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Decision 98-12-038  December 17, 1998

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of San Diego Gas & Electric Company (SDG&E) for Authority to Implement a Distribution Performance-Based Ratemaking Mechanism (U 902-M).


Application 98-01-014

(Filed January 16, 1998)

INTERIM OPINION REGARDING

SAN DIEGO GAS & ELECTRIC COMPANY’S

DISTRIBUTION PERFORMANCE-BASED RATEMAKING MECHANISM

Summary

In this decision, we consider the cost of service issues addressed by an all-party settlement as the starting point for the San Diego Gas & Electric Company (SDG&E)  proposed distribution performance-based ratemaking (PBR) mechanism.  We adopt the settlement agreement proposed by SDG&E, the Office of Ratepayer Advocates (ORA), the Utility Consumers’ Action Network (UCAN), and the Federal Executive Agencies (FEA).  This agreement is an all-party settlement and resolves all issues raised in connection with the requested base rate revenue requirement.  All dollar amounts expressed in the settlement are in 1996 dollars unless otherwise noted.  Parties agree on an escalation methodology and will update these expense amounts to 1999 dollars but will not exceed the total revenue requirement contained in the settlement agreement.  The settlement agreement is attached as Attachment 1 to this order.  Issues regarding the distribution PBR mechanism itself, including design and performance indicators, are not addressed in the settlement and will be considered in a forthcoming decision.

Including expected Demand-side Management shareholder incentives and compared to revenues at present rates, the settlement results in a requested decrease of $14,210,000 in the electric department operating revenue (2.46% decrease as a system average rate change as opposed to SDG&E’s requested 8.05% increase) and an increase of $3,894,000 for the gas department operating revenue (1.97% increase on a system average basis compared to SDG&E’s requested 15.24% increase.)  The effect for combined departments is a $10,316,000 decrease, (1.33% decrease on a system average basis compared to SDG&E’s proposed 9.84% increase).  The revenue requirements developed from adopting the settlement agreement are used as the starting point for the distribution PBR mechanism that will be considered in forthcoming decisions.  While parties agreed on an expenditure level for tree trimming expenses, parties also recommend that all tree trimming costs, less brush management and other non-tree trimming costs, be subject to a one-way balancing account.

Procedural History

In Decision (D.) 97-12-041, we ordered SDG&E to file a cost of service study in order to set the initial rates for its distribution PBR mechanism.  On January 6, 1998, SDG&E filed Application (A.) 98-01-014 to request authority to establish a new authorized level for electric distribution and gas base rate revenues based upon its 1999 cost of service study.  ORA and UCAN filed timely protests, to which SDG&E filed a reply.  SDG&E, ORA, and UCAN (jointly for UCAN, the Natural Resources Defense Council (NRDC), Enron, FEA, and City of San Diego) filed prehearing conference statements.

On January 1, 1998, Senate Bill (SB) 960 became effective, which established various procedures for our proceedings.  These rules are delineated in Public Utilities (PU) Code (( 1701, et seq. and Article 2.5 of our Rules of Practice and Procedure.  In accordance with the SB 960 rules, this proceeding has been categorized as ratesetting (ALJ 176-2986, as noticed in the Daily Calendar of February 6, 1998).

After a March 17 prehearing conference at which both Assigned Commissioner Neeper and Assigned Administrative Law Judge (ALJ) Minkin were present, Commissioner Neeper issued a scoping memo which designated ALJ Minkin as the principal hearing officer for this proceeding.  The scoping memo set forth the issues to be included in this proceeding and established a procedural schedule, under which the Commission would issue a final decision in this proceeding by March 1999, or in no event later than 18 months from the date of filing of the application, pursuant to SB 960, Section 13.  Commissioner Neeper also encouraged parties to meet and confer on an informal basis in an attempt to resolve issues.

At the request of parties, the scoping memo was amended to revise the procedural schedule and set a second prehearing conference on August 10.  ORA and UCAN submitted reviews of SDG&E’s 1999 cost of service study on July 3, and SDG&E submitted rebuttal testimony on July 31, 1998.  Informal discussions among the parties led to two technical workshops held in San Francisco on August 5 and 17.  A formal settlement conference was noticed on August 18, in conformance with Rule 51, and held on August 27.  SDG&E, ORA, UCAN and FEA filed and served the Joint Motion for Adoption of Settlement Agreement on August 28, 1998.  SDG&E, CAUSE and the City of San Diego filed comments on a timely basis.  No party filed reply comments.  On September 25, settling parties filed a joint response to several questions propounded by the assigned ALJ.  No evidentiary hearings have been held on the issues considered in this decision.

Background

The purpose of the cost of service study is to determine the revenue requirements and corresponding rates to be used as a starting point for the distribution PBR mechanism.  The cost of service study is similar in form to what SDG&E would have filed in a general rate case, but its scope is limited to electric distribution and gas supply, storage, transmission, and distribution costs.  As updated by its errata filing of June 4, SDG&E requested a $45.8 million increase in electric distribution revenue requirements, an 8.05 % increase and a $28.9 million increase for gas department revenue requirements, a 15.2% increase.

In contrast, ORA recommended a decrease of $63.9 million or -11.1% for electric distribution and an increase of $11.4 million or 6.1% for the gas department (Exhibit 37).  ORA filed a separate report reviewing SDG&E’s cost of service study in detail, although its review was not as thorough as that conducted for traditional energy general rate cases, due to staffing constraints and the abbreviated schedule of this proceeding as compared to a GRC proceeding.

UCAN also reviewed SDG&E’s cost of service report and made several recommendations, including a $21.3 million decrease in electric distribution expenditures and a $1 million increase in gas expenditures.

The Proposed Settlement

In comparison to SDG&E’s requested combined revenues of $833,229,000, the settlement recommends a total operating revenue of $764,781,000 for the combined electric and gas departments including miscellaneous revenues.  Including expected Demand-side Management shareholder incentives and compared to revenues at present rates, the settlement results in a requested decrease of $14,210,000 in the electric department (2.46% decrease as a system average rate change) and an increase of $3,894,000 for the gas department (1.97% increase on a system average basis).  The effect for the combined departments is a $10,316,000 decrease, (1.33% decrease on a system average basis).  Attachment 2 details how the proposed settlement compares to SDG&E’s request.

We highlight certain important recommendations contained in the settlement agreement.  First, while parties agreed on an expenditure level for tree trimming expenses for 1999, they were unable to agree on a recommended expenditure level for 2000 - 2002.  Parties, therefore, recommend that all tree trimming costs less brush management and other non-tree trimming costs be subject to a one-way balancing account.  Therefore, to the extent SDG&E incurs less than $30.2 million (in 1999 dollars) in tree trimming expenditures, these amounts will be credited to the Transition Cost Balancing Account (TCBA) on an annual basis.  After transition cost recovery through the TCBA is complete, any under expenditures will be refunded to customers on an annual basis.  Tree trimming costs will not be subject to the PBR sharing mechanism.  For the duration of the adopted PBR period, revenues and incurred expenses for tree trimming will be removed from recorded base rate revenue expenses before SDG&E calculates its actual earned rate of return for revenue sharing purposes.

SDG&E divides its tree trimming plan into two different areas that are governed by separate state regulations.  In one area, tree trimming is governed by § 4293 of the California Code of Public Resources.  These areas are known as California Department of Forestry (CDF) areas.  Tree trimming in the remaining areas is governed by the Commission’s General Order 95, Rule 35.  These areas are known as non-CDF areas.

SDG&E’s cost estimates are based on an inventory level of approximately 440,000 trees, 54% of which are designated as “fast-growers.”  SDG&E has committed to developing improved information tracking and inventory maintenance of its tree inventory, which SDG&E expects will be in place by the end of September 1999.  At that time, should SDG&E find that it overestimated its initial costs, it will credit an appropriate amount (based on agreed-upon methodology) through an annual adjustment to the TCBA.  SDG&E has agreed to submit a separate report on these findings by March 31, 2000.

Parties have agreed that the following objectives are appropriate for SDG&E’s tree trimming activities in the 1999-2002 time period:

·   SDG&E will ensure safe and reliable delivery of electricity.

·   SDG&E will comply with all current rules and regulations pertaining to tree maintenance.


·   SDG&E will seek to reduce its tree-trimming costs by 50%.

·   SDG&E will seek community input to its tree maintenance program and procedures.

·   SDG&E will promote use of cost-effective techniques identified in a cost/benefit study, addressing potential alternatives to tree trimming maintenance activities.


·   SDG&E will seek to establish an average trim cycle of no less than 12 months for fast-growing species.


In order to accomplish these objectives, parties have agreed to an action plan.  First, SDG&E will submit an annual progress report on March 31 of each year, covering the previous calendar year.  Second, SDG&E will conduct a cost/benefit study addressing potential alternatives to tree trimming maintenance activities.  This report will be issued by March 31, 2000.  Parties agree that communities and individuals must have the opportunity to learn about SDG&E’s policies for tree trimming, removal, and/or undergrounding.  SDG&E will focus its initial tree removal/replacement activities in CDF and non-CDF areas with a high probability of positive outcomes.  SDG&E agrees to implement an outreach program for those communities impacted in non-CDF territory.  Finally, the parties agree to support an SDG&E request that the Commission terminate the balancing account treatment of tree maintenance costs at the time SDG&E is able to achieve and document a 50% reduction from its 1999 adjusted maintenance budget.

In addition, parties agree that SDG&E will not seek recovery of direct access Operations & Maintenance (O&M) costs of $5,718,595 (in 1996 dollars) in this application.  Parties also agree that $13.8 million of direct access-related rate base additions will not be recovered in this proceeding.  Instead, SDG&E will seek recovery of these expenses and rate base additions through A.98-05-006, which is the proceeding addressing restructuring implementation costs under PU Code ( 376.  Parties request that if SDG&E is not granted recovery in this forum, SDG&E should be allowed to record these costs in a newly established memorandum account and be able to seek the recorded and forecasted expenditures through a separate application.

In comments on the settlement agreement, SDG&E clarifies that it will not book any costs attributable to senior executive retirement plans or executive bonuses above the line for the purposes of earning sharing during the period 1999 - 2002.  If such expense are incurred, SDG&E will remove those recorded dollars from its recorded base rate revenue expenses before calculating its actual earned rate of return for revenue sharing purposes.

The ALJ asked parties to provide an exhibit reflecting updated O&M expenses in 1999 dollars based on the updated escalation factors contained in Exhibit 28.  (See Attachment 3.)  When the updated labor and non-labor escalation factors were applied on a specific labor and non-labor basis to each O&M account category, the non-labor amount was slightly lower than the settlement amount and the labor amount was greater.  This discrepancy results in a net higher combined escalation figure; however, settling parties recommend that the total revenue requirement contained in the settlement agreement should not be increased.  Settling parties propose that the labor and non-labor numbers contained in the settlement agreement be used.

Discussion

This is an “uncontested settlement” as defined in Rule 51(f), i.e., a settlement that “…is not contested by any party to the proceeding within the comment period after service of the stipulation or settlement on all parties to the proceeding.”  Rule 51(e) requires that settlement agreements be reasonable in light of the whole record, consistent with law, and in the public interest.

D.92-12-019 dealt with a settlement of SDG&E 1993 General Rate Case.  In that decision, the Commission outlined four criteria that must be satisfied in order for the Commission to approve an all-party settlement.  The proposed settlement must specify:

“a.  that it commands the unanimous sponsorship of all active parties to the instant proceeding;


“b.
that the sponsoring parties are fairly reflective of the affected interests;


“c.
that no term of the settlement contravenes statutory provisions or prior commission decisions; …and


“d.
that the settlement conveys to the Commission sufficient information to discharge our future regulatory obligations with respect to the parties and their interests.”  (D.92-12-019, 46 CPUC2d 538, 500-551 (1992).)

We are satisfied that the proposed settlement commands the sponsorship of all active parties sponsoring testimony on cost of service issues.
  The sponsoring parties reflect a broad spectrum of affected interests.  ORA represents ratepayers in general, while UCAN represents residential and small commercial ratepayers in particular.  Large customers and governmental interests are represented by FEA, and SDG&E is obviously considering the impact of the settlement on its shareholders.

The settlement is reasonable in light of the whole record and does not contravene any statute or prior Commission decision.  We note that D.97-08-056 prohibits reallocation of fixed administrative and general (A&G) expenses during the two-year term of contracts entered into under Section 363.  (D.97-08-056, mimeo., at pp. 23 - 24.)  We will not reject the settlement on this issue, because there will be a corresponding reduction in the authorized revenue requirement, and a reduction in the electric distribution rate should SDG&E is able to recover any of these costs through a maintenance contract, as D.97-08-056 anticipated.  In addition, settlements do not set precedent.  We put parties on notice that settlements which contravene prior decisions will not be approved.

SDG&E submitted extensive testimony and workpapers supporting its recommended revenue requirement increases.  Similarly, ORA and UCAN conducted thorough investigations and analysis of SDG&E’s request and developed their own recommendations.  Thus, the extensive testimony served by the settling parties provides sufficient information to the Commission to properly judge the reasonableness of the settlement and to discharge its future regulatory responsibilities.  Parties have included a comparison exhibit, pursuant to Rule 51.1(c), which allows us to compare original positions to the proposed settlement amounts.  The settlement is the result of the parties compromising and reaching agreement on their widely divergent positions, resulting in agreement on 1999 sales estimates, gas supply expenses, gas storage expenses, gas transmission expenses, gas distribution expenses, and electric distribution expenses, as well as customer accounting and collection expenses, customer service and information expenses, and administrative and general expense for the combined departments.  The settlement also develops a weighted average rate base for both the electric and gas departments, and the associated depreciation and amortization expense, and the corresponding tax calculations.

For purposes of electric distribution sales, the Commission will assume that the 1999 electric distribution sales amount should be the total sales amount stated in the settlement less the transmission sales amount of 824 gigawatt hours, as stated in SDG&E’s June 4, 1998 Errata, Table 13-A.

We are satisfied that this settlement is in the public interest.  The settlement is consistent with PU Code ( 454, which requires that rates be just and reasonable.  Had the cost of services issues been litigated on the electric side, for example, the Commission would have balanced the ratepayers’ and shareholders’ interests to determine whether an increase in electric distribution rates of 8.05% was justified as SDG&E proposed, whether a decrease of 9.5% was justified, as ORA proposed, or whether some other rate adjustment was appropriate.  We are satisfied that the 2.46% decrease on the electric side and 1.97% increase on the gas side represent a reasonable solution that avoids protracted, costly litigation.  We will adopt the escalation figures and revenue requirement contained in the settlement agreement.

Some explanation is in order regarding the change in electric distribution rates.  In D.96-12-077, following the directives of the Legislature in PU Code ( 368(a), we instituted a rate freeze on total electric rates at the June 10, 1996 levels, beginning January 1, 1997.  The rate freeze means that rates are frozen at the levels shown on the rate schedules in place as of June 10, 1996; however, within the level of the frozen rates the Commission retains the ability to adopt rate components that differ from those components in place as of June 10, 1996, subject to the firewall and proportional cost recovery required by PU Code ( 367(e) and the prohibition on cost shifting of PU Code ( 368(b).  (D.96-12-077, mimeo., at p. 8.)  Pursuant to the directives of PU Code ( 368(b), in D.97-08-056, we unbundled the rates of the major investor-owned electric utilities, including SDG&E.  Revenue requirements and their corresponding rates were separated into their components:  generation, distribution, transmission, public purpose, and nuclear decommissioning.  Any remaining revenues are then allocated to the competition transition charge (CTC).  This concept of applying residual revenues to transition cost recovery is known as headroom.  In this proceeding, we are developing a new electric distribution rate and a new gas transmission and distribution rate for SDG&E.  There is no rate freeze in place for gas.  While the total electric rate for SDG&E remains unchanged, the distribution component will now be decreased, which will result in increased headroom.

Comments on Draft Decision

SDG&E filed timely comments.  We have incorporated the suggested technical corrections in the body of the decision and attachments, as appropriate.

Findings of Fact

1. SDG&E, ORA, UCAN, and FEA filed a joint motion seeking Commission approval of a settlement resolving cost of service issues in this proceeding.

2. There is no known opposition to approving the settlement, and no need to hold a hearing on these issues.

3. The settlement satisfies the Commission criteria for an all-party settlement, as set forth in our Rules of Practice and Procedure and D.92-12-019.

4. All dollar amounts expressed in the settlement are in 1996 dollars unless otherwise noted.  Parties agree on an escalation methodology and have updated these expense amounts to 1999 dollars, subject to the ceiling of the proposed revenue requirement in the settlement agreement.

5. The total electric distribution sales amount should be the total sales amount stated in the settlement less the transmission sales amount of 824 gigawatt hours, as stated in SDG&E’s June 4, 1998 Errata, Table 13-A.

Conclusions of Law

1. The settlement is an “uncontested settlement” as defined in Rule 51(f).

2. The settlement is reasonable in light of the whole record, consistent with law, and in the public interest.

3. The settlement should be approved.

4. This order should be effective today, so that rate changes can be implemented on a timely basis.

INTERIM ORDER

IT IS ORDERED that:

1. The Joint Motion for Adoption of Settlement Agreement in San Diego Gas & Electric Company’s (SDG&E) Application 98-01-014 is granted.

2. The Settlement Agreement is attached to this decision as Attachment 1 and is adopted as reasonable in light of the whole record, consistent with the law, and in the public interest.

3. SDG&E is authorized to recover the amount of revenues set forth in the Settlement Agreement and associated attachments commencing January 1, 1999.  SDG&E shall file a compliance advice letter implementing all required tariff changes necessitated by this decision within 10 days of the effective date of this decision.  This advice letter shall include update expense amounts to 1999 dollars using the most current escalation numbers and methodology as agreed to by the parties.

This order is effective today.

Dated December 17, 1998, at San Francisco, California.







RICHARD A. BILAS







                          President

P.  GREGORY CONLON







JESSIE J. KNIGHT, JR.







HENRY M. DUQUE







JOSIAH L. NEEPER







                Commissioners

(See Formal Files for ATTACHMENTS 1, 2 and 3.)

�  In comments, California Alliance for Utility Safety and Education (CAUSE) agrees to and supports only Section III.C.6 (Tree Trimming) and takes no position on the remainder of the proposed settlement agreement.
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