURE OF THE SPOT CASH AWARD PROGRAM, THERE
IS NO EVIDENCE THAT IT BENEFITS OR IS DESIGNED TO BENEFIT RATEPAYERS

Not only does the spot cash award program fail to provide clear incentives that benefit ratepayers, but
total payouts under the program indicate that the program are not linked to better company
performance that benefits ratepayer. Like SDG&E’s ICP payouts, SDG&E’s spot cash award total payout
has steadily increased. As described earlier, SDG&E’s performance in several important areas has
fluctuated rather than steadily improving, suggesting that there is no merit in ever-increasing incentive
payments from the ratepayer perspective. Nevertheless, SDG&E’s payouts under the spot cash award
programs increased by 93% from 2006-2009 and the number of recipients of spot cash payouts and

cornerstone awards increased by 50% during that time.**>*%

120 SPG&E Response to UCAN DR-27 Q14a. See Attachment 3-O.

SDG&E Response to UCAN DR-3 Q1.b-d. See Attachment 3-N.

SDG&E Response to UCAN DR-27 Q14h.i. See Attachment 3-0.

SDG&E Response to UCAN DR-27 Q14h.i. See Attachment 3-0.

SDG&E Response to UCAN DR-27 Q14h.i —Q14h.vi. See Attachment 3-0.

(661/442)-1=0.50 and (1,519,736/785,744)-1= 0.93; see SDG&E Response to UCAN DR-3 Q1.d. See Attachment 3-N.
SDG&E states that Cornerstone Awards are non-monetary, while its response to UCAN DR-3 Q1.d contains both recipient
and cash award totals. The cash paid, therefore, is entirely attributable to the spot cash award program, while the recipient
totals are from both the Cornerstone and Spot Cash programs.
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Table 23: SDG&E Spot Cash/Cornerstone Award Recipient and Payout Totals in 2006-2009'%

Total Spot Cash
Year Recipients Awarded
(nominal$)
2006 442 785,744
2007 480 936,469
2008 593 1,466,317
2009 661 1,519,736

iv. UCAN’s SPOT CASH AWARD PROGRAM RECOMMENDATION

SDG&E’s spot cash award program should be entirely shareholder-funded because it does not provide

clear incentives for employee behavior, demonstrates no link with actions that benefit ratepayers, and

is likely to reward actions that are already incentivized and rewarded through SDG&E’s ICP.

1.

2.

H. SUMMARY OF UCAN INCENTIVE PROGRAM RECOMMENDATIONS

SDG&E’s overall safety performance measure should be based on an equal combination of its
current proposed OSHA metric and a new corrective maintenance metric that is tied to General
Order 165 compliance. SDG&E’s target for this metric should be correcting all infractions found
during General Order 165 inspections within 12 months, with a maximum and minimum ICP
payout threshold of 2 months earlier or later than this target.

SDG&E should re-implement a reliability performance measure based on the previous five
years’ SAIDI, SAIFI, and MAIFI scores using the CPUC’s D.96-09-045 major event exclusion
criteria (Table 24). For TY 2012, the target should be set at the average of these scores, with
the SAIDI score divided by 100 in order to weight it equally with the other scores. The
maximum and minimum scores should be set based on the maximum and minimum over this
same timeframe. In the post-test years, SDG&E’s performance on each reliability metric should
improve by an equal percentage until each respective score scores reaches SDG&E's best score
from the past 5 years. The minimum and maximum ICP payout values for each metric should
remain the same percentage above and below the target that they are for 2012 (Table 25).
SDG&E’s reliability performance measure score should be zero if the CPUC finds that the utility
is at fault for a major outage or other system emergency.

127

SDG&E Response to UCAN DR-3 Q1.d. See Attachment 3-N.
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Table 24: UCAN Proposed Reliability Metric ICP Targets and Ranges for TY 2012

Year SAIDI SAIFI MAIFI

Target (5 Year Historical Avg) 59.46 0.52 0.44
Min (Worst 5 Year Score) 67.74 0.54 0.53
Max (Best 5 Year Score) 52.00 0.48 0.38

Table 25: UCAN Proposed Post-Test Year Reliability Metric ICP Targets and Ranges

Target
Year SAIDI SAIFI MAIFI
2013 56.86 0.51 0.42
2014 54.38 0.49 0.40
2015 52.00 0.48 0.38
Min (Worst Possible Score)
2013 64.78 0.53 0.50
2014 61.95 0.51 0.48
2015 59.24 0.50 0.45
Max (Best Possible Score)
2013 49.73 0.47 0.36
2014 47.55 0.45 0.34
2015 45.47 0.44 0.32

3. SDG&E’s financial performance measure should be replaced by a rate escalation metric. The
target should be set at zero real escalation to the system-average rate, with ICP minimums and
maximums of 1% better or worse than its target rate. Additionally, the ERRA rate component
of this metric should be normalized to account for fluctuations in the price of natural gas.
SDG&E should carry out this calculation based on the sensitivity of its rates to natural gas
prices, and the CPUC’s Energy Division should audit SDG&E’s calculation to ensure its
reasonableness.

4. SDG&E's incentives appear disproportionately weighted towards executive compensation and
not employee compensation. If revisions to underlying metrics do not address this imbalance
the Commission should consider targets for overall compensation to executives that bring
executive and non-executive payouts into balance.

5. The overall weighting of the ICP metrics should be as shown below (Table 26 and Table 27).
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Table 26: Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 26%
Safety 26%
Reliability 26%
Customers 11%
Operational Excellence 11%

Table 27: Non-Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 13%
Safety 13%
Reliability 13%
Customers 5.5%
Operational Excellence 5.5%
Individual 50%

Table 28: Sunrise Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 26%
Safety 26%
Reliability 26%
Operational Excellence 22%

Table 29: Sunrise Non-Executive ICP Performance Measure Weightings

Performance Measure Percent Total
Financial (Rate Escalation) 13%
Safety 13%
Reliability 13%
Operational Excellence 11%
Individual 50%

If SDG&E does not make these proposed changes to its ICP performance measures then
ratepayers should not be required to fund the ICP.

If SDG&E’s ICP payouts continue to be unreasonable relative to its overall operational
performance or based on excessive executive payouts relative to non-executives, the CPUC
should initiate a review of the ICP.

39



8. SCG’s ICP structure should provide equal weighting to financial, safety, and reliability
performance, and should measure financial performance through a retail rate-based metric. If
SCG’s ICP is not structured in such a fashion, ratepayers should not be required to fund the ICP.

9. SDG&E’s spot cash award program should be entirely shareholder-funded.
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IV. THE COMMISSION HAS THE OPPORTUNITY TO USE THIS GRC TO
BETTER ALIGN CORPORATE INCENTIVES WITH RATEPAYER INCENTIVES
THROUGH THE DEVELOPMENT OF A WELL-DESIGNED EARNINGS SHARING
MECHANISM

SDG&E has proposed an earnings sharing mechanism between ratepayers and shareholders that would
share earnings above or below an authorized rate-of-return (ROR) during the post test years 2013-
2015.8 The extent to which earnings are shared would vary as earnings vary from authorized returns
within several tiers. For above-authorized earnings within the first tier, shareholders would receive all

12 .
% In the second tier,

earnings above authorized ROR and pay for all earnings below authorized ROR.
ratepayers would receive a higher share of earnings than shareholders. In subsequent tiers, ratepayers’
share would decline as SDG&E’s earnings further exceeded authorized ROR.**° SDG&E has also
proposed that ratepayers and shareholders share below-authorized earnings, meaning that ratepayers
would provide shareholders with earnings if the company fails to achieve target returns.*' The purpose
of this earning sharing mechanism, according to SDG&E, is “to encourage the utility to invest in
innovative technology to improve the efficiency of company operations over the PTY period and

beyond.”**?

SDG&E has additionally proposed a productivity sharing mechanism that would credit 50% of its above
authorized ROR earnings in 2015 to SDG&E’s subsequent 2016 test year base margin true-up.'** The
productivity sharing mechanism is meant to “assure that the utility continues to make productivity
enhancing investments that provide ratepayer benefits over multiple GRC periods.”***

As discussed more fully in the testimony of Scott Hempling on behalf of UCAN, these proposals should
not be adopted as proposed. This testimony focuses specifically upon how the proposed Post-Test Year
incentives could reward SDG&E for actions that harm ratepayers and could be easily gamed to increase
shareholder earnings without providing increased ratepayer benefit.
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SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-19.
SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-19.
SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-19.
SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-19.
32 SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-1.

SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-20.
p

SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-20.
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A. SDG&E’s PROPOSED EARNINGS AND PRODUCTIVITY SHARING MECHANISMS
CouLD INCENTIVIZE SDG&E TO INFLATE ITS FORECAST OF PTY CoSTS AND/OR TO CURTAIL
SYSTEM MAINTENANCE AND IMPROVEMENTS

SDG&E’s proposals do not include any conditions related to how qualified earnings have been

achieved.™

In particular, the proposals would not require that the rewarded earnings arise from
improved operational efficiency. Indeed, under the proposal, SDG&E could be rewarded for cutting
costs on necessary maintenance or for inflating revenue requirements, actions that would harm
ratepayers and that are unrelated to operational efficiency or productivity. Even simply postponing
maintenance from 2015 to 2016 would be rewarded as a productivity improvement under this
proposal, since the temporary reduction in maintenance expenditures would be seen as an increase in
earnings in 2015. This increase would not be the result of increased productivity, but would

nevertheless be carried forward under SDG&E’s proposed productivity sharing mechanism.

This shortcoming could be remedied by subjecting any earnings sharing mechanism and productivity
sharing mechanism to threshold tests for rates, safety, reliability, and customer satisfaction. Only if
SDG&E meets all four thresholds in each year should the sharing mechanisms apply. In other years,
ratepayers should receive 100 percent of excess earnings in the event that SDG&E does not meet the
thresholds, and none of those excess earnings should be automatically included in rate base for the
following GRC period. SDG&E’s Incentive Compensation Plan target performance metrics for rates,
reliability, safety, and customer service as proposed by UCAN should be used as the threshold targets
for the earnings sharing program.

B. SDG&E’s PROPOSED TIERED EARNINGS SHARING MECHANISMS COULD BE
GAMED BY LOADING PARTICULAR YEARS WITH COST-SAVINGS

SDG&E’s proposed earnings sharing mechanism presents opportunities for shareholders to gain a
windfall due to gaming. Under SDG&E’s earnings sharing proposal, shareholders would be awarded
with a larger share of earnings the more earnings the utility has in a given year in excess of 50 basis
points above the authorized rate of return (Table 30). SDG&E argues that this proposed structure “will
provide ratepayers a higher share of initial productivity benefits and SDG&E’s shareholders with a fair
opportunity to earn its authorized ROR and provide the utility the incentive to continue to invest in

productivity-enhancing programs and process changes.”**®

35 SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-19.

138 SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-19.
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Table 30: SDG&E’s Proposed Earnings Sharing Mechanism Tiers for Above Authorized ROR Earnings**’

Band Biﬂ:hP::i:;I;%;e Ratepayer % | Shareholder %
Inner Deadband 0-50 0 100
1 51-100 65 35
2 101-150 50 50
3 151-200 35 65
4 201-250 25 75
5 251-300 10 90
Outer Above 301 Off-Ramp Off-Ramp

Unfortunately, this structure could incentivize SDG&E to load the maximum cost savings possible into a
single year, for example by delaying system maintenance or approved capital projects, so that it is able
to retain a larger portion of the additional earnings. For example, consider a situation in which, without
any adjustments SDG&E would earn 150 basis points above its authorized ROR in each of 2012 and
2013. SDG&E’s proposal would provide shareholders with 92.5 basis points worth of savings per
year,"® for a total of 185 basis points over two years, and ratepayers with 57.5 basis points worth of
savings per year,™ for a total of 115 basis points over two years. If SDG&E instead concentrated all of
its cost saving investments in 2012, it would still earn a total of 300 basis points above its authorized
ROR through 2013, but shareholders would receive 207.5 basis points worth of savings instead of
185,*° while ratepayers would receive 92.5 basis points worth of savings instead of 115.**
words, without any change in benefits or operational efficiency, ratepayer savings would be reduced by

In other

20% and shareholder earnings would be increased by 12% compared to the non-adjusted values.*** This
could provide an incentive for the company to adjust expenditures so that shareholders profit at the
expense of ratepayers without providing additional value.

SDG&E’s proposed earnings sharing mechanism could be restructured to provide less opportunity for
gaming. Earnings sharing mechanisms adopted in other jurisdictions, including Hawaii, New York, and
New Hampshire, are examples of structures that provide considerably more assurance that ratepayers
and shareholders will both benefit from these programs.

Under earnings sharing mechanisms adopted for Consolidated Edison and the Hawaii Electric Company,
customers are slated to receive an increasing share of revenues in excess of a deadband around the

%7 SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-19.

50 basis points*100% shareholders’ share+50 basis points*35% shareholders’ share +50 basis points * 50% shareholders’
share = 92.5 basis points to shareholders.

139150-92.5=57.5

%0 No earnings for 2013. For 2012: 50 basis points*100% shareholders’ share+50 basis points*35% shareholders’ share +50
basis points * 50% shareholders’ share + 50 basis points¥*65% shareholders’ share+50 basis points*75% shareholders’ share
+50 basis points * 90% shareholders’ share = 207.5 basis points to shareholders.

*1300-207.5=92.5

92.5/115-1=-0.20; 207.5/185-1=0.12.
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authorized return.*® In order to profit from gaming under this structure, the utility would need to aim
for more profits in each year in order to avoid the higher earnings bands. This is consistent with
performing routine maintenance on a routine basis and performing capital projects in the years for
which revenue requirements have been issued for the projects, both of which are in line with ratepayer
interests.

Under the earnings sharing mechanism adopted for the Public Service Company of New Hampshire,
customers receive 75 percent of all earnings above the outer bound of the utility’s authorized
distribution rate base return deadband.*** This does not provide any opportunity for gaming by shifting
costs into different years, and it provides ratepayers with the bulk of the excess earnings.

These earnings sharing mechanisms are all superior to SDG&E’s proposal, since they provide
considerably less incentive for gaming that benefits shareholders at the expense of ratepayers. In
addition, SDG&E'’s authorized ROR is just that; authorized. It is not a guaranteed ROR. Therefore, there
is no justification for requiring ratepayers to pay for a share of SDG&E’s below-authorized earnings.

Table 31: UCAN Proposed Earnings Sharing Mechanism Tiers for Above-Authorized ROR Earnings

Band Basis Points Above Ratepayer % | Shareholder %
Authorized ROR
Inner Deadband 0-50 0 100
1 51-100 90 10
2 101-150 80 20
3 151-200 70 30
4 201-250 60 40
5 251-300 50 50
Outer Above 301 Off-Ramp Off-Ramp

C. SDG&E’s PROPOSED PRODUCTIVITY SHARING MECHANISM IS UNREASONABLE
AND CouLD BE GAMED BY LOADING COST SAVINGS INTO THE FINAL YEAR OF THE GRC
PERIOD TO CEMENT “PRODUCTIVITY GAINS” INTO BASELINE EARNINGS FOR THE
FoLLowING GRC PERIOD
SDG&E has proposed incentivizing “productivity enhancing investments that go beyond the proposed
PTY term”**® by crediting to the utility 50 percent of the above-authorized ROR earnings in 2015, if any,

in the subsequent 2016 test year base margin true-up.'*® The proposed productivity sharing mechanism
is arbitrary and could result in one-time cost savings being credited forward into a future GRC period.

3 public Utilities Commission of Hawaii. Docket No. 2008-0274. Final Decision and Order. August 31, 2010. pp. 105-106. See

Attachment 4-A; New York Public Utilities Commission. Case 09-E-0428 and Case 08-M-0152. Order Establishing Three-Year
Electric Rate Plan. March 26, 2010. p. 15. See Attachment 4-B.

1 New Hampshire Public Utilities Commission. DE 09-035. Order Approving Settlement Agreement on Permanent Rates. June
28, 2010. p. 33. See Attachment 4-C.

%5 SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-20.

148 SDG&E-46. Testimony of Herbert S. Emmrich. p. HSE-20.
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The degree to which SDG&E’s proposed productivity sharing mechanism actually shares benefits with
ratepayers depends on the degree to which above-authorized ROR earnings result from long-term
investments that improve efficiency and reduce ratepayer costs. However, SDG&E makes no claim as to
how much of its cost savings in 2015 will result from long-term investments that benefit ratepayers. It
is unreasonable that SDG&E is requesting that 50 percent of all above-authorized ROR earnings from a
single year be credited forward with no showing that any of those above-authorized earnings will result
from long-term investments that are related to productivity enhancements. Indeed, these earnings
could instead result from deferring maintenance, overestimating revenue requirements, or delaying
capital projects for which the utility has already received ratepayer funding. Without such justification
the Commission should reject SDG&E’s proposed productivity sharing mechanism.

If, however, a productivity sharing mechanism is adopted for SDG&E, SDG&E’s proposal must be
modified to prevent gaming. Under SDG&E’s proposal, if SDG&E made zero above-authorized ROR
earnings in 2012-2014 and a large gain in 2015, 50% of the 2015 gain would become embedded in its
revenue requirement for the next GRC period. If, however, SDG&E made the same earnings
consistently in each year from 2012-2015, only about 12.5% of that gain would become embedded in

d.**” SDG&E, therefore, would have a substantial

its revenue requirement for the next GRC perio
incentive to load the maximum amount of cost savings possible into 2015 alone so that the maximum
amount of its cost savings would be credited forward into its next GRC test year. If SDG&E is to receive
“productivity sharing” earnings, SDG&E should instead be credited based on its average above-
authorized ROR earnings for the 2012-2015 period to discourage SDG&E from loading cost savings into

any one year.

7 1¢ all cost savings come in 2015, then 50% of that total would be embedded in the 2016 revenue requirement. If the cost

savings are spread over 4 years, then 50% of 25%, or 12.5% of the total cost savings would be embedded in the 2016 revenue
requirement.
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V. SDG&E HAS OVERSTATED ITS REVENUE REQUIREMENT USING
UNREALISTICALLY AGGRESSIVE CUSTOMER GROWTH AND ENERGY
CONSUMPTION FORECASTS

SDG&E used unrealistic customer growth and energy consumption forecasts in its GRC application.
These aggressive forecasts result in overstated revenue requirements for those expenses that grow in
tandem with customer growth, energy consumption growth, and peak demand growth. Such expenses
include new distribution infrastructure costs and expenses for employees engaged in customer service
and meter-reading activities. The aggressive forecasts also mask the per-customer and per-megawatt-
hour impact of SDG&E’s revenue requirement increase by spreading the incremental expenses over a
larger number of consumers and a greater amount of energy consumption.*® SDG&E’s customer
growth and energy consumption forecasts should therefore be replaced with more realistic forecasts
based on up-to-date economic information.

A. SDG&E’S CUSTOMER GROWTH FORECASTS ARE INCONSISTENT WITH ON-THE-
GROUND REALITY

SDG&E’s customer growth forecast is much higher than recent, actual customer growth rates. Since

2008 customer accounts have grown at a consistent rate of 0.55%."*° SDG&E forecasts overall customer
growth of 0.63% in 2011 and 0.93% in 2012 (Figure 13)."*° The residential and small commercial
customer classes account for 94% of this growth.™! SDG&E’s optimistic growth forecasts for the

residential and small commercial customer classes are shown in Figure 14 and Figure 15 below.

18 Aggressive customer growth forecasts also overstate the “productivity savings” that SDG&E is claiming it will make in the
post-test years, since SDG&E'’s proposal is to provide “guaranteed productivity enhancements at levels equal to customer
growth.” Notably, SDG&E uses these overstated productivity savings to help justify the Operational Excellence (OpEx) 20/20
program. SDG&E opening testimony, SDG&E-46, pp. HSE-2 and HSE-6.

% SpG&E response to UCAN DR-32 Q2. See Attachment 5-A.

SDG&E Exhibit 36, Table KS-1, p. KES-1.

8,173 of 8,716 new accounts in 2011, and 12,197 of 12,959 new accounts in 2012. Calculated from Table KS-1 in Exhibit 36,
p. KES-1
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Figure 13: Recorded and Forecast Annual Growth in Customer Accounts,'*> 2008-2012
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Figure 14: Recorded and Forecast Annual Growth in Small Commercial Accounts,*** 2008-2012
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152 Recorded data from SDG&E response to UCAN DR-32 Q2. Forecast data from Table KS-1 in Exhibit 36, p. KES-1. See
Attachment 5-A.
133 Recorded data from SDG&E response to UCAN DR-32 Q2. Forecast data from Table KS-1 in Exhibit 36, p. KES-1. See
Attachment 5-A.
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Figure 15: Recorded and Forecast Annual Growth in Residential Accounts,™* 2008-2012
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SDG&E’s customer growth forecast should be rejected because it is based on outdated information
from IHS Global Insight’s February 2010 employment forecast and IHS Global Insight’s February 2010
housing starts growth forecast. The employment forecast drives SDG&E’s non-residential customer
growth projections,™ and the housing starts growth forecast drives SDG&E’s forecast of residential
customer growth.*®

IHS Global Insight’s July 2011 employment growth forecast, which reflects current expectations about
the economic recovery, is much less optimistic than its February 2010 employment growth forecast.
IHS Global Insight’s forecast for 2011 is 20% lower in the July 2011 forecast than in the February 2010
forecast, and IHS Global Insight’s employment growth forecast for 2012 is 37% lower in the July 2011
forecast than in the February 2010 forecast (Table 32).

157

Table 32: Employment Growth Rates in Global Insight's February 2010 and July 2011 Forecasts

Feb 2010 Forecast July 2011 Forecast Difference
2011 Growth Rate 2.0% 1.6% -20%
2012 Growth Rate 2.5% 1.5% -37%

3% Recorded data from SDG&E response to UCAN DR-32 Q2. Forecast data from Table KS-1 in Exhibit 36, p. KES-1. See
Attachment 5-A.

135 Non-farm employment excluding manufacturing, construction, natural resources, and mining. This is the metric used by
SDG&E for the regression analysis for non-residential customers.

%% The 2010 growth rate is relevant because SDG&E’s model considers a lag of one to four quarters between a housing start
and a new customer account.

7 Data provided in response to UCAN-DR-32 Q4 e. See Attachment 5-B.
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Similarly, IHS Global Insight’s February 2010 housing starts growth forecast projected a strong recovery
in the housing sector, with housing starts increasing year-over-year by 50% in 2010, 98% in 2011, and
35% in 2012."® However, the July 2011 forecast shows that actual housing starts in 2010 were only
18% higher than in 2009."° This more recent forecast also projects substantially slower growth in 2011
and 2012 than was forecast in 2009. For example, for 2012, the July 2011 forecast projects that housing
starts growth will be 41% below the growth rate projected in the February 2010 forecast (Table 33).

Table 33: Housing Starts Growth Rates in Global Insight's February 2010 and July 2011 Forecasts'®

Feb 2010 Forecast July 2011 Forecast Difference
2010 Growth Rate 50% 18% -63%
2011 Growth Rate 98% 80% -18%
2012 Growth Rate 35% 21% -41%

SDG&E may note that in the past it has relied on forecasts that were a year or two outdated due to the
timing of its GRC application process. However, given that expectations of economic growth have
changed so drastically over the past year, relying on outdated forecasts from February 2010 in the
current application substantially overestimates customer growth expectations. Given the availability of
updated forecast information, there is no need to rely on outdated forecasts. This is particularly
important in this application because, as discussed below, SDG&E’s request for a large revenue
increase is driven in part by its apparently inflated growth projections. SDG&E’s revenue requirement
should therefore be updated based on actual data to the extent that it is available with the most up-to-

date IHS Global Insight’s forecasts used for subsequent periods.*®*

B. UCAN’s CUSTOMER GROWTH RECOMMENDATIONS
The customer growth projections developed from these updated data are shown in Table 34 below
compared to both SDG&E’s and DRA’s forecasts.

DRA developed its customer growth projections using its own econometric model and actual data
through December 2010.'®® DRA appears to have relied on the same February 2010 forecast data that
SDG&E did for its economic and demographic assumptions.*®® In contrast, UCAN relied on SDG&E’s
models but updated the forecast data to reflect IHS Global Insight’s most recent forecast. UCAN’s
methodology better reflects current expectations of economic conditions.

18 February 2010 IHS Global Insight survey shows housing starts of 2,785 in 2009, 4,169 in 2010, 8,245 in 2011, and 11,159 in

2012. Data provided in response to UCAN-DR-32 Q4 e. See Attachment 5-B.

% Data provided in response to UCAN-DR-32 Q4 e. See Attachment 5-B.

%0 pata provided in response to UCAN-DR-32 Q4 e. See Attachment 5-B.

181 This statement is not intended as an endorsement of the IHS Global Insight forecast. Indeed, given how heavily these
proprietary forecasts are relied on in developing revenue requirement forecasts, it would be worthwhile for the Commission
to evaluate their track record compared to other forecasts, compared to the use of actual data in lieu or forecasts, and
compared to simple trending techniques.

182 DRA-03 pp. 9-10.

183 DRA-03 pp. 7-8.
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DRA’s forecast, which also includes more recent data than SDG&E’s forecast, shows lower overall
customer growth than SDG&E’s forecast. UCAN'’s forecast, which takes advantage of the most recent
economic projections, projects even lower customer growth. For example, SDG&E projects 2009-2012
average annual growth of nearly 1% for the small commercial customer class, whereas DRA projects an
average annual growth rate of 0.7% and UCAN projects an average annual growth rate of just 0.2%.

Table 34: Comparison of SDG&E, DRA, and UCAN Electric Customer Counts™®*

Average Annual

2009 2010 2011 2012 % change
Residential
SDG&E 1,221,215 1,227,609 1,234,330 1,244,624 0.63%
DRA 1,227,781 1,235,107 1,245,526 0.66%
UCAN 1,227,677 1,233,290 1,241,515 0.55%
Small Commercial
SDG&E 121,411 121,464 122,916 124,819 0.9%
DRA 121,464 122,986 124,015 0.7%
UCAN 120,011 121,062 122,244 0.2%
Medium and Large C&l
SDG&E 23,124 23,922 24,572 25,433 3.2%
DRA 23,922 23,390 22,895 -0.3%
UCAN 23,275 23,742 24,270 1.6%
Agriculture
SDG&E 3,345 3,348 3,348 3,348 0.0%
DRA 3,348 3,348 3,348 0.0%
UCAN 3,348 3,348 3,348 0.0%
Lighting
SDG&E 6,231 6,126 6,019 5,920 -1.7%
DRA 6,149 6,063 6,045 -1.0%
UCAN 6,126 6,019 5,919 -1.7%
Total
SDG&E 1,375,326 1,382,469 1,391,185 1,404,144 0.7%
DRA 1,382,664 1,390,894 1,401,829 0.6%
UCAN 1,380,437 1,387,461 1,397,296 0.5%

Given that more than half of this forecast period has passed, it is worthwhile to evaluate the forecasts
to-date. Shown in Table 35 below is a comparison of total customer counts for 2011 from each of these
forecasts and the actual January-June 2011 average customer count. As shown, all three of the
forecasts overestimate the 2011 customer count, with UCAN’s forecast deviating by the smallest
amount (0.6%). Based on this comparison, UCAN’s forecast appears to most closely predict actual

customer counts.

184 SDG&E data found on KES-1; DRA data found at DRA-03 p. 3; UCAN data calculated.
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Table 35: 2011 Customer Counts, Forecasts vs. Actuals through June

Total Electric Customers
SDG&E Forecast 1,404,144
DRA Forecast 1,401,829
UCAN Forecast 1,397,296
Jan-June Actual*®® 1,388,367
C. SDG&E’S ELECTRIC SALES FORECASTS AND PEAK DEMAND FORECASTS ARE OVERLY

AGGRESSIVE
SDG&E’s forecast of electric sales and peak demand are too high and quite outdated. In fact, both
forecasts are higher than the forecasts SDG&E submitted in testimony in the more recent Long-Term
Procurement Planning (LTPP) proceeding filed by SDG&E in July 2011."%¢

i. SDG&E AND DRA FORECASTS
For the electric sales and demand forecasts, SDG&E relied on the California Energy Commission’s (CEC)
December 2009 report, California Energy Demand 2010-2020 Commission-Adopted Forecast,*®” which
was developed as part of the 2009 Integrated Energy Policy Report using data from 2008 (hereafter
referred to as the 2009 IEPR forecast). DRA did not explicitly address the demand forecast and
concluded that SDG&E’s sales forecast is reasonable because “there is no updated forecast available
from the California Energy Commission.”*%®

ii. ~ UCAN’S FORECAST
UCAN believes it would be inappropriate for the Commission to rely on CEC data that is extremely
outdated. In July 2011, SDG&E submitted updated sales and demand forecasts in the LTPP proceeding
(presented as part of the Joint IOU LTPP Common Scenario) to capture “the impacts of the recent
economic slowdown that was not reflected in the 2009 IEPR forecast.”*®® SDG&E’s updated forecasts
from the LTPP proceeding serve as an appropriate starting point for a more accurate forecast.

1% SDG&E Response to UCAN DR-32 Question 2. See Attachment 5-A.

SDG&E’s LTPP forecasts can be found in the workpapers to the LTPP Track | Joint IOU Testimony, LTPP_T1Test_SDGE
Workpapers_Scenario Modeling Inputs.xlsx, tab Load - IOU Common. See Attachment 5-C. SDG&E’s forecast of electric sales in
this GRC application can be found in Exhibit 36, p. KES-2. SDG&E’s forecast of peak demand in this GRC application can be
found in Exhibit 6, p. ABM-18.

%7 SDG&E Opening Testimony, KES-2 and ABM-18. The report and associated data are available at
http://www.energy.ca.gov/2009publications/CEC-200-2009-012/index.html. See San Diego Gas & Electric Commission-
Adopted Demand Forecast Forms, tabs SDGE Form 1.1b Sales and SDGE Form 1.4 NetPeak. See Attachment 5-D and
Attachment 5-G.

158 DRA-03 p. 15.

Joint IOU Supporting Testimony on System Resource Plans in R.10-05-006, July 1, 2011. page 5-5. See Attachment 5-E.
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Another appropriate adjustment is to incorporate the CPUC’s expectations of energy efficiency savings.
SDG&E’s more recent LTPP forecasts project less energy consumption and lower peak demand than
SDG&E’s GRC forecast (Table 36). However, SDG&E’s LTPP forecasts do not incorporate all of the
uncommitted energy efficiency and demand-side combined heat-and-power (CHP) savings included in
the LTPP Standardized Planning Assumptions.”® SDG&E’s LTPP forecasts for electricity sales and peak
demand should therefore be adjusted to fully account for expected energy savings.

Table 36: SDG&E Electric Sales and Peak Demand Forecasts

Average
2009 2010 2011 2012  Annual Change

Electric Sales, GWh

GRC (Dec. 2010)*"* 20,169 20,258 20,488 20,809 1.0%
LTPP (July 2011)""? n/a n/a 20,258 20,575 0.7%
Peak Demand, MW

GRC (Dec. 2010)*" 4,487 4,516 4,578 4,658 1.3%
LTPP (July 2011)""* n/a n/a 4,365 4,438 -0.4%

iii. LTPP STANDARDIZED PLANNING ASSUMPTIONS
In the 2010 LTPP proceeding, the Commission led a public review of Standardized Planning
Assumptions including expected energy and demand savings from uncommitted energy efficiency
programs and demand-side CHP. Based on input from SDG&E, DRA, TURN, and other parties,
Commissioner Peevey and the two Administrative Law Judges assigned to the LTPP proceeding adopted
specific assumptions for SDG&E to use in its electric sales and demand forecasts.*”

Under the LTPP-adopted Standardized Planning Assumptions, incremental energy efficiency savings
were based on the mid-case incremental uncommitted energy efficiency savings results from a CEC

Consultant report, Incremental Impacts of Energy Efficiency Policy Initiatives Relative to the 2009 IEPR

176

Adopted Demand Forecast.””” For CHP savings, the assumptions were based on an increase in CHP at

7% The Energy Division’s anticipated incremental demand-side savings are shown in the workpapers to the LTPP Track | Joint

10U Testimony, LTPP_T1Test_SDGE Workpapers_Scenario Modeling Inputs.xlsx, tab Load — CPUC Required, Rows 11 and 12.
See Attachment 5-F.

7 california Energy Demand 2010 - 2020 Commission-Adopted Forecast, Publication Number: CEC-200- 2009-012-CMF,
Publication Date: December 2009, Available at http://www.energy.ca.gov/2009publications/CEC-200-2009-012/index.html
(see “SDGE Form 1.1b Sales”), see Attachment 5-D, as cited in SDG&E testimony KES-2.

e Workpapers to the LTPP Track | Joint IOU Testimony, LTPP_T1Test_SDGE Workpapers_Scenario Modeling Inputs.xlsx, tab
Load — 10U Common, Row 15. See Attachment 5-C.

17 california Energy Demand 2010 - 2020 Commission-Adopted Forecast, Publication Number: CEC-200- 2009-012-CMF,
Publication Date: December 2009, Available at http://www.energy.ca.gov/2009publications/CEC-200-2009-012/index.html
(see “SDGE Form 1.4 NetPeak”), see attachment 5-G, as cited in SDG&E testimony ABM-18.

174 Workpapers to the LTPP Track | Joint IOU Testimony, LTPP_T1Test_SDGE Workpapers_Scenario Modeling Inputs.xlIsx, tab
Load — IOU Common, Row 15. See Attachment 5-C.

7 Assigned Commissioner and Administrative Law Judge’s Scoping Memo and Ruling, R.10-05-006, December 3, 2010, page
37. See Attachment 5-H.

176 Assigned Commissioner and Administrative Law Judge’s Joint Scoping Memo and Ruling in R.10-05-006, December 3, 2010,
pp. 36-37. See Attachment 5-H.
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just half of the IOUs’ share of the 4,000 MW of new CHP targeted in the AB 32 Scoping Plan."’” SDG&E
rejected these middle-of-the-road assumptions and instead assumed much lower demand-side savings
for its LTPP forecasts submitted as part of the Joint IOU Common Scenario. SDG&E assumed no
incremental energy efficiency or CHP savings for 2012.%”2 Table 37 below shows the resulting
reductions in SDG&E’s electric sales and peak load using both the CPUC’s and SDG&E’s assumptions for

uncommitted energy efficiency and incremental demand-side CHP.

Table 37: SDG&E Energy Efficiency and Incremental CHP in 2012'7°

CPUC SDG&E
Assumptions Assumptions
Peak Load Reduction, MW 16 0
Electric Sales Reduction, GW 223 0

SDG&E’s adjustments to its LTPP forecast should not be incorporated into the GRC electric sales
forecast. Instead, SDG&E’s base sales forecast from the Joint IOU LTPP Common Scenario should be
used together with the incremental demand-side savings forecast from the Standardized Planning
Assumptions. This approach combines the benefit of an updated load forecast with the benefit of
demand-side savings assumptions that are consistent with Commission policy and expectation. The
resulting forecast yields 2012 electric sales of 20,352 GWh, 2% lower than SDG&E’s GRC forecast, and
2012 peak demand of 4,422 MW, 5% lower than SDG&E’s GRC forecast (Table 38 and Table 39). These
forecasts reflect a 2009-2012 average increase in electric sales of 0.3% per year and an average
reduction in peak demand of 0.5% per year (Table 40).

Table 38: UCAN 2012 Electric Forecasts

Electric Sales, Peak Load,

GWh Mw

A  SDG&E LTPP Forecast'® 20,575 4,438
B CPUC Forecast of Uncommitted Energy Efficiency®®! 21 4
C CPUC Forecast of Incremental Demand-Side CHP'#? 202 12
D Net System Sales (A-B-C) 20,352 4,422

7 Assigned Commissioner and Administrative Law Judge’s Joint Scoping Memo and Ruling in R.10-05-006, December 3, 2010,
p. 23. See Attachment 5-H.

78 Workpapers to the LTPP Track | Joint IOU Testimony, LTPP_T1Test_SDGE Workpapers_Scenario Modeling Inputs.xlsx, tab
Load —IOU Common, C7. See Attachment 5-C.

179 Assigned Commissioner and Administrative Law Judge’s Scoping Memo and Ruling, R.10-05-006, December 3, 2010,
Appendix C, page 59. See Attachment 5-I.

180 Workpapers to the LTPP Track | Joint IOU Testimony, LTPP_T1Test_SDGE Workpapers_Scenario Modeling Inputs.xIsx, tab
Load — IOU Common, Row 15. See Attachment 5-C.

18 Workpapers to the LTPP Track | Joint IOU Testimony, LTPP_T1Test_SDGE Workpapers_Scenario Modeling Inputs.xlsx, tab
Load — CPUC Required, Row 13. See Attachment 5-F.

182 Workpapers to the LTPP Track | Joint IOU Testimony, LTPP_T1Test_SDGE Workpapers_Scenario Modeling Inputs.xlsx, tab
Load — IOU Common, Row 14. See Attachment 5-C.
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Table 39: Comparison of 2012 Electric Forecasts

Electric Sales, Peak Load
SDG&E's GRC forecast'®® 20,809 GWh 4,658 MW
UCAN'’s Forecast 20,352 GWh 4,422 MW
Reduction from SDG&E’s forecast -2.2% -5.1%

Table 40: SDG&E and UCAN Electric Sales and Peak Demand Forecasts

Average
2009 2010 2011 2012  Annual Change
Electric Sales, GWh
SDG&E 20,169 20,258 20,488 20,809 1.0%
UCAN 20,169 n/a n/a 20,352 0.3%
Peak Demand, MW
SDG&E 4,487 4,516 4,578 4,658 1.3%
UCAN 4,487 n/a n/a 4,422 -0.5%
D. REVENUE REQUIREMENT IMPLICATIONS

UCAN asked SDG&E to provide an updated revenue requirement based on UCAN’s updated electric
sales and peak demand forecasts shown above in Table 29. SDG&E declined to do so.'®* UCAN expects
that in its rebuttal testimony, SDG&E will have an opportunity to provide an updated revenue
requirement based upon UCAN's forecasts to the Commission.

In a data response, SDG&E stated that the electric customer and sales forecasts were used “directly or

8 |n other

indirectly in developing the test-year proposals” for nine separate parts of its testimony.
words, in many cases the customers and sales forecasts are drivers for new investments or for
additional employees or equipment. For example, SDG&E estimates that $220 million of its electrical
h.'®® SDG&E also identifies customer

growth or load growth as a driver for a wide range of other costs, including costs related to the

distribution capital spending request is driven by customer growt

customer service field (CSF) and customer contact (CC) department,'®” vehicles,'®® real estate capital

183 )013-2015 SDG&E forecast obtained from CEC December 2009 forecast that was used as the basis for SOG&E’s 2012 sales

forecast (San Diego Gas & Electric Commission-Adopted Demand Forecast Forms, tabs SDG&E Form 1.1b Sales, see
attachment 5-D and 1.4 NetPeak, see attachment 5-G); these numbers are not explicitly noted in SDG&E’s testimony.

184 SDG&E response to UCAN DR 50 Q2. See Attachment 5-J.

See SDG&E response to UCAN DR 50 Q1. See Attachment 5-K.The nine testimonies SDG&E identified in its response are the
SDG&E Electric Distribution — O&M testimony (Exhibit SDG&E-05-R), SDG&E Electric Distribution — Capital testimony (Exhibit
SDG&E-06-R), SDG&E Customer Services — Electric Smart Meter testimony (Exhibit SDG&E-12-R), SDG&E Customer Services —
Customer & Field Operations testimony (Exhibit SDG&E-13-R), SDG&E Customer Services — Office Operations testimony
(Exhibit SDG&E-14), SDG&E Customer Services — Information testimony (Exhibit SDG&E -15-R), SDG&E Fleet testimony (Exhibit
SDG&E-17-R), SDG&E Miscellaneous Revenues testimony (Exhibit SDG&E-39) and SDG&E Electric Revenues & Rates testimony
(Exhibit SDG&E-47-R).

186 SDG&E-06, ABM-7, Figure SDG&E-ABM-F1

SDG&E-13R: Fong EF-8

SDG&E-17R: Madariaga HM-4
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190

projects,189 and office credit and collections.”™ Within the context of electric distribution O&M, SDG&E

explains the wide-ranging implications of customer and load growth:

Customer load growth drives the installation of new and upgraded facilities, circuits and
substations, all of which have operating and maintenance requirements associated with them...
The growth in meters and associated customers results in a greater number of customer related
electrical events requiring the use of an Electric Troubleshooter... With the growth in load comes
the resulting overloading of facilities, particularly in older neighborhoods. An Electric
Troubleshooter is typically the first to respond to possible low voltage and power quality issues
both of which are expected to increase.... Growth in customers typically results in the growth of
the distribution system and commensurate increases in size and quantities of equipment
necessary to provide service... Staffing level within the Operation and Engineering workgroup has
remained relatively unchanged for the past five years. Additional resources will be required to
keep pace with the system growth.™*

Given that SDG&E has requested a significant revenue increase driven in part by its customer and sales
growth projections, it is particularly important that SDG&E’s revenue forecast be updated for current,
realistic growth expectations. Unfortunately, SDG&E has not provided a model that would show how a
change in customers and sales forecasts would impact the need for new investments and personnel. In
the absence of a model, the Commission may consider the following hypothetical: If the $220 million in
growth-related electrical distribution spending reflects half of all growth-related spending in this GRC
and 25% of this spending becomes unnecessary given the lower customer, sales, and demand
forecasts, SDG&E’s revenue requirement request could potentially be reduced by $110 million to
reflect more up-to-date growth forecasts.

The Commission should recognize the overly aggressive growth projections that inflate SDG&E’s
forecast and take this bias into consideration in weighing the revenue requirement forecasts of SDG&E
and intervenors. For example, Mr. Marcus provides testimony recommending a reduction of about $29
million in electric distribution O&M expenses, including reductions in customer service field operations
and customer contact and the customer call center. In addition to the reasons provided by Mr. Marcus,
these reductions should be considered on the grounds that the requested revenues may not be needed
when realistic growth projections are taken into account. Similarly, DRA recommends a $94 million
reduction to SDG&E’s distribution capital request.™®* In addition to the reasoning provided by DRA,
these reductions should be considered as a means to offset the estimated $110 million revenue
requirement attributable to SDG&E’s inflated growth projections. Although, clearly, the Commission
would better served by SDG&E's willingness to provide a model demonstrating how a change in
customers and sales forecasts would impact the need for new investments and personnel.

189 SDG&E 20R — Seifert JCS-15

SDG&E 14 — Rahon JSR-6
SDG&E-05R: Furgerson SPF-19 — SPF-20.
DRA-11,p.9
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VI. SEMPRA HAS OVERSTATED ITS REVENUE REQUIREMENT BY USING
FLAWED METHODOLOGIES TO CALCULATE ESCALATION FACTORS FOR ITS
UTILITIES

Parent company, Sempra Energy, based its revenue requirement request on greatly overstated O&M
escalation factors for the regulated utilities and the Corporate Center. The labor escalation factors are

overstated because Sempra used a flawed methodology.*

Moreover, the forecasts underlying the
labor escalation factors are overly aggressive, a fact which is borne out when the forecasts are
compared with actual cost data that are now available. Using UCAN’s recommended escalation factors
for labor O&M, non-labor O&M, and corporate O&M in place of Sempra’s recommended escalation
factors would reduce SDG&E’s 2012 revenue requirement by approximately $8 million and SoCalGas’

2012 revenue requirement by approximately $16 million.***

A. METHODOLOGY FOR CALCULATING O&M ESCALATION FACTORS
Labor O&M escalation factors are used to convert labor costs that are estimated in year-2009 dollars
into 2012 and subsequent-year dollars while accounting for the effects of labor cost escalation. Non-
labor O&M escalation factors similarly incorporate escalation rates specific to the O&M categories that
are being escalated.

Sempra developed O&M escalation factors based on a first quarter 2010 IHS Global Insight forecast,
which is based on actual escalation through March 2010 and a proprietary forecast for the remainder
of 2010 and all of 2011 and 2012. DRA adopted this same approach, though DRA relied on the first
quarter 2011 IHS Global Insight forecast for labor O&M and corporate O&M escalators.'*®

It is only reasonable that actual data be used in place of forecast data wherever available. Currently,
actual data are available through June 2011. When the utilities file their update testimony in January
2012, actual data for all of 2011 will be available. These data should be incorporated into the
calculation because they represent the best available data.

In particular, UCAN recommends that actual data be relied on exclusively in place of the IHS Global
Insight forecast. The IHS Global Insight forecast is based on assumptions and methods that are not
publicly available. In response to UCAN’s request for information on IHS Global Insight’s methodology

193 “per the Commission’s Rate Case Plan, D.89-01-040, the escalation factors discussed in this testimony will be updated after

hearings and before implementation, based on the same indexes used in original presentation during hearings.” Prepared
Direct Testimony of Scott R. Wilder, SDG&E Exhibit 38, December 2010, p. SRW-1. In the event that SDG&E and SoCalGas
update their proposed escalation factors later in this proceeding, UCAN reserves the right to submit supplemental testimony
regarding these revised escalation factors.

194 Assuming labor and non-labor O&M escalation revenues are roughly equal, UCAN’s recommendation results in an average
SDG&E escalation of 5.4% and an average SoCalGas escalation of 5.7%. Sempra’s recommendation results in average
escalations for both utilities of 7.6%. Using these escalation factors to scale the total 0&M escalation for SDG&E of $28 million
(SDG&E Exh. 45-R, p. DAH-A1) and the total O&M escalation for SoCalGas of $61 million (SoCalGas Exh. 38-R, p. DAH-A1)
results in a decrease of approximately $8 million (i.e., $28 million - $28 million x 5.4%/7.6%) for SDG&E and a decrease of
approximately $16 million for SoCalGas (i.e., $61 million - $61 million x 5.7%/7.6%).

1% DRA-06, p. 3.
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for forecasting wage escalation, Sempra provided no information on the forecast methodology, stating
only that “Global Insight uses the recorded BLS government data and forecasts it as part of its
proprietary ‘U.S. Cost Services—Pricing & Purchasing’ model (to which SDG&E does not subscribe).”**®
Moreover, Sempra and IHS Global Insight would not provide historical forecasts that would enable
UCAN to assess the accuracy of the forecasts and, more importantly, to determine whether the
forecasts exhibited any systematic basis.'®’ Based on an analysis of IHS Global Insight’s Fourth Quarter
2005 forecast in SDG&E’s 2008 rate case, it is clear that forecasts, even for one year out, can
substantially miss the mark (Table 41). In this case, IHS Global Insight’s Fourth Quarter 2005 forecast

for 2006 exceeded the actual growth rate by 25% for Managers and Administrators and 70% for Union

Workers.
Table 41: Comparison of Global Insight Forecast v. Actual in SDG&E’s 2008 GRC
Global Insight 4Q 2005 2005 -2006 Forecast
Forecast for 2006 Actual Wage Exceeded
Wage Increases'* Increases'® Actual
Managers and Administrators 3.5% 2.8% 25.0%
Professional Workers 3.3% 3.3% 0.0%
Union Workers 4.6% 2.7% 70.4%

For these reasons, UCAN recommends that 2012 escalation rates be set, to the extent possible, based
on actual escalation observed through the end of 2011. For the last two quarters of 2011, labor O&M
escalation factors should be set based on a linear regression of actual BLS data from the start of 2009
until actual data are available. The trending method should be used in place of the IHS Global Insights
forecast because it provides a simple and transparent way to forecast escalation rates consistent with
the escalation observed in the recent past. For non-labor O&M escalation factors, we do not have a

d,’® so the most recent IHS Global Insight forecast should be

quality set of monthly actual data to tren
used to obtain the forecast data instead. For the utilities’ testimony update in January 2012, actual data

through 2011 should be used, averting the need for any forecasting or trending.

If the Commission decides that forecast 2012 data should be used, UCAN recommends that the
forecast for labor O&M factors be computed based on a linear regression of actual data from the start

1% SDG&E Response to UCAN DR-61 Q5(e).See Attachment 6-A.

97 |n SDG&E Response to UCAN DR-61 Q2 (See Attachment 6-B), Sempra indicated that Global Insight would not provide
quarterly historical forecasts: “In an effort to be fully responsive to this request, SDG&E asked Global Insight for permission to
provide the requested forecasts to UCAN. Global Insight would not agree to permit SDG&E to provide the forecast produced
each quarter since 2005, but did reiterate its previously stated permission for SDG&E to provide the most recent forecast,
even if SDG&E was not going to rely on it.”

1% A, 06-12-009. Workpapers to Prepared Direct Testimony of Scott R. Wilder on Behalf of SDG&E, December 2006, SRW-WP-
3. See Attachment 6-C.

19 Byreau of Labor Statistics, Employment Cost Index Historical Listing Current-dollar March 2001 — June 2011, p. 87, available
at http://bls.gov/web/eci/echistrynaics.pdf (see Attachment 6-D) and BLS, Average Hourly Earnings of Production and
Nonsupervisory Employees, Series Id, CEU4422000008 (see Attachment 6-E), calculated as 2006 average divided by 2005
average.

2 The source of the IHS Global Insight “actual” data for non-labor O&M escalation factor is unclear.
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of 2009 through the start of 2012 and that the IHS Global Insight forecast be used for non-labor O&M
factors.

Further discussion and specific recommendation for labor O&M, non-labor O&M, and corporate O&M
escalation factors are provided in the following sections.

B. LABOR O&M ESCALATION FACTORS
Sempra estimates labor escalation factors for 2012 to be 1.0812 for both SDG&E and SoCalGas,”™*
meaning that SDG&E anticipates labor costs to be more than 8% higher in 2012 than in 2009 at both
utilities. However, there are three flaws in SDG&E’s methodology that erroneously inflate this
escalation factor:

1. SDG&E developed a combined labor escalation factor for SDG&E and SoCalGas despite the fact
that the two utilities have substantially different labor pools. With different labor pools, labor
costs should grow at different rates. Using a combined labor escalation factor results in an
overestimation of 2012 labor costs for SDG&E and an underestimation of 2012 labor costs for
SoCalGas.

2. SDG&E relied on data from IHS Global Insight that are based on actual labor costs reported by
the Bureau of Labor Statistics (BLS) through March 2010 and labor cost forecasts for
subsequent periods. The passage of time permits a comparison of SDG&E’s data with actual,
recorded costs, and we find that IHS Global Insight’s forecasts appear overly aggressive.

3. SDG&E used contract labor escalation rates for union workers of 3.5% for 2009-2011,°% but
these are considerably higher than the escalation rates for other private sector union workers
and thus inflate SDG&E’s escalation factors.

Once these flaws are appropriately addressed, the resulting labor cost escalation for 2009-2012 is 5.0%
for SDG&E (i.e., escalation factor of 1.050) and 5.4% for SoCalGas (i.e., escalation factor of 1.054).
These escalation rates are more than 30% below Sempra’s proposed rate of 8.12%.

i.  SEPARATE SDG&E AND SOCALGAS ESCALATION FACTORS
Sempra submitted two separate GRC applications for SDG&E and SoCalGas, declining the Commission’s
directive to file a combined SDG&E-SoCalGas general rate case application.?®® In these applications,
Sempra calculated costs separately for the two utilities for nearly all cost components. Yet, for reasons
that are unclear, Sempra calculated a combined labor escalation factor for the two utilities. This is
particularly striking because union workers dominate SoCalGas’s labor pool while management and
associate-level employees dominate SDG&E’s labor pool (Figure 16). Instead of using each utility’s

0l gae Workpapers of Scott R. Wilder, SDG&E-38-WP, SRW-WP-1, updated for revised weightings per SDG&E Response to

UCAN DR-24 Qla (see Attachment 6-F).

202 Prepared Direct Testimony of Scott R. Wilder, SDG&E Exhibit 38, December 2010, p. SRW-2 and Workpapers of Scott R.
Wilder, SDG&E-38-WP, SRW-WP-1.

203 “Therefore, we direct SDG&E and SoCalGas to specifically consider and, if feasible, file a single general rate application for
Test Year 2012.” D. 08-07-046 (July 31, 2008), p. 12.
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respective labor pool make-up, Sempra used the shares of utility service workers, managers and
administrators, and professional and technical workers from the combined utilities.?*

Figure 16: 2009 Company Labor Costs by Job Function®®
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In response to a UCAN data request, SDG&E indicated that it chose to calculate combined labor
escalation factors “for the sake of efficiency and consistency of cost calculations in the GRC, especially
given the interchangeability of work between employees of both companies.”?%® SDG&E further
explained, “All employees are officially on the payroll of one utility or the other, but some employees
do work for both companies.”**” SDG&E’s explanation is unsatisfactory for two primary reasons.

First, the “consistency” argument rings hollow because consistency by definition requires using a
consistent methodology across the two utilities. In other words, when Sempra chose arbitrarily to
combine the data for both utilities in this single instance (i.e., labor O&M costs) but not for other cost
data, Sempra was no longer following a consistent methodology.

Moreover, SDG&E’s argument that their employees are interchangeable is striking given that SDG&E
made the diametrically opposite argument elsewhere in its testimony to support its effort to allocate
corporate center costs directly to each of the utilities. Michael Niggli testified regarding the 2010
corporate reorganization:

As the challenges (and potential solutions) facing the natural gas and electricity industries have
developed and diverged, the ways in which SDG&E and SCG manage their business must also
change...corporate center functions primarily serving SDG&E and SCG were transferred to
those utilities. In addition to changes at the corporate center level, SDG&E and SCG also

2% SDG&E Response to UCAN DR-18 Q1. See Attachment 6-G.

SDG&E Response to UCAN DR-24 Q1(g). See Attachment 6-F.
SDG&E Response to UCAN DR-18 Q1. See Attachment 6-G.
SDG&E Response to UCAN DR-18 Q1. See Attachment 6-G.
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effected changes that established a separate senior management team at each utility. SDG&E
believes that the divergent issues facing each utility warrant such a focus.?®®

SDG&E should not be permitted to argue that the respective utilities’ workforces are the same and
interchangeable, while also arguing that the focuses of the two utilities have diverged, that corporate
center employees should be directly assigned to each utility, and that separate senior management
structures for each utility are necessary. Accordingly, the Commission should use different labor
escalation factors for each of the utilities based on the unique composition of their labor forces.

The “efficiency” argument also rings hollow because it is simple and straightforward to calculate two
different labor escalation factors. In fact, SDG&E performed such a calculation in response to a request
from UCAN. Table 42 shows the combined and separate escalation factors. In each year (after the 2009
base year, which is set to 1.000 for each utility), SDG&E’s labor escalation factor is lower than the
combined labor escalation factor, and SoCalGas’ labor escalation factor is higher. (This may be seen
more clearly in Figure 17.) This divergence of labor escalation factors arises because Sempra projects
that union costs will escalate faster than non-union costs based on the provisions in Sempra’s current
labor contract. As a result, the escalation factor for SoCalGas, which attributes more than 60% of its
labor costs to union employees, is higher than the escalation factor for SDG&E, which attributes just
30% of its labor costs to union employees.

Table 42: Labor O&M Escalation Factors: Combined and Separate Utilities>”

Year | Combined Utilities SDG&E SoCalGas
(filed)
2009 1.0000 1.0000 1.0000
2010 1.0254 1.0224 1.0281
2011 1.0560 1.0516  1.0600
2012 1.0812 1.0770 1.0850
2013 1.1099 1.1060 1.1134
2014 1.1400 1.1367 1.1430
2015 1.1704 1.1674 1.1731

2% Revised Prepared Direct Testimony of Michael R. Niggli, SOG&E Exhibit 01-R, p. MRN-6.
299 SDG&E Response to UCAN DR-18 Qlc (see Attachment 6-G), updated for weighting error described in SDG&E Response to
UCAN DR-24 Q1 (See Attachment 6-F).
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Figure 17: Labor O&M Escalation Factors: Combined and Separate Utilities**°
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Using a combined escalation factor for both utilities in place of the individual escalation factors shown
in Table 42 overestimates labor O&M costs for SDG&E and underestimates labor O&M costs for

" This cross-subsidization of SoCalGas customers by

SoCalGas by approximately $2 million per year.
SDG&E customers is unwarranted and unnecessary. The utility-specific escalation factors should be

used instead.

ii. USEACTUAL BLS DATA WHERE AVAILABLE
SDG&E based its labor cost forecast for non-union workers on a First Quarter IHS Global Insight forecast
of labor costs for “Managers and Administrators” and “Professional and Technical Workers.” The IHS
Global Insight forecast is based on BLS data from 2009 and the first quarter of 2010 and a proprietary
forecast for the remainder of 2010 and all of 2011 and 2012.

212 s discussed above, these

Actual wage growth data are now available from BLS through June 2011.
actual values should be used to update SDG&E’s labor cost forecast. In addition, UCAN recommends
that actual wage growth for 2009-2011 only be used to escalate labor costs. At this point, this would
require forecasting two quarters of wage growth (instead of the six that would be required if 2012

were also included). By the time update testimony is served, data for all of 2011 should be available,

enabling a calculation based solely on actual values.

20 5pGRE Response to UCAN DR-18 Qlc (see Attachment 6-G), updated for weighting error described in SDG&E Response to

UCAN DR-24 Q1 (see Attachment 6-F).

211 Using total labor dollars included in SDG&E Response to UCAN DR-24 Q1(g). See Attachment 6-F. Labor O&M at issue in the
GRC is less than shown in this worksheet, but in response to UCAN DR-41 Q2, SDG&E indicated that it was unable to provide
the data on the labor O&M cost by job function subject to this GRC. See Attachment 6-H.

%12 g1 5. http://www.bls.gov/web/eci/echistrynaics.pdf, p. 87. See Attachment 6-D.
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The actual wage growth data can also be used to benchmark Global Insight’s forecast. IHS Global
Insight forecasts an annual escalation of 2.45% for 2011 for non-union workers,*** but first and second
quarter growth rates were closer to 0.5%.>'* Therefore, in order for IHS Global Insight’s original forecast
to be on target for 2011, wages for the second half of 2011 would need to grow nearly 1% in each
quarter for Managers and Administrators and nearly 2% ineach quarterfor Professional and Technical

workers (Figure 3 and Table 43).%"® Such a jump in growth seems unlikely.

Figure 18: 2011 Quarterly Labor Escalation Rates: Actual Data for Q1 and Q2 and IHS Global Insight
Forecast for Q3 and Q4 (imputed from annual average forecast)
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Table 43: Global Insight’s Imputed 2011 Quarterly Labor Escalation Factors based on Q1 and Q2

Actual Data and Global Insight’s Annual Average Forecast™®
Managers and Professional
Administrators  and Technical
Q1 (Actual) 1139 114.8
Q2 (Actual) 114.4 115.2
Q3 (Imputed) [115.3] [117.5]
Q4 (Imputed) [116.3] [119.8]
Annual Average (Global Insight forecast) 115.0 1168

13 Managers and Administrators: 114.99/112.47-1=2.2%; Professional and Technical Workers: 116.81/113.74-1=2.7%.

Average of 2.2% and 2.7% = 2.45%. From SDG&E Response to UCAN DR-18 Q1 and Attachment, “O&M Labor Escalation
Factors: Combined and Separate Utilities.” See Attachment 6-G.

214 Managers and Administrators: Q1 —113.9/113.2-1=0.6%; Q2 — 114.4/113.9-1=0.4%; Professional and Technical Workers:
Q1-114.8/114.1-1=0.6%; Q2 — 115.2/114.8-1 = 0.3%. BLS, http://www.bls.gov/web/eci/echistrynaics.pdf. p. 87. See
Attachment 6-D.

213 calculated using Q1 and Q2 actuals and assuming equal growth rates in Q3 and Q4. The resulting escalation factors average
to the annual average IHS Global escalation factor. Managers and Administrators: (113.9+114.4+115.3+116.3) /4 = 115.0;
Professional and Technical workers: (114.8+115.2+117.5+119.8)/4 = 116.8. (See data in Table 43.)

218 01 and Q2 data from BLS (http://www.bls.gov/web/eci/echistrynaics.pdf, p. 87). See Attachment 6-D.

Annual average data from IHS Global Insight, provided in response to DR-18 Q1 and Attachment. See Attachment 6-G.

Q3 and Q4 imputed, as described in footnote 215.
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The IHS Global Insight forecast also seems overly aggressive compared to a forecast developed using a
least-squares regression of 2009 through June 2011 BLS quarterly employment cost index data. The
annual growth rates corresponding with IHS Global Insight’s forecast and the regression-based forecast
are shown in Table 44. Compared to the regression-based forecasts, IHS Global Insight appears to
overestimate annual labor cost growth rates for Managers and Administrators by 28% for 2011 and by
34% for 2012 and to overestimate annual labor cost growth rates for Professional and Technical
workers by 67% for 2011 and by 83% for 2012.

Table 44: Comparison of UCAN and Sempra 2011 and 2012 Labor Cost Growth Rates

Managers and Administrators Professional Workers
BLS Global  Difference BLS Global Difference
Insight Insight
2011 1.7% 2.2% 28% 1.6% 2.7% 67%
2012 1.7% 2.3% 34% 1.4% 2.5% 83%

Given the uncertainty over wage growth in 2012, actual data for 2009, 2010 and 2011 should be used
to the extent available, and a regression-based cost index forecast should be used to project any
remaining 2011 data that is needed. UCAN’s forecast following this approach is shown in Table 45 in
the final section.

Sempra may argue that using a lagged escalation factor (i.e., 2009 — 2011 data) will fail to account for
potential cost escalation in 2012. However, using a lagging indicator based on actual data is likely to be
more accurate than forecasting escalation in future years without ever truing up to actuals. Moreover,
using a lagging indicator for escalation is nothing new. For example, instead of forecasting future
inflation, the Social Security Administration (SSA) uses an escalation factor based on actual data from
the prior year to calculate the cost of living adjustment for social security benefits.”*’

If, however, the Commission determines to retain a 2012 forecast in the calculation, actual data should
be used to the extent available and a regression-based cost index forecast should be used in place of
the IHS Global Insight data for the remaining projections.

iii. ~— USE ACTUAL BLS DATA FOR UNION WORKERS
For union workers, SDG&E proposed using the 3.5% escalation rate specified in the 2009 — 2011
contracts. DRA proposed replacing “the negotiated wage increase of 3.5% for 2010 and 2011 with the
first quarter Global Insight Power Planner forecast for CEU4422000008.”*'° UCAN agrees with DRA that
the negotiated wage increase should not be used; however, we disagree with DRA's remedy. As noted

218

above, the IHS Global Insight forecast is based on data from the BLS, which are currently available
through July 2011. Comparing these data to recently observed growth rates, it is apparent that IHS

217 SSA, Latest Cost-of-Living Adjustments, http://www.ssa.gov/oact/COLA/latestCOLA.html. See Attachment 6-I.

218 Prepared Direct Testimony of Scott R. Wilder, SDG&E Exhibit 38, December 2010, p. SRW-2 and Workpapers of Scott R.
Wilder, SDG&E-38-WP, SRW-WP-1.
% DRA, SDG&E/SCG Escalation, DRA Exhibit 6, September 1, 2011, p. 7.
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Global Insight’s January 2010 forecast was based on a projection that was rosier than what has actually
occurred. Indeed, IHS Global Insight’s forecasted wage growth for 2012 exceeds the growth rates
observed in 2010 and thus far in 2011.

Accordingly, UCAN recommends using actual data to the extent available and trending (regressing) this

data for the remainder of 2011?°° rather than relying on IHS Global Insight’s forecast.

iv.  LABOR O&M RESULTS
A comparison of SDG&E, DRA, and UCAN proposed labor escalation rates is provided in Table 45.

Table 45: SDG&E and UCAN Proposed Escalation Rates

SDG&E**! Weights 2010 2011 2012 Cumulative
Managers and Admin. 19.1% 1.8% 2.2% 2.3% 6.5%
Professional Workers 34.5% 1.6% 2.7% 2.5% 7.0%
Union Workers 46.4% 3.5% 3.5% 2.3% 9.6%
100.0% 2.5% 3.0% 2.4% 8.1%
DRAZZZ
Managers and Admin. 19.1% 2.0% 2.4% 2.9% 7.5%
Professional Workers 30.5% 1.4% 2.3% 2.5% 6.3%
Union Workers 50.4% 1.9% 1.8% 2.6% 6.4%
100.0% 1.8% 2.1% 2.6% 6.6%
UCAN - SDG&E
Managers and Admin. 20.5% 0.7% 2.2% 1.9% 4.8%
Professional Workers 49.1% 1.1% 1.8% 1.6% 4.5%
Union Workers 30.3% 2.4% 0.7% 2.7% 5.9%
100.0% 1.4% 1.5% 2.0% 5.0%
UCAN - SoCalGas
Managers and Admin. 17.8% 0.7% 2.2% 1.9% 4.8%
Professional Workers 21.3% 1.1% 1.8% 1.6% 4.5%
Union Workers 61.0% 2.4% 0.7% 2.7% 5.9%
100.0% 1.8% 1.2% 2.3% 5.4%

220

E

221

BLS, Average Hourly Earnings of Production and Nonsupervisory Employees, Series Id, CEU4422000008. See Attachment 6-

First Quarter 2010 Global Insight Power Planner Report, p. 56 (see Attachment 6-J) and SD&E Response to UCAN DR-18 Q1
(see Attachment 6-G), updated for weighting error described in SDG&E Response to UCAN DR-24 Q1 (See Attachment 6-F).
222 DRA, SDG&E/SCG Escalation, DRA Exhibit 6, September 1, 2011, pp. 3-4 and 2011 First Quarter Global Insight Power
Planner Report. See Attachment 6-K.
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C. NON-LABOR O&M ESCALATION FACTORS
Sempra calculated the non-labor O&M escalation factors using a first quarter 2010 IHS Global Insight

223 Consistent with the methodology used for labor factors,

forecast. DRA adopted Sempra’s forecast.
UCAN calculated non-labor escalation factors using data from the beginning of 2009 through the end of
2011 (Table 46).”** Because monthly data were not available, UCAN used IHS Global Insight’s forecast
for the remaining two quarters of 2011 rather than trending this data. The actual data for these two
quarters should be available by the time update testimony is due. Shared services escalation factors
should be revised consistent with UCAN’s revised forecasts for labor and non-labor O&M escalation

factors.

22 DRA, SDG&E/SCG Escalation, DRA Exhibit 6, September 1, 2011, pp. 3-4.

224
Second Quarter 2011 Global Insight Power Planner Report, pp. 42, 47, and supporting documentation. See Attachment 6-
L.
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Table 46: Non-Labor O&M Escalation Factors

Weights 2010 2011 2012 Cumulative
SDG&E and DRA Proposal
SDG&E Non-labor O&M Electric
Steam Elec Production 5.7% 1.9% 2.3% 3.0% 7.3%
Other Elec Production 20.8% 1.7% 2.8% 3.2% 7.9%
Elec Distribution 45.5% 1.9% 2.0% 2.5% 6.5%
Customer Accounts 9.8% 2.6% 2.3% 2.4% 7.4%
Customer Svc & Info 3.8% 1.7% 2.5% 2.6% 7.0%
Admin & General, exc. 926 14.5% 2.2% 2.6% 2.9% 7.5%
100.0% 2.0% 2.3% 2.7% 7.1%
SDG&E Non-labor O&M Gas
Gas Transmission 16.6% 1.5% 2.6% 2.8% 7.1%
Gas Distribution 26.0% 1.4% 2.5% 2.8% 6.9%
Customer Accounts 20.0% 2.5% 2.3% 2.4% 7.3%
Customer Svc & Info 7.2% 2.1% 2.6% 2.5% 7.3%
Admin & General, exc. 926 30.3% 1.8% 2.4% 2.7% 7.0%
100.0% 1.8% 2.5% 2.7% 7.1%
SoCalGas Non-labor O&M 1.9% 2.5% 2.6% 7.1%
UCAN Proposal
SDG&E Non-labor O&M Electric
Steam Elec Production 5.7% -2.3% 3.9% 4.3% 6.0%
Other Elec Production 20.8% -3.3% 2.8% 3.7% 3.1%
Elec Distribution 45.5% -1.6% 3.0% 4.8% 6.2%
Customer Accounts 9.8% 1.1% 1.8% 3.2% 6.2%
Customer Svc & Info 3.8% 1.1% 2.2% 3.6% 7.0%
Admin & General, exc. 926 14.5% 0.7% 2.3% 2.9% 6.1%
100.0% -1.3% 2.8% 4.1% 5.6%
SDG&E Non-labor O&M Gas
Gas Transmission 16.6% -1.7% 3.5% 4.9% 6.7%
Gas Distribution 26.0% -1.7% 2.9% 4.2% 5.5%
Customer Accounts 20.0% 1.1% 1.8% 3.2% 6.3%
Customer Svc & Info 7.2% 1.3% 1.8% 3.5% 6.8%
Admin & General, exc. 926 30.3% 0.2% 2.1% 3.1% 5.4%
100.0% -0.3% 2.5% 3.7% 5.9%
SoCalGas Non-labor 0&M -0.3% 2.4% 3.7% 5.9%
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D. ESCALATION FACTORS FOR CORPORATE CENTER COSTS
SDG&E escalated the labor costs for its Corporate Center employees separately from labor costs for
each of the utilities. As discussed in Mr. Folkmann’s testimony, SDG&E used “a simple average of
indexes for Managers & Administrators and Professional & Technical” workers because “these most
closely correspond to the employee population at Corporate Center.”?* SDG&E’s and UCAN’s proposed
labor escalation rates for these two categories of employees are shown in Table 47. As discussed
above, SDG&E’s estimate is based on BLS data from 2009 and the first quarter of 2010 and a
proprietary forecast from IHS Global Insight for the remainder of 2010 and subsequent years. BLS data
are now available through June 2011, and UCAN has incorporated these data and performed a
regression for the remainder of 2011 to develop its forecast. Based on this forecast, UCAN
recommends that Corporate Center labor costs in 2009 dollars be escalated by 4.65% to obtain the

labor costs in 2012 dollars.

For non-labor O&M, Sempra used an average of non-labor electric and gas Administrative and General
Costs (excluding 926, pension and benefits). DRA adopted Sempra’s forecast for non-labor costs. UCAN
took an average of the electric and gas Administrative and General Costs (excluding 926, pensions and
benefits), but calculated non-labor escalation factors using data from the beginning of 2009 through

the end of 2011, as discussed above.

Table 47: SDG&E, DRA and UCAN Proposed Corporate Center O&M Cost Escalation Rates

SDG&E’s Proposal DRA’s Proposal®*® UCAN'’s Proposal

Labor

Managers and Administrators 6.50% 7.50% 4.80%
Professional and Technical 7.03% 6.30% 4.50%
Corporate Center Escalation 6.77% 6.90% 4.65%
Non-Labor

O&M Electric A&G 7.8% 7.8% 6.1%
O&M Gas A&G 6.6% 6.6% 5.4%
Corporate Center Escalation 7.3% 7.3% 5.8%

E. POST-TEST YEAR ESCALATION FACTORS

For O&M cost escalation factors after the test year period, UCAN recommends that SDG&E use actual
data on price changes for the first half of the year and an escalation forecast for the remaining half-
year. UCAN further recommends that the resulting escalation factor be trued up when actual data are

available.

225 Testimony of Bruce A. Folkmann, Exhibit SOG&E-23-R, p. BAF-9.
226 DRA, SDG&E/SCG Escalation, DRA Exhibit 6, September 1, 2011, pp. 3-4 and 2011 First Quarter Global Insight Power

Planner Report (see Attachment 6-K).
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Sempra’s proposal regarding O&M escalation for the post-test year period is flawed because, based on
examination of Mr. Emmrich’s testimony **’and his response to UCAN’s data request,*?® it appears that
Sempra is not proposing to true up the 2012 forecast. This could result in overcharging ratepayers. For
example, if a 3% escalation rate was forecast for 2012, but only 1% was realized, then the overestimate
of 2% should be returned to ratepayers. Moreover, the 2013 forecast should be applied to the revised
revenue requirement, which should be 2% lower than the revenue requirement that was incorporated
into 2012 rates.

Under Sempra’s proposed methodology, which would set the 2012 escalation based on 2012 escalation
rates, this true-up would need to occur in 2014 because the 2012 actuals will not be available in time to
be incorporated into 2013 rates. Under UCAN’s proposed methodology, which would set the 2012
escalation based on 2011 escalation rates, all of the necessary data would be available for a timely
true-up to be incorporated into 2013 rates.

227 SDG&E, Exhibit-46-R, p.HSE-23.

8 SDG&E Response to UCAN DR-63 Q4. See Attachment 6-M.
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VIlI. SDG&E HAS OVERSTATED ITS REVENUE REQUIREMENTS BY OVER-
ALLOCATING CORPORATE COSTS COSTS TO RATEPAYERS

The “multi-factor basic” allocation method is the means by which Sempra Energy (Sempra) allocates
some of the Corporate Center costs that cannot be directly assigned. The multi-factor basic approach
weights four factors equally to derive an allocation method. The four factors are: operating revenues,
operating expenses, gross plant and investment, and employees (full-time equivalents or FTEs). Sempra
developed its multi-factor allocation method by taking historical multi-factor allocation percentages for
SDG&E, SoCalGas, and its unregulated businesses and performing a regression to develop a forecast for
2011 and 2012. For 2012, Sempra’s multi-factor basic allocation method results in Corporate Center
cost allocations of 41.5% to both SDG&E and SoCalGas and a 16.9% allocation to Sempra’s unregulated
subsidiaries.””

There are numerous flaws in Sempra’s methodology that result in an over-allocation of Corporate
Center costs to SDG&E and SoCalGas. Each of these flaws is discussed in more detail below:

1. Sempra adjusted SDG&E’s revenues to include California Department of Water Resources
(DWR) revenues,”® thus increasing the allocation of Corporate Center costs to SDG&E.

231

However, DWR revenue requirements will be negative in 2012.7°" The costs associated with

DWR power in prior years should therefore be excluded from the multi-factor calculation.

2. Sempra adjusted SDG&E gross plant to include SONGS.?*?

included to be consistent with SDG&E’s use of net plant for investments by its unregulated

However, only net plant should be

. 2
businesses.?*?

3. Perhaps most importantly, Sempra’s regression methodology fails to take into consideration
that it partially divested its Global Commaodities division in 2008. In general, regressions should
exclude one-time events that are not likely to recur.”*

4. Finally, Sempra’s regression methodology does not take into consideration the investments
recently made by Sempra’s unregulated subsidiaries.?*

229
230
231

Revised Prepared Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-7.

SDG&E Response to UCAN DR-24 Q18 (h). See Attachment 7-A.

State of California, Department of Water Resources, 2012 Determination of Revenue Requirement for the Period January 1,
2012 through December 31, 2012. August 4, 2011. Transmitted to the California Public Utilities Commission pursuant to
Sections 80110 and 80134 of the California Water Code, page 2. Available at

http://wwwecers.water.ca.gov/pdf files/080411 2012 revreq dtrmntn.pdf. [DWR 2012 Revenue Requirement]. See
Attachment 7-B.

22 SDG&E Response to UCAN DR-24 Q18(h). See Attachment 7-A.

3 SDG&E Response to UCAN DR-40 Q7. See Attachment 7-C.

2% Mr. Folkmann acknowledged this is his own testimony, noting that the statistical trend method for outside legal fees
needed to be adjusted for non-recoverable matters “or those considered significant and hon-recurring” Revised Prepared
Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-38 (emphasis added).

2 see discussion below.
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Each of these methodological flaws results in an overstatement of the allocation of Corporate Center
costs to SDG&E and SoCalGas. It is therefore not surprising that Sempra’s regression methodology
missed the mark in 2010,?*° over-allocating costs to SDG&E and SoCalGas. Correcting the
methodological flaws results in a multi-factor allocation for 2012 of 35.24% for SDG&E, 40.85% for
SoCalGas, and 23.91% for Sempra’s unregulated subsidiaries.

A. SUMMARY OF SEMPRA’S METHODOLOGY
According to Sempra, “The four-factor allocation method, also referred to as ‘Multi-Factor,’ is used for
functions that serve all business units but for which there is no causal relationship, such as Shareholder
Records.””*” The Multi-Factor equally weights revenues, gross plant assets and investments, operating
expenses and FTEs. For the most part, Sempra took these figures from its 2010 Statistical Report, but
Sempra also made a few adjustments, including adding DWR revenues, including gross plant associated
with SONGS, and using “Trading Margin” instead of operating revenues for its commodities business.**®
To develop its 2012 rate, Sempra used historical 2004 — 2009 data and developed a forecast “using a
statistical forecasting method known as a least-squares formula.”?*° The results of Sempra’s analysis
are shown in Table 48 below. Sempra used 2009 data to develop its “2010” allocation percentages;
2011 and 2012 allocations are forecasted.

Table 48: Sempra's Proposed Cost Allocation®*°

2010 2011 2012
[Actual] | [Forecast] | [Forecast]
SDG&E 38.86% 39.92% 41.54%
SoCalGas 41.08% 41.36% 41.52%
Global/Retained | 20.05% 18.72% 16.94%

B. DRA’s PROPOSAL

Based on its review and analysis, DRA recommends that the multi-factor allocation percentages be
changed to remove DWR sales, to remove SONGS plant, and to use net plant instead of gross plant.
DRA argues that the DWR sales and SONGS plant should not be included in the multi-factor calculation
because they were not included in Sempra’s SEC filings.*** In addition, DRA notes that a significant
portion of the utilities’ assets are depreciated compared to the unregulated affiliates and believes that
net plant assets “would better reflect the true value of all the plant assets.”*** Based primarily on these
adjustments, DRA recommends use of the allocation percentages shown in Table 49.

241

236 . .
See discussion below.

57 Revised Prepared Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-5.
28 SDG&E Response to UCAN DR-24 Q18(h). See Attachment 7-A.

29 Revised Prepared Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-6.
240 pevised Prepared Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-7.
21 DRA Report on the Results of Examination, DRA Exhibit 50, September 1, 2011, p. 50-3.

DRA Report on the Results of Examination, DRA Exhibit 50, September 1, 2011, p. 50-9.

DRA Report on the Results of Examination, DRA Exhibit 50, September 1, 2011, p. 50-9.
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Table 49: DRA's Proposed Cost Allocation®*

2010 2011 2012
[Actual] | [Forecast] | [Forecast]
SDG&E 36.99% NA 39.79%
SoCalGas 40.28% NA 40.33%
Global/Retained | 22.73% NA 19.88%

C. UCAN’s PROPOSAL
UCAN recommends that Sempra’s multi-factor basic allocation method for allocating Corporate Center
costs be adjusted to correct methodological flaws and to incorporate more recent information. In

particular:

1. DWR revenues should be excluded because these revenues are expected to become credits in
2012;

2. SONGS should be treated consistent with Sempra’s treatment of equity investments made by
its unregulated subsidiaries; and

3. The 2011 multi-factor calculation, which is based on 2010 data, should be used in place of a
regression that fails to take into account Sempra Energy’s divestiture of its commodity
operation in 2008.

With regard to the DWR and SONGS adjustments, UCAN and DRA take different paths to arrive at
essentially the same conclusion. UCAN agrees with DRA that DWR revenues should be excluded from
the calculation; however, UCAN believes these revenues should be excluded not just because they
were excluded from Sempra’s SEC filings but more importantly, because they are expected to become
credits in 2012. Similarly, UCAN’s recommendation regarding SONGS effectively removes nearly all of
the SONGS costs from the calculation, which is nearly the same as DRA’s recommendation that all of
SONGS costs be excluded. UCAN’s reasoning is not meant to contradict DRA’s; rather, UCAN provides
an additional reason to exclude these costs on the basis that SDG&E’s SONGS investment should be
treated consistently with investments made by Sempra’s unregulated subsidiaries.

The UCAN and DRA recommendations diverge with regard to the 2012 allocation. DRA adopts SDG&E’s
regression analysis, which UCAN believes is flawed because it incorporates the one-time divestiture of
Sempra’s commodity operation. UCAN instead recommends that the 2011 multi-factor allocation be
used for 2012. This results in a lower allocation for the regulated utilities as a whole, with a lower
allocation for SDG&E and a marginally higher allocation for SoCalGas relative to DRA’s

recommendation.

UCAN’s adjustments are described in more detail below.

24 DRA Report on the Results of Examination, DRA Exhibit 50, September 1, 2011, p. 50-13.
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I ExcLuDE DWR REVENUES FROM SDG&E REVENUES IN THE MULTI-FACTOR
CALCULATION

UCAN agrees with DRA that DWR revenues should be excluded from the multi-factor calculation, not
only because these revenues are excluded from Sempra’s financial statement (as DRA argued), but also
because these revenue requirements are scheduled to become credits in 2012. Inclusion of DWR
revenue requirements from prior years would erroneously increase the allocation of Corporate Center
costs to SDG&E in 2012, when these revenue requirements will be credits.

Sempra’s explanation for the addition of the DWR revenues is as follows: “Sempra includes DWR
revenue in the Multifactor calculation, and has done so consistently since the contract inception,
including the forecast used in the 2008 GRC, as it still represents actual revenue-related distribution
effort at SDG&E, just as if such deliveries were sourced from balanced power purchases.”?*

Sempra is implicitly assuming that historical DWR revenue requirements will continue into the forecast
period. However, we know this will not be the case. DWR’s 2012 revenue requirement determination
indicates that DWR expects to return $595 million to the investor-owned utilities in 2012: “The
Department projects that it will have adequate reserves in its Power Charge Accounts at all times that it
can... pay all Department costs [and] return $595 million of excess amounts to customers....”**® In other
words, while the historical data reflects payments from SDG&E to DWR, in 2012 DWR will provide
payments to SDG&E. It therefore does not make sense to use the historical data in the regression

forecast.

Sempra may argue that DWR revenues should be included in the multi-factor calculation because
SDG&E has contracts for DWR power until 2013. However, these contracts are small and will result in
247 which is the

period embedded in Sempra’s multi-factor calculation. In other words, the “DWR revenues” will

substantially less power than the amount DWR purchased between 2005 and 2009,

decrease in the forecast period and, in fact, become “credits.” This fundamental change in the nature
of SDG&E’s payments to DWR is not reflected in Sempra’s multi-factor calculation. Using 2005-2009
DWR revenues as the basis for 2012 allocations, as Sempra did, therefore results in an over-allocation
of corporate center costs to SDG&E.

It could be argued further that the projected DWR creditsshould be included in the multi-factor
calculation. Doing so would reduce SDG&E’s overall revenue requirement and, consequently, the
allocation of Corporate Center costs to SDG&E. UCAN is not making this recommendation at this time
because the amount of the DWR credit to SDG&E is not yet known. However, UCAN recommends that
SDG&E incorporate this adjustment into its January testimony update, at which point the DWR credit
amount will be known.

5 SDGE& Response to UCAN DR-24 Q18 (h). See Attachment 7-A.

2% DWR 2012 Revenue Requirement, p. 2 (emphasis added).See Attachment 7-B.

7 california Energy Resources Scheduling Division (CERS). CERS Overview and Long-Term Energy Contracts Summary,
February 2020, slides 8 and 10. See Attachment 7-D.
http://www.cers.water.ca.gov/pdf_files/power_contracts/2010_cers_ovrvw_cntrcts_smry.pdf
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ii. TREAT SONGS CONSISTENT WITH TREATMENT OF SEMPRA GLOBAL EQUITY

INVESTMENTS
UCAN agrees with DRA that SONGS gross plant should be excluded from the multi-factor calculation,
not just because these revenues are not included in Sempra’s financial statement (as DRA argues), but
also to ensure that Sempra is consistent in how it treats investments made by the utilities and
investments made by its unregulated subsidiaries.

In particular, Sempra has indicated that it uses the “Equity Method” for treating investments made by
its unregulated subsidiaries when it has an ownership interest ranging from 20% - 50%:

As described in Note 4 to Sempra Energy’s 2010 Annual Report, we account for investments
under the Equity Method when we have an ownership interest of 20%-50%. In these cases, our
pro-rata share of the subsidiaries’ net assets are included in Other Investments on the
Consolidated Balance Sheet. Other Investments are considered one of the four factors in the
Multi-Factor; thus they receive a 25% weighting in the overall calculation.?*®

SDG&E has a 20% ownership interest in SONGS,*** so Sempra should use the Equity Method to account
for SDG&E’s investment in SONGS. Following the methodology described above, only the net plant
investment in SONGS should be included in the calculation. Since most of the SONGS plant has been
fully depreciated,®® this is a much smaller number than the gross plant amount that Sempra used in its
calculation.

Sempra may argue that it is inappropriate to use the “equity” method for its 20% stake in SONGS costs
because this would be inconsistent with SEC reporting and because it owns SONGS outright, rather
than owning stock in the company. However, Sempra has made several adjustments to SEC rules when
calculating its multi-factor calculation, such as adding in SONGS gross plant and DWR revenues, which
do not appear on its financial statement. Moreover, the manner of ownership (outright or stock
ownership) is a distinction without a difference. UCAN believes that minority stakes should be treated
consistently. Finally, given that SDG&E does not operate SONGS, UCAN believes that including the
revenues and earnings associated with SONGS in its multi-factor calculation overstates the corporate
costs that should be allocated to SDG&E, merely due to its minority ownership of the plant.

iii. USE 2010 DATA RATHER THAN A FORECAST BASED ON A REGRESSION OF

HISTORICAL DATA
Sempra’s regression methodology should not be used because it fails to exclude Sempra’s partial
divestment of its Global Commodities division, which occurred in 2008. In general, regressions should
exclude one-time events that are not likely to recur. By including this one-time event in its regression,
Sempra’s forecast implicitly assumes that similar divestitures of its unregulated subsidiaries will

248
249

SDG&E Response to UCAN DR-40 Q7 (emphasis added). See Attachment 7-C.

Sempra Energy 2010 10-K Annual Report. See Attachment 7-E.

20 «5DG&E has fully recovered the capital investment through December 31, 2003 in SONGS and earns a return only on
subsequent capital additions, including SDG&E’s share of costs associated with the steam generator replacement project,
which is currently in progress.” Sempra Energy 2010 10-K Annual Report. See Attachment 7-E.
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continue into the future and that the allocation of Corporate Center costs to the (smaller set of)
unregulated subsidiaries should correspondingly decline. This overstates the allocation of Corporate
Center costs to SDG&E and SoCalGas.

When Sempra partially divested its Global Commodities business, it removed all revenues, expenses,
and plant assets associated with this business from its balance sheet, treating the remaining

investment as an equity investment.?!

This markedly decreased the multi-factor allocation to Sempra’s
unregulated subsidiaries in 2009 (which is based on 2008 data) compared with 2008 (which is based on

2007 data). This is made more explicit in the following data request and response:*>*

Question: Please explain the reason for the large decline in the unregulated multifactor
percentage between 2008 and 2009 in operating revenues, operating expenses, and
employees. Also indicate whether SDG&E believes that such a decline has recurred in 2011
and/or will recur in 2012.

SDG&E's Response: The primary reason is the partial sale of the Commodities business unit, as
described in the response to Question 2(d) above.

Also, as stated in the response to UCAN-24, Question 16, no further divestitures are known at
this time.

Sempra’s regression analysis implicitly assumes that divestitures of this magnitude will continue
through 2012. However, far from embarking on further large divestitures, Sempra has recently made
fairly substantial equity investments that are not captured in its regression. For example, on January
19, 2011, Sempra announced the acquisition, for $875 million, of additional stakes in Chilquinta Energia
and Luz del Sur.?*® Inclusion of the revenues, earnings, gross plant and FTE associated with these two
utilities would increase the multi-factor allocation to Sempra’s unregulated subsidiaries.

UCAN requested that Sempra recalculate the regression assuming that Commodities had not been sold,
but SDG&E declined to do so, stating, “In 2007, the Commodities share of the Multi-Factor was 10.33%,
and in 2008 after the sale to RBS it was 1.26%. The difference impacted all the other Sempra business
units generally in proportion to their Multi-Factor share. Because it is neither relevant to nor
performed by Sempra Energy as of 2008, any alternate calculation of this factor has not been

prepared.”*

A clear indication that the divestiture of the Commodities division should not be included in the
forecast is that the 2011 forecast (which is based on 2010 data) misses the mark. Sempra forecasted a
drop in the allocation percentage to its unregulated subsidiaries from 20.05% to 18.72%,”** as if the
allocation reduction associated with the divestiture of the Commodities division three years prior

ZLuonce Sempra Energy sold more than half of its ownership interest to RBS, the RBS Sempra Commaodities business was
treated as an equity investment, so other than the first quarter of 2008, there were no revenues, operating expenses, plant
assets of FTEs associated with the Commodities business unit.” SDG&E Response to UCAN DR-40 Q6. See Attachment 7-F.
2 DG&E Response to UCAN DR-40 Q9. See Attachment 7-G.

253 press Release, “Sempra Energy unit to acquire AEl’s stake in South American utilities,” January 19, 2011, which can be
found at http://public.sempra.com/newsreleases/viewPR.cfm?PR_1D=2569&Co_Short Nm=SE. See Attachment 7-H.

% SDG&E Response to UCAN DR-40 Q2(d). See Attachment 7-1.

Revised Prepared Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-7.
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would somehow continue to reduce the going-forward allocations. In fact, in response to a UCAN
request Sempra calculated the actual 2011 allocation to its unregulated subsidiaries, based on 2010
year-end data, and found it to be the same as it was in the previous year, 20.05%**® because that one-
time divestiture in 2008 was not repeated in 2010. This is shown in Table 50 below. This table and the
figure below also demonstrate that the allocation percentages were fairly constant between 2006 and
2008, that 2009 was a transition year in which Sempra divested its Commodities divisions, and that the
allocation percentages have remained constant in 2010 and 2011 (again, based on 2009 and 2010
data). This is consistent with the treatment of the divestiture as a one-time event that should be

excluded for forecast periods.

Table 50. Historical Multi-Factor Allocation Percentages versus 2011 Forecast

Actual Allocation Forecast Allocation
Allocation Year 2006 2007 2008 2009 2010 2011 2011 (SDG&E)*’
Data from Year 2005 2006 2007 2008 2009 2010 Regression-based
Regulated Utilities
SDG&E 31.88% 34.30% 33.76% 36.52% 38.86% 38.26% 39.92%
SCG 41.19% 40.09% 39.68% 42.07% 41.09% 41.70% 41.36%
Total Reg. 73.07% 74.39% 73.44% 78.59% 79.95% 79.96% 81.28%
Unregulated Subsidiaries
Total Unreg. 26.93% 25.60% 26.55% 21.41% 20.05% 20.05% 18.72%
Total 100% 100% 100% 100% 100% 100% 100%
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Figure 19: Allocation of Corporate Costs to Sempra's Unregulated Subsidiaries

U
L4

Prior to the Divestment

One-Time Decline Due to the Divestment

20060 2007

20080

2009 20108 20118

26 See SDG&E Response to UCAN DR-24 Q19(b) and Attachments. See Attachment 7-J.
%7 Revised Prepared Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-7.
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Accordingly, the Commission should reject Sempra’s proposal to use a regression that overly weights
the one-time divestiture of Sempra Commaodities and should, instead, use the same allocation
percentages observed in 2011, which are also nearly the same as those observed in 2010. Using 2010
data results in a conservative estimate of the SDG&E and SoCalGas allocations given Sempra’s
acquisitions in 2011, which will increase the revenue, expenses, net plant and FTEs (and therefore, the
multi-factor allocation) associated with its unregulated subsidiaries.

Table 51 provides the historical allocation data correcting for inclusion of DWR revenues and the
treatment of SONGS consistent with Sempra’s treatment of equity investments. As shown in the table,
UCAN recommends that the 2011 actual data be used as the projected allocations for 2012.

Table 51. Historical Multi-Factor Allocation Percentages and UCAN’s Forecast

Historical Projection
2006 2007 2008 2009 2010 2011 2012
SDG&E  28.87% 31.49% 31.28% 33.73% 35.88% 35.24% 35.24%
SCG 42.98% 40.16% 39.52% 41.95% 41.11% 40.85% 40.85%
REGULATED  71.85% 71.65% 70.80% 75.67% 76.99% 76.09% 76.09%
UNREGULATED  28.15% 28.35% 29.20% 24.33% 23.01% 23.91% 23.91%
TOTAL 100.00%  100.00% 100.00% 100.00% 100.00%  100.00% 100.00%

D. SUMMARY OF PROPOSALS
The allocation proposals of Sempra, DRA, and UCAN are summarized in Table 52. The primary
difference between DRA’s and UCAN’s proposals is that DRA incorporates the trending methodology
proposed by Sempra, whereas UCAN uses the 2011 allocation for the 2012 proposal.

Table 52: Proposals for Allocating Corporate Center Costs to Affiliates

2010 2011 2012

Sempra Proposal®*®

SDG&E 38.86% 39.92% 41.54%
SoCalGas 41.08% 41.36% 41.52%
Global/Retained 20.05% 18.72% 16.94%
DRA Proposal®®

SDG&E 36.99% 39.79%
SoCalGas 40.28% 40.33%
Global/Retained 22.73% 19.88%
UCAN Proposal

SDG&E 35.88% 35.24% 35.24%
SoCalGas 41.11% 40.85% 40.85%
Global/Retained 23.01% 23.91% 23.91%

238 Revised Prepared Direct Testimony of Bruce A. Folkmann, SDG&E Exhibit 23-R, December 2010, p. BAF-7.

29 DRA Report on the Results of Examination, DRA Exhibit 50, September 1, 2011, p. 50-13.
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To estimate the revenue requirement impact of this proposal, UCAN built off of DRA’s revenue
adjustment. DRA estimated that its revision to the multi-factor allocation method, which would
decrease the allocation to SDG&E by 1.75 percentage points and to SoCalGas by 1.19 percentage
points,”® would decrease the allocation to SDG&E by $1.8 million and to SoCalGas by $1.0 million.?®*
Using this logic, UCAN estimates that its proposal (which would reduce the allocation to SDG&E by 6.3
percentage points and to SoCalGas by 0.67 percentage points) would decrease the allocation to SDG&E
by $6.7 million and to SoCalGas by $0.6 million.?®” In order to verify this directly, Sempra should include
a variable for the multi-factor allocation as a user-option in its results of operation model such that any
proposed changes to the multi-factor calculation flow through appropriately to all cost allocations that
rely on this factor.
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SDG&E: 41.54-39.79 = 1.75; SoCalGas: 41.52-40.33=1.19
DRA Exhibit 50, p. 50-12.
$6.7 million = $1.85 million * 6.30/1.75; $0.6 million = $0.98 million * 0.67/1.19.
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VIIl. SDG&E’S EXTERNAL AFFAIRS AND REGIONAL PUBLIC AFFAIRS

DEPARTMENTS PRIMARILY BENEFIT SHAREHOLDERS

SDG&E has requested $2.582 million®®® (in 2009 dollars) for its External Affairs department, and DRA
has not objected to this request. SDG&E has also requested $1.483 million (in 2009 dollars) for its
Regional Public Affairs Department. DRA recommends a revenue amount of $1.006 million for this
department based on adjusting recorded costs in 2010 for the costs associated with a new Public
Affairs manager.?®* For reasons discussed in this chapter, UCAN recommends zero ($0) funding for the
Vice President of External Affairs, zero ($0) funding for Community Relations, $597,000 for Media &
Employee Communications (Communications), $184,000 for Media & Employee Communications
(Internal Communications), and zero (50) funding for Regional Public Affairs. These recommendations
are summarized in Table 53.

Table 53: External Affairs and Regional Public Affairs, Total O&M Costs?®® (2009 dollars)

SDG&E DRA UCAN
External Affairs
VP External Affairs $682,000 $682,000 SO
Media & Employee Communications
(Communications) $807,000 $807,000 $597,000
Media & Employee Communications
(Internal Communications) $263,000 $263,000 $184,000
Community Relations $527,000 $527,000 SO
Regional Public Affairs $1,483,000 $1,006,000 SO

A. COMMUNITY RELATIONS AND REGIONAL PUBLIC AFFAIRS
UCAN recommends zero ($0) funding for Community Relations within the External Affairs department
(Shared Services). UCAN also recommends zero (S0) funding for the Regional Public Affairs department.
This is an appropriate recommendation in light of the historical context for these operations.

Most notably, in D.08-07-046, the Commission put SDG&E on notice about costs for public affairs and
outreach after DRA proposed a disallowance of certain public affairs costs. The Commission did not
adopt DRA’s proposed disallowance but did conclude the following:

283 Testimony of Cheryl A. Shepherd, Exh. 29, p. CAS-4 and CAS-5.
254 DRA Exhibit 10, p. 43
SDG&E Workpapers, SDG&E-29-WP, pp. 3, 15, 24, and 33.
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[W]e 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 a part of the documentation for the next

GRC if the companies wish to receive 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[] enhancemetit (Emphasis added.)

However, contrary to meeting a raised bar for customer benefit, SDG&E continues to request funding
for the Regional Public Affairs department and for parts of the External Affairs department to engage in
activities in support of lobbying and corporate image enhancement. For example, the responsibilities of
the five Regional Public Affairs managers 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.?’
Other examples are detailed in the Testimony of Michael Shames on behalf of UCAN.

Similarly, the Community Relations cost center within External Affairs engages in numerous events that
appear to support Sempra Energy and that do not demonstrate “genuine customer benefit” so much as
“corporate image enhancement.” For example, events from 2009 include “SD Regional Chamber
Installation Dinner,” “San Diego Taxpayers Leadership Event,” “Midway Museum Gala,” “San Diego
Lawyers Club Gala Dinner,” and “San Diego Symphony’s Tux & Tennis Gala.”*®®

The degree to which these activities are geared to corporate image enhancement is clearly revealed in
the documentation provided in SDG&E’s workpapers, which explicitly notes the business unit that
SDG&E hopes to “position” via its participation in the event. “Positioning” benefits shareholders, not
ratepayers. Incidentally, many of these events are listed as positioned for Sempra Energy, not
SDG&E.?* Indeed, the key activities of this department include promoting volunteerism, managing
utility charitable contributions, and memberships in business and non-profit organizations (Figure
20).270 These activities, though laudable, do not promote the provision of safe, reliable, low-cost
electricity. These activities are clearly activities that provide a corporate image benefit.
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D.08-07-046, p. 74.
SDG&E Response to UCAN DR-1 Q44. See Attachment 8-A.

268 SDG&E Workpapers, SDG&E-29-WP, pp. 41-118.
2
&9 SDG&E Workpapers, SDG&E-29-WP, pp. 50-61.
270
SDG&E Workpapers, SDG&E-29-WP, p. 32.
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Figure 20: SDG&E Description of the Community Relations Cost Center?’*

Area: EXTERNAL AFFAIRS & LEGAL

Witness: Shepherd, Cheryl A

Category: A. External Affairs

Category-Sub 3. Community Relations - San Diego

Cost Center: 2100-4009.000 - Community Relations - SD

Activity Description:

Community Relations is the liaison between the Company and the local communities and is
responsible for managing company policies, increase employee engagement and volunteerism
in the community, utility charitable contributions, memberships in business and non-profit
organizations and support for diverse, low-income and hard to reach communities. The
charitable activity requires the coordination, accounting and tracking of all grants in a
centralized grant tracking system to ensure compliance with state and federal laws and tax
requirements. Community Relations also manages the Community Advisory Council which is
made up of a diverse group of community leaders and stakeholders that meet regularly with
SDG&E'’s leadership to provide input and feedback on energy issues in the community.

Forecast Methodology:

Labor - Zero-Based
These costs are associated with functions/activities transferred from Corporate Center to the
utilities.

Non-Labor - Zero-Based
These costs are associated with functions/activities transferred from Corporate Center to the
utilities.

NSE - Zero-Based
Non standard escalation is not applicable to this cost center.

In D.08-07-046, the Commission put SDG&E on notice that ratepayers would not be asked to fund such
activities in this rate case cycle. Accordingly, UCAN recommends zero (S0) funding for the Regional
Public Affairs department and for the Community Relations cost center within External Affairs.

Prior to arriving at this recommendation, UCAN sought to evaluate how much of these departments’
activities are for ratepayer benefit in order to develop a partial funding recommendation. UCAN sought
from SDG&E records related to it public affairs outreach efforts that would be responsive to the
direction SDG&E received in its prior GRC and that would enable such an assessment. In response,
SDG&E 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.?’? As such, there is
no mechanism in place to identify how much of this revenue requirement request would fund lobbying
and marketing activities. SDG&E did provide records in its workpapers for its Community Relations cost

27 SDG&E Workpapers, SDG&E-29-WP, p. 32.

272 «The detailed documentation does not exist. Recorded and forecast costs are not broken out by the detailed activities
described in [the] testimony. The direct testimony of Scott Furgerson outlines the tasks that Regional Public Affairs (RPA)
typically performs. Time spent on any single element can vary from day-to-day and year-to-year.” Response of SDG&E to
UCAN DR-28 Q18 (see Attachment 8-C) and UCAN DR-1 Q48 (see Attachment 8-D)..

80



center.m

These records indicate numerous activities of corporate benefit, such as the events noted
above, but do not provide any sort of time or cost tracking to enable a calculation of how the overall

department activities are apportioned between ratepayer and shareholder benefit.

Given that SDG&E cannot provide contemporaneous records that would show how Public Affairs and
Community Relations costs have historically been allocated between shareholder and ratepayer
concerns, there is no means to assure that ratepayer funding of these departments would be used for
shareholder benefit. In addition, there are no auditable procedures to ensure that shareholder
activities are not funded by ratepayer dollars. SDG&E did not meet the burden of proof established by
the Commission in SDG&E’s last rate case for showing substantive ratepayer benefit from these
departments, and the company did not seek any modification of D.08-07-046. Therefore, UCAN
recommends no ratepayer funding for the Regional Public Affairs department, and no ratepayer
funding for the Community Relations cost center. UCAN also recommends that SDG&E be required to
institute such procedures prior to receiving funding for these departments.

UCAN notes that not only has SDG&E not complied with the Commission's directive, but it seems to
flout the directive. For example, Mr. Furgerson in his testimony indicated that SDG&E would be adding
two Public Affairs managers to “address mounting Environmental regulations, increased customer
outreach activities in relation to fire preparedness, customer education, and permitting requirements

dictating further interface with local and state agencies.”*”*

However, Mr. Furgerson’s workpapers
show that one Public Affairs staff was added in 2010 and that no additional hires are planned for
2012.”® Moreover, the reason that SDG&E gave for hiring this additional manager was not increased
workload, but the split of the Public Affairs Departments between SDG&E and SoCalGas.*’®

should not be required to fund additional positions that arise merely because of SDG&E’s

Ratepayers

reorganization. Reorganizations should result in increased efficiencies, not the opposite. Accordingly,
SDG&E should receive no funding for this position regardless of the Commission’s decision with regard
to overall department funding.

B. OTHER EXTERNAL AFFAIRS DEPARTMENTS
Sempra completed a corporate reorganization in 2010 that moved many corporate activities into the
utilities. The difficulty of analyzing SDG&E’s External Affairs request is compounded by this
reorganization, since there is no historical cost data to use to evaluate the reasonableness of many of
these costs. Other factors also contribute to the difficulty in analyzing which activities should be funded
by shareholders or by ratepayers: many of these functions were previously conducted at the corporate
level; these departments intermingle ratepayer and shareholder activities; and the “responsibilities to
» 277

Corporate and SDGE [of many of these departments] are still under development. In many cases,
UCAN has given SDG&E the benefit of the doubt and has not adjusted SDG&E’s revenue request.

273 Testimony of Cheryl A. Shepherd, Exh. 29, p. CAS-10, fn. 1.

7% SDG&E Exhibit 5, Scott P. Furgerson, SPF-32. See Attachment 8-E.
Workpapers to SDG&E Exhibit 5, Scott P. Furgerson (revised), pp. 60-61.
SDG&E Response to UCAN DR-28 Q21 (c). See Attachment 8-B.

SDG&E Workpapers, SDG&E-29-WP, p. 17.

275
276
277

81



However, UCAN has also identified specific requests for which ratepayer funding would be wholly
inappropriate. These requests are discussed below.

i. VP OF EXTERNAL AFFAIRS
SDG&E requested $682,000 for a VP of External Affairs, and DRA did not object to this request. UCAN
recommends zero (S0) funding for this position because this is a new position that has become

278

necessary due to Sempra’s reorganization.”’* Ratepayers should not bear the costs associated with

inefficiencies that result from reorganization.

In addition, SDG&E has not provided historical cost information by which to judge the reasonableness
of the funding level. UCAN evaluated SDG&E’s prior GRC application to identify positions that might
have overlapped with the responsibilities of the proposed VP of External Affairs and identified a
request for partial funding for a VP of Government Affairs to oversee the external affairs division that
existed at that time. SDG&E requested just $77,000 for this position, since the VP of Government
Affairs spent 90% of its time on shareholder activities, with just one-tenth of the funding request

279 SDG&E has not explained what additional responsibilities are being

allocated to the two utilities.
asked of the VP of External Affairs that would provide ratepayer benefit to justify an increase from

$77,000 to SDG&E and SoCalGas combined to $682,000 to SDG&E alone.

Moreover, SDG&E acknowledges that the duties of this office and the overlap associated with
corporate functions remain unclear:**°

Because this is a new SDGE organization the responsibilities to Corporate and SDGE are still
under development. The allocation was based on the VP’s own estimate of services to
Corporate. This estimate will be reevaluated in the Fall and adjusted if needed based on actual
services provided. The VP office will maintain a data base of services provided in order to
evaluate future allocations based on historical data.

Notably, SDG&E is acknowledging that ratepayer funding may be used for services to Corporate but is
not recommending a true-up of funding in 2012 if it turns out that corporate activities require a larger-
than-anticipated share of funding. Funding of shareholder activities should not be borne by ratepayers
as the responsibilities of this office evolve.

ii. MEDIA AND EMPLOYEE COMMUNICATIONS
SDG&E has requested $807,000 for Media and Employee Communications (Communications). DRA did
not object to this request.

It is particularly difficult to assess this request because SDG&E has not provided historical cost data for
comparison. At the very least, the Commission should deny funding for the additional positions to be
created to “manage the increasing number of issues with multiple channels of communication needed
to cover an increasingly complex industry (i.e., solar, renewables, disaster preparedness, energy

78 Testimony of Cheryl A. Shepherd, Exh. 29, p. CAS-8.
27 Testimony of Monica P. Haas, Exh. SDG&E/SCG-17, December 2006, MPH - 59. See Attachment 8-F.
% SDG&E Workpapers, SDG&E-29-WP, p. 17.
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efficiency, distributed generation, changing rate structures, new laws and regulations).”*®' Despite
SDG&E’s claims, new channels of media (e.g., social media) have existed for years, and these media
provide SDG&E an opportunity to reduce the costs of its communications. Similarly, the complexity of
the electric industry does not necessitate new funding, particularly since SDG&E has requested funding
for communications and outreach in proceedings that address some of these complexities, such as
SDG&E’s $28 million request for Outreach & Education funding in its dynamic pricing application.?*
This and other related matters are more fully explored in the Testimony of Michael Shames on behalf
of UCAN. Accordingly, SDG&E’s shared services request for Media & Employee Communications
(Communications) should be reduced by $210,000.%*

In addition, SDG&E requested funding of $263,000 for Internal Communications within the Media &
Employee Communications group. DRA did not oppose this request. However, UCAN remains
concerned about the allocation between SDG&E and the corporate center. SDG&E recommends
allocating 15% of Media & Employee Communications costs to corporate. However, SDG&E
acknowledges that these allocations may not reflect the division of work that will be performed:

Because this is a new SDGE organization, the responsibilities to Corporate and SDGE are still
under development. The allocation was based on the VP’s own estimate of services to Corporate.
This estimate will be reevaluated in the Fall and adjusted if necessary based on actual services
provided. The VP office will maintain a data base of services provided in order to evaluate future
allocations based on historical data.?**

Given the uncertainty associated with the responsibilities of these offices and the extent to which
corporate work will be performed, SDG&E’s request should be reduced by 30% to reduce the potential
for ratepayer funding of shareholder activities. This results in a revenue requirement of $184,000.

The same issues discussed herein apply also to Community Relations cost center. If the Commission
does not adopt UCAN’s request to eliminate ratepayer funding for this cost center, at minimum the
Commission should deny funding for an additional position ($125,000 reduction), since SDG&E has not
justified the need for the position. In addition, the Commission should reduce the remaining revenue
requirement by 30% to reduce the amount of ratepayer funding of shareholder activities. This would
result in a revenue requirement of $281,400.
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SDG&E Workpapers, SDG&E-29-WP, p. 7.
A. 10-07-009, SDG&E-01, JSV-14 —JSV-15.
SDG&E Workpapers, SDG&E-29-WP, p. 7.
SDG&E Workpapers, SDG&E-29-WP, p. 26.
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