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SUMMARY OF RECOMMENDATIONS

Introduction/Summary/Policy

Safety

SoCalGas and SDG&E respectfully request that the Commission approve their proposed,
updated revenue requirements of $2.937 billion and $2.203 billion, respectively for test
year (TY) 2019 in this General Rate Case (GRC). The Companies believe these funds
are needed to run our businesses safely; maintain and enhance system reliability; enable
diverse customer service capabilities and efficiencies; focus on reasonable rates and
continuous improvement; invest in our workforce; and lead in clean energy solutions.
The Commission should find that safety is deeply embedded in the culture at SoCalGas
and SDG&E.

In this first-ever risk-informed GRC, the Commission should find that SoCalGas and
SDG&E have presented their funding requests informed by their key top safety risks and
risk mitigation activities in accordance with Commission adopted requirements.

The Commission should approve the incremental investments SoCalGas and SDG&E
have proposed to mitigate these key top safety-related Risk Assessment Mitigation Phase
(RAMP) risks.

The CPUC has been focused on ensuring the utilities address safety risks for many years.
The Commission’s Interim Decision Adopting the Multi-Attribute Approach (Or Utility-
Equivalent Features) and Directing Utilities to Take Steps Toward a More Uniform Risk
Management Framework, Decision (D.)16-08-018 (Interim S-MAP Decision), adopted a
Safety and Enforcement Division (SED) recommendation to “cover the company’s
organizational structure as it relates to safety” and “safety culture” in their Risk
Assessment Mitigation Plan (RAMP) report.

Safety is deeply embedded in the culture at SoCalGas and SDG&E. It is this profound
belief in safety as a driver of decision-making that made integrating RAMP into our GRC
a natural outgrowth of the way in which we historically make decisions. SoCalGas and
SDG&E are committed to doing the right thing and doing it safety.

The Utilities have taken multiple, forward-thinking steps to address safety culture and
associated safety policies and practices and routinely take a proactive and leading role in
the Commission’s efforts to address a myriad of safety initiatives and risks.

Both the SoCalGas and SDG&E executive leadership teams and Boards have skills and
processes in place to monitor, evaluate, and oversee process and occupational safety.

In sum, the Companies’ multipronged approach to safety, whether at the Board level or
the front line, enshrines safety into the utility culture and drives its collective decision-
making.

RAMP and Risk Management Testimony Presentation

The Companies’ RAMP-related information in the TY 2019 GRC was presented in
accordance with Commission-adopted requirements.

The Commission should examine the Companies’ risk-informed GRC showing in light of
its risk-informed GRC framework, and disregard intervenor proposals that are
inconsistent with risk-informed funding decisions.
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RAMP-related information should be used to inform funding decisions in this
proceeding, as supported by ORA, and as required by the Commission.

Parties’ proposals that RAMP-related costs should be subject to additional conditions
(including one-way balancing, cost caps, or both) should be rejected because such
recommendations are unnecessary and incompatible with the Commission’s risk-
informed framework.

Fueling Our Future

The FOF program comes under the umbrella of continuous improvement activities, which
is embedded in the SoCalGas and SDG&E cultures. The costs associated with employees
who participate in continuous improvement projects should not be regarded as one-time
costs. The savings in TY 2019 should be adopted without any base year adjustment.

Gas Distribution

SoCalGas and SDG&E’s O&M and capital forecasts reflect a detailed and thorough
examination of the Gas Distribution area and represent a reasonable level of funding for
the activities and capital projects planned during this forecast period.

ORA’s recommended O&M and capital funding levels, primarily based on use of a last
recorded year (LRY) methodology, should be rejected as it is premised on a
misunderstanding of the Commission’s prior decisions, falls short in thoroughly
analyzing all the risk information, and, in some areas, did not provide enough supporting
data and rationale for its selected forecasting methodology.

SoCalGas and SDG&E do not oppose ORA’s recommendation to adopt actual recorded
2017 capital expenditures for many capital categories. Other O&M and capital funding
proposals from ORA, TURN, CFC and the Sierra Club/UCS are flawed and should be
rejected.

CUE’s recommendations for more funding for certain expense and capital areas of Gas
Distribution are only addressed in rebuttal and not addressed in this brief since CUE does
not contend that SoCalGas and SDG&E’s requested funding levels are not needed.

Gas System Integrity

ORA’s reliance on a 2016 adjusted-recorded forecasting methodology for SoCalGas does
not provide adequate funding to support the activities needed to mitigate SoCalGas’ key
safety risks and, therefore, SoCalGas’ forecasts should be approved without revision.
ORA recommended reductions to SDG&E’s funding request without evaluating how
such cuts would negatively impact specific RAMP efforts. Accordingly, ORA’s
proposed funding should be rejected and SDG&E’s forecasts should be adopted.
Although OSA emphasized the importance of implementing American Petroleum
Institute’s Recommended Practice 1173 (API RP 1173), its suggestion that the
Commission impose additional requirements and conditions upon the Companies’
implementation of this voluntary standard is unwarranted. The Companies have
demonstrated a strong commitment to implementation of this pipeline safety management
system, for which GRC funding has been requested. ORA’s recommended reductions
would also impact funding for API RP 1173’s implementation.
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Gas Transmission Operation

Key objectives of the SoCalGas and SDG&E Gas Transmission organizations are to
operate safely, achieve compliance with applicable legal and regulatory requirements,
and provide customers with reliable natural gas service at reasonable cost.

SoCalGas and SDG&E request approval of TY 2019 forecasts for O&M costs associated
with operating and maintaining the SoCalGas and SDG&E natural gas transmission
systems. No party disputed these forecasts and they should be adopted as reasonable.

Gas Transmission (Capital)

SoCalGas and SDG&E request the Commission to adopt forecasts for capital
expenditures in 2017, 2018, and 2019 in furtherance of promoting the safety and
reliability of delivering natural gas on its transmission system. Approval of the forecasts
in this testimony will further SoCalGas’ and SDG&E’s objectives of providing safe and
reliable delivery of natural gas to customers at a reasonable cost.

No party opposed SoCalGas’ forecast for the capital cost categories of New Construction
Pipeline, Pipeline Replacement, Cathodic Protection, and Measurement & Regulation
Stations. Therefore, SoCalGas requests that the Commission adopt these forecasts as
reasonable.

The Commission should authorize recovery of costs expended by SoCalGas in
conceiving, proposing, and following the Commission’s orders to commence in a CEQA
review in furtherance of the North-South Project (also known as the Southern Gas
System Reliability Project). The project was proposed by SoCalGas in order to fulfill its
obligation to maintain reliability of its natural gas system, and the majority of costs
incurred were at the explicit direction of the Commission. TURN/SCGC’s and ORA’s
arguments against authorizing recovery of these costs seek to re-litigate the issues
underlying the North-South Application, which is not at issue in this proceeding.
SoCalGas acted reasonably and prudently in incurring the costs and following the orders
of the Commission, and thus cost recovery should be authorized.

Gas Major Projects

The Major Projects and Construction organization manages major projects associated
with pipeline installation, replacement, and modernization, including valves, regulating
and metering stations and appurtenances, and other similar projects associated with
compressor stations, storage fields, and natural gas fueling stations.

No party opposed SoCalGas’ TY 2019 forecast of non-shared O&M expenses. SoCalGas
requests the Commission authorize the forecast for non-shared O&M costs.

SoCalGas requests approval of the forecast of capital expenditures relating to major gas
projects to support the SoCalGas system for 2017, 2018, and 2019. These forecasts are
comprised of the following capital projects: DOCC, Methane Monitors & Fiberoptic
Projects, and Pipeline Infrastructure Monitoring System (PIMS).

The DOCC will provide enhanced visibility into SoCalGas’ and SDG&E’s distribution
system resulting in more efficient management of the system operations and improved
ability to identify and respond to pressure abnormalities efficiently. Thus, SoCalGas
requests the Commission adopt its recommendation for the construction of the DOCC to
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strengthen the ability to prevent and manage risk identified in RAMP Chapter SCG-10
through the real-time monitoring and oversight of its gas distribution pipeline system.

Gas Engineering

SoCalGas requests approval of its TY 2019 forecast O&M and 2017 — 2019 capital
forecast.

Only ORA submitted testimony in response to SoCalGas’ non-shared services costs for
Gas Engineering and ORA did not oppose SoCalGas’ forecasted amount for TY 2019.
Therefore, SoCalGas requests that the Commission adopt SoCalGas’ Gas Engineering
O&M forecast as reasonable.

SoCalGas agreed to ORA’s recommended forecast and forecast method used for the last
two years (2016 and 2017) to forecast years 2018 and 2019. Since some Morongo-
related expenses are included in year 2016, SoCalGas agreed that its forecast for capital
budget workpapers 0617 should be adjusted to exclude these costs if the Morongo
Memorandum Account and the Morongo Balancing Account are authorized and created
to capture future expenses for the Morongo ROW resolution.

SDG&E accepts ORA’s recommendation that the Commission adopt SDG&E’s 2017
adjusted-recorded capital expenditure for Land Rights, Auxiliary Equipment, and Capital
Tools as well as ORA’s recommendation to provide zero funding in 2017 for Supervision
and Engineering Overheads as stipulated in Exhibit 66.

Underground Storage

SoCalGas’ Underground Storage testimony and workpapers describe SoCalGas’
forecasted activities from 2017-2019 that support SoCalGas’ operation of its four
underground storage fields.

ORA and OSA were the only parties to submit testimony relating to Underground
Storage. ORA does not oppose SoCalGas’ SIMP capital forecast amounts for 2018 and
2019, but recommends adoption of adjusted-recorded costs for 2017.

ORA'’s proposals to establish a one-way balancing account for the Routine Aboveground
(AGS) and Underground Storage (UGS) cost category and to modify SIMPBA for capital
expenditures from a two-way balancing to a one-way balancing are not necessary or
reasonable.

SoCalGas agrees with OSA that Underground Gas Storage would benefit from an SMS
approach, and is committed to a voluntary implementation of API RP 1173.

Aliso Canvon Turbine Replacement

In compliance with D.13-11-023, SoCalGas presented direct testimony in this GRC
establishing the reasonableness of $275.5 million in capital expenditures to complete the
Aliso Canyon Turbine Replacement Project; demonstrating the present and future public
convenience and necessity require construction of the Project at the increased cost; and
requesting authorization from the Commission to recover in rates the $74.6 million in
costs that exceed the previously-authorized cost of $200.9 million for the Project.
SoCalGas presented compelling evidence of the reasonableness of incurred costs. No
party opposes SoCalGas’ justification of the reasonableness of the costs or recommends
any adjustments to SoCalGas’ forecast for the Project. SoCalGas requests authorization
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to recover the costs that exceed the previously-authorized cost and asks for authorization
to continue to maintain the existing Aliso Canyon Memorandum Account (ACMA) to
record additional capital-related costs in excess of $275.5 million, which may be
presented for review in a subsequent GRC.

ORA recommends that after the ACTR project is completed and put in service, a full
audit of SoCalGas expenditures be performed by the Commission or an assigned entity to
determine the reasonableness of all the charges, or even perform another reasonableness
review in the next GRC. SoCalGas opposes ORA’s recommendation for a second
reasonableness review, as it is unnecessary and inefficient.

Gas Control and System Operations/Planning

SoCalGas’ Gas Control and System Operations/Planning testimony and workpapers
describe SoCalGas’ forecasted activities for 2017-19.

Applicants forecast a level of O&M costs in the test year necessary to support system
utility operations and emergency response, and SoCalGas requests the Commission to
adopt SoCalGas’ proposed TY 2019 forecast for Gas Control and System
Operations/Planning O&M costs.

Pipeline Integrity for Transmission and Distribution

Pipeline Integrity is responsible for managing two major, federally mandated pipeline
programs to reduce the risk of pipeline failure, the Transmission Integrity Management
Program (TIMP) and the Distribution Integrity Management Program (DIMP). All of the
TIMP and DIMP programs and activities are RAMP costs. TIMP and DIMP are two-
way balanced programs.

The Commission should adopt the SoCalGas and SDG&E forecasts of the Pipeline
Integrity O&M expenses and planned capital expenditures as reasonable, as the forecasts
appropriately balance compliance obligations for pipeline safety, risk reduction
effectiveness, as well as the impact on ratepayer costs.

CFC’s reduction to SoCalGas’ DIMP capital expenses is not justified, as the early vintage
pipeline replacement programs proactively prioritize high-risk vintages, such as plastic
pipe (e.g., Aldyl-A) and unprotected steel, to reduce integrity risks that could result in the
release of gas or pipeline failures.

IS* wholesale reduction to SoCalGas’ total revenue requirement, which would affect
Pipeline Integrity’s capital expenditures, is unsupported. SoCalGas has adequately
demonstrated the priority and need for TIMP and DIMP’s mandatory safety programs.

Pipeline Safety Enhancement Plan (PSEP)

SoCalGas should be authorized to proceed with the pressure test, replacement, and valve
projects proposed in order to continue implementation of the Commission-mandated
Pipeline Safety Enhancement Plan and advance the Commission’s and Legislature’
pipeline safety objectives.

The record establishes that the forecasts proposed by SoCalGas for the projects are
reasonable and therefore should be authorized. Contrary to TURN/SCGC’s and IS’s
proposals, risk assessment, or contingency, factors should be included in estimates of the
type at issue, are the norm in the professional cost estimating industry, and account for
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costs that are expected to be incurred. ORA’s models for proposing forecasts are
seriously flawed, as evidenced by SoCalGas’ augmentation of its models, and therefore
should be rejected.

PSEP projects previously have been subject to regulatory accounting treatment in the
form of a two-way balancing account; the Commission should continue this treatment for
the PSEP projects proposed in this proceeding and authorize associated PSEP costs to be
recorded to the newly created Pipeline Safety Enhancement Plan Balancing Account.
Because unforeseen circumstances may arise which are out of SoCalGas’ control but
require acceleration or delay of a project for operational, reliability, or safety
enhancement reasons, SoCalGas should be granted authority to substitute a proposed
project with another project, provided project substitution does not cause SoCalGas to
exceed the aggregate amount authorized for PSEP in this proceeding. When project
substitution is necessitated, SoCalGas will file a Tier One advice letter to notify the
Commission of the identity of the projects and other germane details.

The Commission should clarify State policy regarding transmission pipelines that have
documentation of a pressure test that pre-dates the adoption of the federal pressure testing
regulations in 1970, i.e., whether “Phase 2B” should be included within the scope of
PSEP.

Gas Procurement

SoCalGas’ Gas Procurement’s (Gas Acquisition) request is described in Gas
Acquisition’s requested funding and forecasted activities for 2017-2019.

ORA was the only party to contest Gas Acquisition’s request. ORA recommended an
adjustment related to the two vacancies in the department.

Electric and Fuel Procurement (SDG&E Only)

SDG&E is requesting the Commission adopt SDG&E’s E&FP TY 2019 forecast for
E&FP to fulfill its responsibility for planning, procuring, managing, and administering
the energy supply resources needed for SDG&E to deliver clean, safe, and reliable
electricity to its approximate 3.6 million customers.

ORA was the only party to submit testimony in response to SDG&E E&FP’s request.
ORA did not oppose SDG&E’s TY2019 expense forecast. In addition, ORA did not take
issue with SDG&E’s business justifications for the capital technology upgrades.

Based on the foregoing, SDG&E requests that the Commission adopt its proposed O&M
expenses.

Advanced Metering Infrastructure (AMI) (SoCalGas Only)

The Advanced Meter Operations organization (AMO) is responsible for deploying,
operating, monitoring and maintaining SoCalGas’ AMI technology.

Except as otherwise set forth later in this brief, no Intervenors have contested SoCalGas’
requests for the forecasted items identified the AMI testimony and workpapers.
SoCalGas agrees with ORAs recommendation adopting the 2017 recorded expenditure
and the resulting total disallowance in SoCalGas forecasted capital-related curb meter
installation costs in 2018.

XXVviil



Electric Generation (SDG&E Only)

J SDG&E requests that the Commission adopt its TY 2019 forecast for Electric
Generation.
. In anticipation of the possibility, pursuant to D.06-09-021, that Calpine will exercise its

option to “Put” the Otay Mesa Energy Center plant to SDG&E in 2019, SDG&E requests
that the Commission approve SDG&E’s proposed Otay Mesa Acquisition Balancing
Account (OMABA) to track the revenue requirement that SDG&E will need to own and
operate the plant.

Electric Distribution (SDG&E Only)

Capital Projects (General)

o SDG&E'’s testimony demonstrates the need for the forecasted capital projects through
individual descriptions and analysis of each project’s business justification, need and
support related to the safety and reliability for its customers, employees and communities.
This presentation included a significant amount of new information regarding projects
and programs that are proposed to address SDG&E’s key safety risks, as presented in its
RAMP Report. Approximately 22% of the requested Electric Distribution capital
funding is related to Safety & Risk Management.

o ORA recommended high-level adjustments to each budget category based on various
forecasting methods and generally ignored individual project details and the risk
mitigation basis for RAMP-related projects. ORA also recommends adoption of reduced
2017 recorded capital expenditures, rather than the 2017 forecast. SDG&E demonstrated
in rebuttal why ORA’s recommendations are not appropriate.

. The Commission’s Safety and Enforcement Division (SED) observed that “the risks
identified in the RAMP Report offer a complete description of risk scenarios and
proposed mitigation measures and provides a reasonable basis for understanding the
intent of the mitigations and how they might be able to reduce the impact or frequency of
[RAMP risk-related] incidents.” Thus, while RAMP-related information in SDG&E’s
Electric Distribution Capital testimony presentation does not provide sole justification for
RAMP projects, it does provide more information to parties and the Commission than in
any prior GRC, about the key safety risks that each RAMP project is meant to address.

Distributed Energy Resources (DER) Policy and Capital Projects

o SDG&E has proposed a package of investments designed not only to support the utility’s
ability to provide safe and reliable service in a changing operational environment
resulting from rapid growth in customer adoption of innovative distributed energy
technologies, but also to promote increased deployment of such resources.

Operations and Maintenance (O&M)

. SDG&E has provided a substantial amount of detail supporting its Electric Distribution
O&M forecasts in testimony, workpapers, and data requests, including a new and
significant amount of information regarding projects and programs that are proposed to
address SDG&E’s key safety risks, as presented in its RAMP Report. The Commission
should adopt SDG&E’s forecasted expenses as reasonable.
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o ORA'’s and other parties’ recommendations that rely almost exclusively on historical
averages neglect to consider the individual merits of important new and necessary
programs. The funding levels of previous programs should not solely dictate the approval
of new proposed risk reduction programs, particularly where O&M is tied to newly
approved RAMP capital projects. SDG&E recommends that the Commission disregard
recommendations based solely on those methods.

Supplemental Year-Round Wildfire Risk Mitigation

J Because of the extreme weather events and the necessary efforts to mitigate fire hazard
within its service territory, SDG&E’s requested funding for year-round lease of the
helitanker should be approved. No party contested SDG&E’s helitanker request.

Asset Management (O&M)

. SDG&E’s newly formed Asset Management group is developing a strategic asset
management capability for SDG&E, in accordance with the world-class standard of ISO
55000. ISO 55000 compliance was recommended in a report by the Safety and
Enforcement Division (SED) in March 2015.

J SDG&E continues its commitment to evolving its Asset Management organization in
furtherance of its safety goals consistent with SED guidance and the Commission’s Risk
Framework Decision, with its planned requirements to implement the S-MAP, RAMP,
and annual accountability reporting as part of the GRC process — rebutting ORA’s and
OSA’s claims.

Customer Services - Field and Meter Reading

. SoCalGas and SDG&E have justified approval of their reasonable forecasts. Intervenor
proposed reductions do not provide sound rationale or justification in their alternate
forecasting methodologies.

J SoCalGas has addressed CUE’s claim of inadequate staffing, and more importantly,
demonstrated that SoCalGas’ soft close policy does not pose a safety concern for
customers. SDG&E has provided reasonable explanations to oppose SDCAN’s
recommendation to increase the Service Guarantee credit amount.

Customer Services - Office Operations

. In all cases, SDG&E and SoCalGas used a BY methodology to forecast estimated 2017-
2019 expenses. This approach was used because base year 2016 represented the most
recently available adjusted recorded expenditures, transactions and activity levels,
customer service policies, practices and procedures.

o SoCalGas and SDG&E have justified approval of their reasonable forecasts. Intervenor
proposed reductions do not provide sound rationale for their contentions.

Customer Services - Information (SoCalGas Only)

J SoCalGas provides customers with information and services through multiple channels to
enhance the ability of SoCalGas’ customers to understand and manage their energy
usage. Customer Services - Information requires additional funding to increase
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communications and support for mandated priorities, as well as to offer programs and
services related to such priorities.

SoCalGas has justified approval of its reasonable forecasts. Intervenor proposed changes
do not provide sound rationale for their contentions.

Customer Services - Information and Technologies (SDG&E Only)

SDG&E serves as a trusted energy advisor to all segments of customers and requires
additional funding to offer relevant information about their energy consumption, pricing
plans, programs and tools to manage and control their use through residential customer
services, business services, marketing and communications, research and analytics,
customer programs, and customer pricing, among other services.

SDG&E has justified approval of its reasonable forecasts. Intervenor proposed changes
do not provide sound rationale for their contentions.

Customer Services - Technologies, Policies, and Solutions (SoCalGas Only)

SoCalGas has demonstrated that a robust utility Research, Development and
Demonstration (RD&D) program is beneficial to ratepayers as well as to the citizens of
California. Full funding is critical to RD&D program and environmental policy goals
achievement of success.

Policy and Environmental Solutions (P&ES) educates state, local and regional
governments and agencies on the needs of customers and the environmental benefits and
cost-effectiveness of natural gas and renewable gas (RG) to meet those needs, as well as
potential impacts to customers, which allows these stakeholders to make informed
decisions.

SoCalGas has justified approval of its reasonable forecasts. Intervenor objections do not
provide sound rationale for their contentions.

The Commission should adopt the TY 2019 request for all Customer Service programs,
activities and costs as proposed.

Supply Management & Logistics and Supplier Diversity

The Commission should approve SoCalGas’ and SDG&E’s reasonable forecasts for the
Supply Management & Logistics department, including the forecasts for the Companies
to continue their important supplier diversity efforts.

Fleet Services (and SoCalGas Facility Operations)

SoCalGas and SDG&E’s Fleet Services and SoCalGas Facility Operations, testimony and
workpapers support the level of O&M and capital costs necessary to plan, manage and
operate a fleet that is both service-ready and in compliance with applicable laws and
regulations governing alternative-fuel vehicles, and also to maintain and improve
facilities in support of public and employee safety.

ORA’s and TURN’s proposed reductions do not account for the business and operational
realities facing SoCalGas and SDG&E Fleet Services and SoCalGas Facility Operations
and should be rejected.
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J SoCalGas has demonstrated that Sierra Club/UCS’ proposals regarding procurement of
electric vehicles for SoCalGas’ fleet and recommendations against SoCalGas’ proposed
NGV refueling stations are without merit and should be rejected.

Real Estate, Land Services, and (SDG&E) Facilities

. SDG&E’s forecasts for O&M and capital expenditures for Real Estate, Land and
Facilities and SoCalGas’ forecasts for O&M expenditures for Real Estate are reasonably
supported by the specific cost drivers, activities and projects detailed in Applicants’
testimonies and workpapers.

J ORA and TURN’s proposed reductions are based on unfounded reductions in forecasted
costs for emergent, as-yet specified projects in blanket budgets and a misunderstanding of
the pressing need for certain substantial, specified capital projects. ORA’s and TURN’s
proposed forecasts would inadequately fund real estate, facilities, capital construction and
land services administration and should be rejected.

Environmental Services

. SoCalGas and SDG&E have justified approval of reasonable ongoing O&M expense
forecasts for Environmental Services. ORA’s arbitrary reduction to the SoCalGas New
Environmental Regulatory Balancing Account (NERBA) LDAR Impact Program for
TY2019 is unsupported and should be rejected.

Information Technology

J The Commission should adopt SoCalGas’ and SDG&E’s reasonable forecasts of IT costs,
which reflect the Companies’ best efforts to stay abreast of the rapid pace of change in
the technology industry.

Cybersecurity

J The Commission should adopt SoCalGas’ and SDG&E’s reasonable forecasts of costs to
manage increasing cybersecurity risk, which is one of the Companies’ top safety risks
identified in the RAMP Report.

Corporate Center — General Administration

. The Commission should approve the reasonable forecast for allocations of General
Administration costs from Sempra Energy’s Corporate Center to SoCalGas and SDG&E.

Insurance
J The Companies’ proposed insurance expenses are reasonable and should be approved.
. In light of the new challenges in forecasting insurance premiums and the cost volatility,

especially after the 2017 California wildfires, SoCalGas and SDG&E propose the
adoption of a two-way Liability Insurance Premium Balancing Account (LIPBA) to help
address these concerns.
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Compensation and Benefits/Post-Retirement Benefits

SoCalGas and SDG&E’s request for Compensation and Benefits/Post-Retirement
Benefits cost recovery is reasonable, consistent with past CPUC decisions, will benefit
customers, and should be approved.

SoCalGas’ and SDG&E’s compensation and benefits programs are critical to attracting,
motivating and retaining a skilled, high-performing workforce. The compensation and
benefits programs provided to SoCalGas and SDG&E employees, retirees and their
dependents reflect the impacts of the marketplace, collective bargaining and government
regulation. Benefits include health and welfare programs and retirement plans, as well as
pension and Post-Retirement Benefits Other than Pensions (PBOP).

Compensation programs are designed to focus employees on key priorities, such as safety
and customer service.

SoCalGas and SDG&E are proposing a change in their pension funding methodology in
order to mitigate a funding shortfall and avoid generational equity issues where future
ratepayers would be asked to fund costs that benefited earlier generations. SoCalGas’
and SDG&E’s proposed pension funding methodology is consistent with the
Commission’s historical practice of providing for ratepayer funding of pension plan costs
based on California utilities’ cash contributions to their pension plans. ORA does not
take issue with SoCalGas’ and SDG&E’s pension and PBOP funding forecast or the
proposed change in pension funding methodology.

A comprehensive study of the Companies’ compensation and benefit programs, by Willis
Towers Watson found the Companies’ total compensation to be “at market,” as defined
by Commission standards. No party refuted the results of SoCalGas’ and SDG&E’s total
compensation study.

Intervenors’ proposals fail to account for the Commission’s longstanding practice of
providing funding for reasonable, at-market total compensation, including pension and
PBOP benefits that are offered as part of a reasonable total compensation program.

Human Resources Department, Safety, Workers’ Compensation, & L.ong-Term Disability

SoCalGas and SDG&E'’s forecasted O&M costs for Human Resources Department,
Safety, Workers’ Compensation & Long-Term Disability are reasonably supported by the
specific cost drivers and activities contained in their case-in-chief and will enable
Applicants to attract and retain the most qualified, competent, and safe workforce on
behalf of their customers. Furthermore, the test year forecasts for the cost centers for the
CEO, COO and Chief Administrative Officer functions accurately reflect the positions
and activities being recorded in those cost centers.

A&G — Accounting and Finance/Legal/Regulatory Affairs/External Affairs

The Commission should adopt the reasonable forecasts of Administrative and General
(A&QG) costs for SoCalGas’ and SDG&E’s Accounting and Finance, Legal, Regulatory
Affairs, and External Affairs divisions.

In light of the mismatch between third-party related claims and the amount of available
insurance at any given time, SDG&E requests that the Commission approve its proposed
Third-Party Claims Balancing Account (TPCBA) to compare the revenue requirement
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approved in this GRC for third-party related claims payments and recoveries with actual
net expenses booked.

Shared Services & Shared Assets Billing, Seementation & Capital Reassignments

The Commission should approve SoCalGas’ and SDG&E’s proposed shared services and
shared assets billing and segmentation and capital reassignment policies and
methodologies, which no party opposed.

Rate Base

Most of SoCalGas and SDG&E’s rate base recommendations are uncontested. The
Companies’ use of their authorized rate of return as a reasonable proxy for the allowance
for funds used during construction (AFUDC) is consistent with how the Companies have
calculated AFUDC in prior GRC proceedings. TURN offers no basis for grounding its
AFUDC recommendations off the Companies’ actual rates of return, and the Companies’
reduced 2018 authorized rates largely mirror TURN’s proposal.

SDG&E’s use of a five-year historical average to forecast electric and gas customer
advances for construction (CAC), and SDG&E's treatment of fuel in storage as a
component of rate base, are both consistent with Commission precedent.

SDG&E’s inclusion of two plants within Plant Held for Future (PHFU) use fall within the
five-year period that the Commission has established for including plants in PHFU for
electric distribution property.

Depreciation

Taxes

ORA did not object to SoCalGas’ recommendations.

TURN does not provide any statistical analysis supporting its proposal to keep both
Companies’ depreciation rates at the 2016 GRC levels or why such an outcome is
reasonable. TURN’s reliance upon the Commission’s determination in Southern
California Edison Company’s (SCE) 2015 GRC regarding the need for SCE to provide
sufficient explanation to support its depreciation expert’s judgment has limited impact
here where the Companies’ depreciation experts either provided adequate analysis or did
not rely upon judgment in reaching their proposals. Where SoCalGas chose a lower
ranked life/curve, it was generally because SoCalGas’ depreciation expert believed that
the current average service life for that account should remain the same and chose a curve
that best fit that recommendation. SDGE&E overwhelmingly chose the top ranked
statistical choice for its electric distribution accounts.

Although SDG&E accepted several ORA recommendations, SDG&E’s remaining
proposed net salvage increases are below the recent actual net salvage rates for those
account and should be adopted. With regards to the Desert Star Energy Center, ORA
provides no support for its position that the Commission should penalize SDG&E by
purposefully applying an incorrect retirement date for Desert Star that would prevent
SDG&E from recovering the original cost of that investment.

ORA does not challenge SoCalGas and SDG&E’s forecast for income taxes, property
taxes, or franchise fees. The Companies’ updated payroll tax forecasts are consistent
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with how the Companies have calculated payroll taxes in previous GRCs and largely
mirror ORA’s recommendations.

The Companies support their alternative proposal to continue the Tax Memorandum
Accounts (TMA). The Companies further request that the Commission reaffirm TMA is
not intended to track differences between forecasted and incurred tax expenses that are
caused by events unrelated to tax changes.

The Commission should apply the average rate assumption method (ARAM) to return
unprotected excess accumulated deferred income taxes (ADIT). This is consistent with
how excess unprotected ADIT was treated in prior GRCs, provides consistency in the
treatment of plant-based ADIT, and reduces the chance of unfairness between current and
future ratepayers. The intervenors’ proposals should be reject as TURN’s proposal
inconsistently treats unprotected excess ADIT and benefits current ratepayers at the
expense of future ones, and. FEA’s proposal would result in immediately increased costs
to ratepayers.

Although the Companies believe that the Tax Cuts and Jobs Act (TCJA) most logically
excludes new removal costs from the Companies’ ARAM calculation, the Companies
agree to abide by SCE’s private letter ruling from the IRS on this issue and track any
differences in their TMAs.

Working Cash

Applicants’ working cash requests consistently follow the requirements of CPUC
Standard Practice U-16 (SP U-16) and reasonably compensate investors for providing
funds committed to operating expenses in advance of receiving the offsetting customer
revenues. ORA, TURN, and FEA’s proposed selective deviations from SP U-16 and
2016 recorded data to reduce the TY 2019 working cash requirement should be rejected.

Customer Forecasts

No party has contested SoCalGas’ gas customer forecast and, therefore, SoCalGas’
forecast should be adopted.

Unlike TURN who provided no factual support for its proposals regarding SDG&E’s gas
customer forecast, SDG&E provided evidence using 2017 gas meter data to confirm the
reasonableness of its methodology and gas customer forecast.

The Commission should adopt SDG&E’s electric customer forecast without revision and
reject TURN’s request on the basis that TURN has not demonstrated evidence that
SDG&E’s methodology for its electric customer forecast is unreliable, nor that by
selectively favoring the use of Moody’s as the only source of forecasted housing starts,
this will result in a more accurate forecast.

Cost Escalation

No party disputed the cost escalation factors used to reflect the effect of external inflation
in SoCalGas and SDG&E’s labor O&M, non-labor O&M, and capital-related costs, nor
the updated cost escalations. The escalations are reasonable forecasts that should be
adopted by the Commission for use in determining the Companies’ TY 2019 revenue
requirement and annual PTY adjustments.
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Miscellaneous Revenues

Miscellaneous Revenues are comprised of fees and revenues collected by SoCalGas and
SDG&E from non-rate sources for the provision of specific products or services.
Miscellaneous revenues are incorporated into rates as a reduction to base margin revenue
requirements charged to customers for utility service, thereby lowering rates. In
forecasting for Test Year 2019 miscellaneous revenues, SoCalGas and SDG&E
performed an item by item analysis of miscellaneous revenue accounts, including a
review of prior-year recorded results as well as the factors that could impact future
results. The Commission should adopt SoCalGas and SDG&E’s reasonable forecasts of
miscellaneous revenues.

Regulatory Accounts

Parties have only disputed the following five of SoCalGas’ regulatory account proposals:
the continuation of the Storage Integrity Management Program Balancing Account
(SIMPBA) and the creation of four new accounts (Pipeline Safety Enhancement Plan
Balancing Account (PSEPBA), Morongo Rights-of-Way Memorandum Account
(MROWMA), the Morongo Rights-of-Way Balancing Account (MROWBA), and
Liability Insurance Premium Balancing Account (LIPBA)). SoCalGas has thoroughly
supported why its proposed ratemaking treatment is appropriate and reasonable for
current and proposed regulatory accounts (e.g., two-way versus one-way balancing to
protect both shareholders and ratepayers, uncertainty and unpredictability in nature of
work and costs); thus, intervenors’ positions should be rejected. SoCalGas’ uncontested
proposals should be approved, which are listed in Appendix A.

Parties have only disputed the following four of SDG&E’s regulatory account proposals:
the modification of the one-way Tree Trimming Balancing Account (TTBA) to two-way
balancing treatment and the creation of three new balancing accounts (LIPBA, Otay
Mesa Acquisition Balancing Account (OMABA), and Third-Party Claims Balancing
Account (TPCBA)). SDG&E has provided robust support for why its proposed
ratemaking treatment is appropriate and reasonable for current and proposed regulatory
accounts (e.g., climate-related trends increasing wildfire risk, timing considerations for
regulatory approval, unpredictable number of claims and amounts); thus, intervenors’
positions should be rejected. SDG&E’s uncontested proposals should be approved, which
are listed in Appendix A.

The Commission should approve the Companies’ uncontested proposal to establish sub-
accounts in the existing Tax Memorandum Accounts (TMA) to address the 2018 impacts
resulting from the Tax Cuts and Jobs Act (TCJA) and should opine on the two options
put forth by the Companies with regard to the disposition of the sub-accounts.

Summary of Earnings/Results of Operations Model

The Companies’ RO model has been accepted by all parties without challenge or
indication that any redesign is necessary to more accurately calculate a revenue
requirement.

The Companies request that the Commission adopt their requested revenue requirements
for TY 2019 as proposed. If ORA and TURN’s proposals with respect to the Oncor
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acquisition are instead adopted, this would have a negligible impact on the total
authorized revenue requirements.

Post-Test Year Ratemaking

The Companies’ Post-Test Year proposals account for their major cost drivers, which
allows them to provide safe and reliable service to their customers, comply with
regulations, and manage their operations as prudent financial stewards.

The Companies’ request for a four-year GRC term, which was supported by ORA, should
be adopted because it would reduce the administrative burden on all parties and allow the
Companies to more effectively operate their businesses while implementing new risk
mitigation and accountability structures, processes and reporting requirements.

The intervenors’ recommended attrition mechanisms generally fail to provide a numerical
basis that reflects a representative index of cost escalation, an appropriate estimation of
capital additions, an associated impact on rate base, and a calculation that results in
increases for each revenue requirement component. This is the methodology utilized in
the Companies’ proposed Post-Test Year ratemaking mechanism and therefore should be
adopted.

The Commission should approve the Companies’ proposal to continue the existing Z-
factor mechanism, unchanged for this 2019-2022 GRC term.

Presentation of Rates

While affordability is a serious concern that SoCalGas and SDG&E share with parties, it
is not the standard by which the Commission approves a total revenue requirement as
“just and reasonable” in a general rate case.

If the Commission considers affordability in this proceeding, as opposed to the statewide
Rulemaking 18-07-006 dedicated to such complex issues, it is important to look at more
than just rates, and instead focus on customer bills. SoCalGas and SDG&E’s customer
bills will continue to be among the lowest in the nation even if the proposed revenue
requirements are approved in their entirety.

Results of Examination (ORA Audit)

SDG&E and SoCalGas’ proposed method of segmenting and reassigning of common
costs is consistent with FERC guidelines, were not contested by any party to this
proceeding and should therefore be adopted.

Applicants’ proposed proxies for AFUDC rates (i.e., authorized rates of return) closely
approximate actual-historical AFUDC rates computed under the FERC’s AFUDC
formula, and should therefore be adopted. In contrast, ORA’s proposed AFUDC rates
show no meaningful or reasonable comparison to actual-historical AFUDC rates and
amount to nothing more than an unsupported cost-cutting measure.

Mobilehome Park Utility Upgrade Program

SoCalGas and SDG&E demonstrated that it prudently organized and administered the
MHP Pilot Program, undertook efforts to minimize costs, and, as a result, the costs
incurred are reasonable. No party opposed the reasonableness of the costs incurred by
SoCalGas and SDG&E in executing the MHP Pilot Program. SoCalGas and SDG&E
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requests the Commission approve as reasonable the costs incurred through 2016 in
executing the MHP Pilot Program.

Accessibility Issues

The Center for Accessible Technology (CforAT), SoCalGas and SDG&E submitted joint
testimony (Accessibility Request). The Accessibility Request is of specific scope,
centered on the interests of persons with disabilities. No party has opposed the
Accessibility Request. Adoption of the Accessibility Request by the Commission is
appropriate because the request is reasonable, consistent with law and in the public
interest.
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Application of San Diego Gas & Electric
Company (U 902 M) for Authority, Among
Other Things, to Update its Electric and Gas
Revenue Requirement and Base Rates
Effective on January 1, 2019.

Application No. 17-10-007
(Filed October 6, 2017)

Application No. 17-10-008

And Related Matter. (Filed October 6, 2017)

OPENING BRIEF OF SOUTHERN CALIFORNIA GAS COMPANY (U 904 G) AND
SAN DIEGO GAS & ELECTRIC COMPANY (U 902 M) IN THE TEST YEAR 2019
GENERAL RATE CASE

1. Introduction/Summary of Recommendations

San Diego Gas & Electric Company (SDG&E) and Southern California Gas Company
(SoCalGas) (collectively, Applicants or Companies) herein file their Opening Brief (Brief) in the
above captioned, consolidated General Rate Case (GRC) proceedings. The Summary of
Recommendations is provided after the Table of Contents and Table of Authorities herein.

2. Procedural Background

Applicants filed their respective Test Year (TY) 2019 Applications (A.)17-10-007 and
A.17-10-008 on October 6, 2017.! These Applications were consolidated on November 8, 2017
by a ruling issued by Administrative Law Judge (ALJ) Lirag. ALJ Lirag also granted
Applicants’ Motion for Protective Order on December 13, 2017. A prehearing conference was
held on January 10, 2018 and on January 29, 2018, Commissioner Randolph issued the Assigned
Commissioner’s Scoping Memorandum and Ruling (Scoping Ruling),? which set forth the

procedural schedule and the issues to be considered in this case. On June 7, 2018, ALJ Lirag

! Applicants served revised direct testimonies in December 2017. Pursuant to SDG&E’s Motion for
Leave to Submit Supplemental Testimony, SDG&E served supplemental testimony on May 7, 2018
regarding Supplemental Year-Round Wildfire Risk Mitigation.

2 Applicants served supplemental testimony on February 8, 2018 as required by the Scoping Ruling’s
sub-issue f on the impact of rates on disconnections for nonpayment pursuant to Senate Bill (SB) 598. On
April 30, 2018, an Amended Scoping Ruling was issued to remove the sub-issue as to whether changes
are needed to the reconnection process for gas customers and to add a sub-issue as to whether or not the
utilities have sufficient resources to implement their reconnection process.



issued a ruling granting Applicants’ Motion to Establish General Rate Case Memorandum
Accounts (GRCMAs), which provide a necessary safeguard in the event that a final decision in
these proceedings is not rendered by January 1, 2019.

On April 6, 2013, Applicants served supplemental tax testimony to reflect the impact of
the Tax Cuts and Jobs Act (TCJA), which was signed into federal law on December 22, 2017.
The Office of Ratepayer Advocates (ORA)?® served its testimony on April 13, 2018, intervenors
served their testimony on May 14, 2018, and rebuttal testimony was served on June 18.

Per ALJ Lirag’s April 20, 2018 and May 3, 2018 rulings, the Commission held a number
of public participation hearings and information sessions throughout the service territories of the
two Companies from May 29, 2018 through June 28, 2018.

The Commission held approximately five weeks of evidentiary hearings beginning on
July 9, 2018 through August 8, 2018 and on August 28, 2018.

Pursuant to the Rate Case Plan* and the adopted procedural schedule, Applicants served
Update Testimony on August 24, 2018 reflecting the most recent available cost escalation rates
and for any changes arising from governmental actions, such as tax or postage rate changes.
SoCalGas and SDG&E also included changes that SoCalGas and SDG&E agreed to during the
course of discovery, in rebuttal testimony, or at hearings. With these changes, the Update
revenue requirement for SoCalGas is $2,936,606,000. The Update revenue requirement for
SDG&E is $2,202,534,000 on a combined basis and $1,763,508,000 and $439,025,000 for
electric and gas departments, respectively.’

Two rulings have been issued over the course of the proceeding to clarify the scope of
this GRC. First, on March 8, 2018, Assigned Commissioner Randolph issued a ruling denying
Environmental Defense Fund’s (EDF) request to include Lost and Unaccounted for Gas (LUAF)
in the scope of this proceeding, indicating LUAF issues should be raised in Rulemaking (R.) 15-
01-007 and Applicants’ Triennial Cost Allocation Proceedings (TCAP) as applicable. Second,
on September 17, 2018, ALJ Lirag granted Applicants’ motion for clarification that certain

issues raised by EDF and Southern California Generation Coalition (SCGC) are outside the

3 The Office of Ratepayer Advocates was renamed the Public Advocates Office of the Public Utilities
Commission pursuant to SB 854, which was signed by the Governor on June 27, 2018 (Chapter 51,
Statutes of 2018). For purposes of this brief, the name ORA will be used.

4 Decision (D.) 89-01-040, as modified by D.93-07-030, D.07-07-004, and D.14-12-025.

> Ex. 514 SCG/SDG&E Hom at 25.



scope of this proceeding. The ruling instructed that EDF’s requests regarding improvements to
the backbone transmission and storage services are outside the scope and should instead be
raised in Applicants’ TCAP (A.18-07-024). Additionally, the ruling clarified the ruling made in
evidentiary hearings on July 10, 2018 by specifying that funding requests for proposals by EDF
and SCGC relating to core balancing to actual demand, as well as the proposal for automation,
should be raised and addressed in the core balancing proceeding (A.17-10-002).% Accordingly,
affected portions of EDF and SCGC’s testimonies have been ignored by Applicants in this
Opening Brief pursuant to the ALJ’s instructions.

3. Evidentiary Standards and Burden of Proof

Pursuant to Section 454(a) of the California Public Utilities Code, rates may only be
changed upon a finding by the Commission that the new rate is justified. SoCalGas and SDG&E
agree that they have the ultimate burden of proof and must justify the reasonableness of their
positions in this ratemaking proceeding. The evidentiary standard that applies to ratemaking
proceedings is one of a preponderance of the evidence. The Commission affirmed in the S-MAP
D.14-12-025 that this standard specifically applies to a GRC.’

As conclusively demonstrated by the record in this proceeding and as discussed infra,
SoCalGas’ and SDG&E’s showings are well supported. The Companies have exceeded their
burden and have demonstrated the reasonableness of their requests through prepared direct,
revised, rebuttal, and updated testimony, extensive workpapers, and other exhibits of over 70 of
the Companies’ expert witnesses, and hearing testimony of over 40 of these witnesses. The
Companies also responded to over 10,500 data request questions from multiple parties
throughout this proceeding.®

Because this is the first-ever risk-informed GRC proceeding, incorporating the first-ever
RAMP Report, SoCalGas’ and SDG&E’s TY 2019 presentations have provided unprecedented
detail regarding the Companies’ risk mitigation activities related to their funding requests,

including detail regarding the Companies’ activities promoting their strong safety culture,

® Tr. V11:579-580 (Lirag).

7 D.14-12-025 at 20-21 (The Commission affirmed, “[i]t is clear . . . that the standard of proof that a
utility has to meet in a GRC is one of preponderance of the evidence.”).

8 Ex. 254 SCG/SDG&E/Manzuk at 6.



throughout the witness testimony chapters.” The Companies’ RAMP-related information in this
proceeding was presented in accordance with Commission-adopted requirements and is “to be
reviewed in the TY2019 GRC applications,”'? as discussed in Section 6, infra. RAMP-related
information should be used to inform funding decisions in this proceeding, as supported by
ORA,'! and as required by the Commission.

4. Test Year Forecasting Methods
4.1 General Forecasting

SoCalGas and SDG&E prepared forecast estimates for O&M expense in TY 2019 and
capital spend for the years 2017, 2018 and 2019, with expected in-service dates such that the
costs of capital (depreciation, tax, return) can be estimated from the resultant additions to
ratebase. The last available year of recorded financial data is referred to as the “base year.” In
this GRC the base year is 2016. The Companies evaluated their historical financial data and
made adjustments as necessary. Examples of these adjustments include excluding costs not
relevant to the GRC (e.g., those under the jurisdiction of the Federal Energy Regulatory
Commission), transferring data to different cost centers, or excluding one-time expenditures.
The Companies then presented its forecasts in 2016 adjusted-recorded dollars in accordance with
the Commission’s Rate Case Plan.

The Companies use an internally-developed forecasting application called the General
Ratecase Integrated Database (GRID), which performs these functions:

. Permits the review and adjustment of historical costs;

. Allows for selection of an underlying base forecast methodology (3, 4 or 5-year average,
3, 4 or 5-year simple linear trend, use of the ‘base year’ 2016 values, or a ‘zero-base’
method by which the estimates of future costs are discretely entered with no underlying
forecast), using adjusted historical costs;

. Allows for adjustment of forecasted costs for new or changed activities, and entry of
descriptive data including RAMP attributes;

o Produces workpapers as portable-document-files (PDFs);

o Produces ‘testimony tables’ as Word tables to be placed in testimony; and

? See Ex. 3 SCG/SDG&E/Day/Y ork, passim (providing a detailed overview of the Companies’ risk-
informed presentations). ORA recognized that the Companies have “presented more detail on specific
funding requests and [have] associated each funding request with one or more risks detailed in the
RAMP....” Ex. 398 ORA/Stannik at 10 (internal citations omitted). The RAMP Report alone was over
900 pages of written descriptions and analysis. See Ex. 4 SCG/SDG&E/Day/Flores/York at 8.
10°D.18-04-016 at 12.

I Ex. 398 ORA/Stannik at 2 and 15.



o Exports data for [Results of Operations] RO model purposes.

The various underlying base forecast methodologies are applied depending on the facts

and circumstances of the various projects and programs. Zero-based methods can include:

o An arithmetic method such as unit cost multiplied by expected volume;

o Referencing a RFP response, an invoice, or other reference document;

o Use of Subject Matter Expert judgment;

. Reference to a like-kind project or activity performed elsewhere; and

. Reference to a similar project or work done in the past and updated for current

conditions.

Behind these forecasting methods are often other tools used in the routine project
estimating process not specifically designed for GRC forecasting, such as the SDG&E
applications Distribution Planning Support System (DPSS) and Budgeting, Scheduling and
Estimating (BSE). These are both enterprise applications utilizing underlying network
applications such as Microsoft SQL Server, IDMS, Oracle or other database management
platforms requiring enterprise-quality data systems and infrastructure. These same forecasting
practices have been utilized to support SoCalGas and SDG&E’s last several GRC requests.

Historical Data

Witnesses develop GRC forecasts for expenditures they believe are necessary to provide
safe and reliable gas and electric service to our customers. As mentioned above, witnesses
forecasted the TY 2019 for O&M and years 2017 through 2019 for capital. To develop forecasts
for the instant proceeding, witnesses may use historical data available at the time (i.e., through
the 2016 base year) to inform their GRC request. In the various workpapers accompanying both
O&M and capital forecasts, witnesses show which forecast methodology was chosen and often
provide additional description of why the chosen methodology was felt to be most appropriate to
the circumstance.

2017 Data

The data for the Base-Year-Plus-1 (in this case 2017, also called ‘2017 actuals’) became
available during the course of these proceedings after the filing of the Application. This data
was made available to the parties. In some instances, parties recommended adoption of those
2017 values in place of the Company’s 2017 forecasts. SoCalGas and SDG&E witnesses
discussed whether adoption of 2017 values make sense in each particular instance, in their

respective rebuttal testimonies.



4.2  Aliso Canyon Incident Expenditure Requirements

In D.16-06-054 the Commission resolved SoCalGas and SDG&E’s 2016 General Rate
Case and directed SoCalGas to “provide testimony demonstrating that all of the additional costs
that stemmed from the Aliso Canyon leak have not been included in its forecast of costs for its

Test Year 2019 general rate case application”!?

and required SoCalGas “to provide a separate
itemization of all of the costs related to the gas leak at the SS-25 well at Aliso Canyon and to
provide testimony on whether the costs attributable to the Aliso Canyon leak have affected
SoCalGas’ funding request for its underground gas storage facilities.”!* In compliance,

(1) SoCalGas submitted testimony demonstrating that the Aliso Canyon Storage Facility natural
gas leak incident (hereafter, the “Aliso Incident”) costs have not been included in the forecasted
costs of the 2019 GRC;!* (2) SoCalGas provided an itemized showing of the Aliso Incident costs
removed by the SoCalGas and SDG&E witnesses in the 2019 GRC;!° and (3) SoCalGas
submitted testimony addressing whether costs attributable to the Aliso Incident affected
SoCalGas’ 2019 GRC underground gas storage facility funding requests.'® No party to the
2019 GRC alleges that SoCalGas and SDG&E have not complied with these Aliso Incident-
related requirements. As such, the Commission should find that SoCalGas and SDG&E have
complied with D.16-06-054’s Aliso Incident requirements.

5. Policy Overview
5.1 General

SoCalGas and SDG&E provided overarching policy testimony by Mr. Bret Lane and Ms.
Caroline Winn to generally describe how the proposals and requests included in SoCalGas’ and
SDG&E’s TY 2019 GRC Application reflect a strong commitment to delivering safe, clean, and
reliable natural gas service to customers at reasonable rates. Various witnesses discussed in
further detail throughout their testimonies how the following SoCalGas and SDG&E business
priorities are reflected in their respective forecasts and activities for their organizations:

o run our business safely;
. maintain and enhance system reliability;
enable diverse customer service capabilities and efficiencies;

—_

2 D.16-06-054 at 332 (Ordering Paragraph 12).

3 Id. at 324 (Conclusion of Law 75).

See Ex. 280 SCG/Steinberg and Ex. 281 SCG/Steinberg.
5 1d.

6 See Ex. 273 SCG/Navin at 6-7.
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J focus on reasonable rates and continuous improvement;
° invest in our workforce; and
o lead in clean energy solutions.

When questioned about these priorities during hearings, Mr. Lane emphasized that “the
element of safety is the foundation of . . . what we focus on.”!” For example, as explained in Mr.
Lane’s direct testimony, SoCalGas’ GRC proposals “focus on enhancing system integrity
through mandatory programs such as the Pipeline Safety Enhancement Plan (PSEP),
Transmission, Distribution, and Storage Integrity Management Programs (TIMP, DIMP, and
SIMP), as well as other activities to improve our system.”'® Mr. Lane further notes that
approximately 55% of SoCalGas’ incremental revenue requirement in this 2019 GRC is directly
related to safety measures, as part of the Commission’s new comprehensive risk-informed
RAMP approach.!® While Mr. Lane indicates that elements included in RAMP are what the
Companies have been doing for years, he elaborates that the Companies “very much support
what the Commission is trying to do with RAMP of . . . evolving it into . . . an even higher state
of us understanding risk and how do we more effectively mitigated those risks.”?°

In her testimony, Ms. Winn stated that “At SDG&E, safety isn’t a goal — it is part of the
Company’s DNA.”?! She explained that “Nothing is more important than keeping our
employees, contractors and the public safe [and] [w]e are making strategic investments in
culture, technology, system upgrades and community partnerships to enhance the safety of our
customers and the communities we serve.”*? Ms. Winn noted that SDG&E’s “focus on safety is
not new” but that “[d]espite our strong safety record and the comprehensive safety activities that
SDG&E already implements, constant vigilance, preparedness, and incremental investment to
mitigate our top safety-related RAMP risks are needed to maintain and enhance our safety
record.”® In this regard, approximately 45% of SDG&E’s incremental revenue requirement in

this 2019 GRC is directly related to RAMP and includes efforts to mitigate wildfire risk and

17 Tr. V10:431:17-19 (Lane).
8 Ex. 1 SCG/Lane at 1.

19 Id at 1-2.

20 Tr. V10:433:15-20 (Lane).
21 Ex. 2 SDG&E/Winn at 1.
2 Id.

B Id. at 4.



medium-pressure pipeline failure risk, as well as cross-cutting risks to address Employee,
Contractor, Customer and Public Safety.?*

While the Commission’s purpose in this proceeding is to decide what is ultimately just
and reasonable in authorizing revenue requirements, Mr. Lane describes how the Companies
look at “the balance of investments needed to our infrastructure, into our system, and of what is
needed from our side as far as prudently managing the system from a safety perspective, but also
being mindful of the rate impact it can have on our customers.”” Similarly, Ms. Winn explains
how “SDG&E is continuously looking for ways in which to serve our customers more
efficiently” and “will continue to focus on delivering safe and reliable service to our customers at
reasonable rates.”?® Please see Section 47 for a discussion of how the Companies’ proposed gas
and electric rates and residential customer bills resulting from the TY 2019 GRC proposals
would favorably compare with other large electric and gas utilities across the nation.

Section 5.2 below describes the Companies’ strong safety culture and how they
integrated great detail about this information throughout the RAMP and TY 2019 GRC
showings. Section 6 below discusses how the Companies were the first utilities to present their
risk-informed TY 2019 GRC showing, supported by testimony that transparently demonstrates
how the Companies’ key safety risks have been prioritized under the Commission’s new GRC
framework.

5.2 Safety

The CPUC has been focused on ensuring the utilities address safety risks for many years.
The Commission’s Interim Decision Adopting the Multi-Attribute Approach (Or Utility-
Equivalent Features) and Directing Ultilities to Take Steps Toward a More Uniform Risk
Management Framework, Decision (D.)16-08-018 (Interim S-MAP Decision), adopted a Safety
and Enforcement Division (SED) recommendation to “cover the company’s organizational
structure as it relates to safety” and “safety culture” in their RAMP Report.?” The Companies
included this information in their RAMP Report. Importantly, the Companies’ integrated their
RAMP Report into the 2019 GRC, and showed in great detail through their 2019 GRC

24 Id. at 8.

» Tr. V10:440:11-17 (Lane).
26 Ex. 2 SDG&E/Winn at 9.
27 D.16-08-018 at 141.



Applications and supporting testimony “how each organization contributes to driving safety
culture” at SoCalGas and SDG&E.®
5.2.1 Our Strong Safety Culture

Safety is deeply embedded in the culture at SoCalGas and SDG&E. It is this profound
belief in safety as a driver of decision-making that made integrating RAMP into our GRC a
natural outgrowth of the way in which we historically make decisions. SoCalGas and SDG&E
are committed to doing the right thing and doing it safely. Our goal is that each employee
arrives home safely after a day’s work and that our customers trust our commitment to their
family’s safety. In addition, we are committed to being a prudent and safe operator in the
communities we serve. Many witnesses in this case testified about safety culture, generally in
Section II of the direct testimonies, whether from the perspective of our most senior executives,
field operations, customer services, or human resources. For example, Bret Lane, SoCalGas’
President and Chief Operating Officer, explained SoCalGas’ commitment to and strong safety
culture as follows:

Our tradition of providing safe and reliable service spans throughout 150 years of
our company’s history and is summarized in our Commitment to Safety statement,
which is endorsed by our entire senior management team:

Southern California Gas Company’s longstanding commitment to safety focuses
on three primary areas — employee safety, customer safety and public safety. This
safety focus is embedded in what we do and is the foundation for who we are —
from initial employee training, to the installation, operation and maintenance of
our utility infrastructure, and to our commitment to provide safe and reliable
service to our customers.”’

Mr. Lane’s sentiment is shared by Caroline Winn, SDG&E’s Chief Operating Officer,
who explained that “[o]ur safety focus isn’t something that is left to our front-line employees to
champion. At SDG&E, it starts at the top. The first agenda item at every utility board meeting,
senior management meeting and weekly operating council meeting is a safety discussion led by
one of our operating officers.”*’

In addition, the witnesses for Human Resources, Safety, Workers’ Compensation and

Long-Term Disability echoed these sentiments. Tashonda Taylor, on behalf of SDG&E,

28 Ex. 3 SCG/SDG&E/Day/Flores/York at 30.
2 Ex. 1 SCG/Lane at 6.
30 Ex. 2 SDG&E/Winn at 5.



explained that SDG&E embraces a “safety-first culture [that] focuses on our employees,
customers, and the public, and is embedded in every aspect of our work.”*! SDG&E’s safety
culture efforts include developing a trained workforce, safely operating and maintaining our
electric and gas infrastructure, and providing safe and reliable gas and electric service. Mary
Gevorkian, on behalf SoCalGas, explained that SoCalGas’ “safety culture starts from our senior
leadership with the Executive Safety Council (ESC), which is chaired by the Chief Operating
Officer. The council sets goals and direction, provides resources and reviews results. Direct
feedback from the frontline employees and supervisors is provided to the Council through
regular dialogue sessions and through the field and office safety committed across the
Company.”*? Both Companies emphasize and enshrine safety into their culture through
employee programs like Behavior Based Safety Programs (intended to reduce at-risk behaviors),
a Close Call/Near Miss Program (to reduce the potential for serious incidents), Safety
Committees (creating forums for employee engagement on safety issues), and the myriad of
safety training and safe driving programs.

Knowing that “what gets measured gets improved,” both Companies conduct a bi-annual
safety culture assessment through the National Safety Council Barometer Safety Culture Survey
and an Employee Engagement Survey.** The Safety Barometer Survey assesses the overall
health of the safety climate and identifies areas of opportunity to eliminate injuries and improve
focus and commitment to safety. In its most recent survey, NSC ranked SDG&E in the 85th
percentile, which is considered ‘high performing’ amongst the 580 companies that participated in
the survey.>* SoCalGas was ranked in the 90 percentile.>

The Companies have taken multiple, forward-thinking steps to address safety culture and
associated safety policies and practices and routinely take a proactive and leading role in the
Commission’s efforts to address safety initiatives and risks. For these reasons, the Companies
welcome a partnership with organizations such as the Office of Safety Advocate (OSA). Like

OSA in its newly established role, the Companies place safety as a top priority.’® In this regard,

31 Ex. 362 SDG&E/Taylor at 6.

32 Ex. 255 SCG/Gevorkian at 8-9.

3 Ex. 362 SDG&E/Taylor direct at 8. Ex. 255 SCG/Gevorkian at 9.
3 Ex. 362 SDG&E/Taylor at 8.

35 Ex. 255 SCG/Gevorkian at 9.

3¢ Ex. 1 SCG/Lane at 5-9. Ex. 2 SDG&E/Winn at 1-2.
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we hope to continue to work closely with OSA in identifying potential opportunities to further
our safety management policies and practices. In fact, on June 14 and 15, 2018, the Companies
hosted representatives from OSA for a comprehensive deep dive into their various safety
programs and initiatives, including details about the Companies’ Emergency Operations Center
(EOC), Transmission, Distribution, and Storage Integrity Management Programs (TIMP, DIMP,
and SIMP), Pipeline Safety Enhancement Plan (PSEP), Quality Management and Continuous
Improvement, Leak Detection initiatives, and the Incident Evaluation Process, among others.
Together we can establish safety priorities balanced against the Commission’s reliability and
affordability goals.?’

5.2.2 Process/Operational Safety

SoCalGas and SDG&E have an unwavering commitment to protecting employees,
contractors and the public. In its testimony, OSA raised concerns, suggesting the Companies
were too focused on ‘people’ safety rather than operational safety. Operational safety, also
referred to herein as process safety, is deeply embedded in our operations and driven from the
top. As stated in the direct testimony of Mr. Lane, “System integrity is an integral part of
reducing safety risks. Thus, our proposals focus on enhancing system integrity through
mandatory programs. . . .”*® This commitment is echoed in the revised direct testimony of Ms.
Winn.*

People safety reverberates in multiple areas, particularly public and process safety.
Although OSA did not give credit in its testimony to SoCalGas and SDG&E for their efforts in
this area, both Companies have policies and use metrics to measure operational/process safety
(e.g., damage prevention, PSEP, TIMP, DIMP, wires down, wildfire (Fire Risk Mitigation
Program) and vegetation-related activities, to name a few). In recommending the Companies
“increase their focus on process safety,”** OSA appeared not to recognize that process safety
risks are being addressed by SoCalGas and SDG&E every day and that SoCalGas and SDG&E

are committed to the critical safety principles of continuous improvement and the cycle of “Plan-

37 Ex. 90 SCG/SDG&E/Buczkowski/Geier at 2-3.
3 Ex. 1 SCG/Lane at 1.

¥ Ex.2 SDG&E/Winn at 1.

40 Ex. 442 OSA/Contreras at 2-2.
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Do-Check-Act.”*! These commitments are expressed by Ms. Winn and Mr. Lane, as well as
other witnesses, in their GRC testimony.

In his testimony, Mr. Lane addresses process/operational safety: “In line with SoCalGas’
deep-seated culture of employee/contractor, customer/public, and system safety, our GRC
proposals will allow us to continue to invest to enhance safety and thereby mitigate risks that
could impact our employees, customers, and/or system.”*? Additionally, in her direct testimony,
Ms. Diana Day, the Companies’ Vice President of Enterprise Risk and Compliance, explains:
“My risk management organization generally facilitates the identification, analysis, evaluation,
and prioritization of risks, with an emphasis on safety, to ultimately inform the investment
decision-making process, and works to integrate risk management with asset and investment
management through the creation of governance structures, competencies, and tools.”*

For SoCalGas and SDG&E, process/operational safety is considered to be a blend of
engineering, operational, and management expertise focused on preventing everything from near
misses to catastrophic events. Similar to the Companies’ focus on addressing risk, the emphasis
on process/operational safety is not new. Even the more recent process safety management
system (SMS), such as the tenets from the American Petroleum Institute Recommended Practice
1173 (API 1173 or API RP 1173) covering leadership, commitment and stakeholder engagement,
are a focus of SoCalGas and SDG&E. That said, the Companies see the value in continuous
improvement and are now seeking to more formally implement a safety framework that
incorporates existing and new safety measures through a pipeline SMS and its related tenets (i.e.,
API 1173) in the context of this GRC for their Gas operations. In addition, and as discussed in
rebuttal testimony, SDG&E’s Electric operations is committed to implementing an SMS
including International Organization for Standardization (ISO) 55000 and its tenets. Likewise,
SoCalGas’ Underground Storage operations is implementing API 1171 and are committed to
implementing an SMS.** SoCalGas and SDG&E are respectively seeking funding for the
implementation of API 1173 and ISO 55000 in this proceeding. This evidences SoCalGas’ and

SDG&E’s continued commitment to the implementation of a formal process safety framework

American Petroleum Institute Recommended Practice 1173.
4 Ex. 1 SCG/Lane at 1.

# Ex. 3 SCG/SDG&E/Day/Flores/York at 2.

4 Ex. 90 SCG/SDG&E/Buczkowski/Geier at 5.
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and that their actions align with OSA’s process safety interests emanating from both API 1173
and SMS proposals.

Finally, SoCalGas and SDG&E support OSA’s recommendation to establish and focus on
leading indicators of process safety; however, like other aspects of OSA’s testimony, OSA may
have lacked an appreciation of the extent of SoCalGas’ and SDG&E’s commitment to process
safety, our use of metrics, and the connection of each to the existing safety-driven regulatory
processes and compliance requirements.*> By focusing on developing regulatory compliance
metrics to demonstrate the effectiveness of their safety risk mitigations, the Companies are, in
part, addressing OSA’s metrics recommendation. However, mere compliance is not the goal at
the Companies. SoCalGas and SDG&E leadership have consistently made safety their highest
priority for many reason, not just to achieve “regulatory compliance.” Measuring the
Companies’ heightened safety goals is already in play. Some examples of leading operational
metrics used to gauge safety at the Companies, include (i) near miss statistics; (ii) average
number of field rides per employee; (iii) number of stop-the-job events; (iv) response time
(minutes) to gas leaks; (v) total miles of transmission pipe inspected by in-line inspection; (vi)
average response time for emergency, branch, and circuit outages (minutes); (vii) transmission
and distribution overhead wires down; (viii) transformers at seismic guidelines; and (ix)
inspections (such as vegetation) and the Corrective Maintenance Program (CMP).*¢ As noted by
Ms. Day, “Over the next few years, the ERM*’ department is committed to developing metrics
that can be used to measure the effectiveness of our risk management efforts. This may include
performance metrics to measure particular risks, methods of evaluating the effectiveness of risk
mitigants, or overarching metrics, such as a risk reduction per dollar spent.”*® The Companies
are also working with the CPUC’s SED and interested parties on metrics-related efforts in the

context of the S-MAP, A.15-05-002 (consolidated).

¥ Idat9.

% Ex. 90 SCG/SDG&E/Buczkowski/Geier at 10 and n.37. Some examples of important lagging
operational metrics used to gauge safety at the Companies, include (i) number of damages due to
mismarks; (ii) damages on medium pressure lines per 1,000 Underground Service Alert (USA) tickets;
(iii) number of fire ignitions; (iv) number of dig-ins; (v) number of curtailments due to unplanned pipeline
and equipment outages; and (vi) aviation incident rate.

47 Enterprise Risk Management (ERM).

4 Ex. 3 SCG/SDG&E/Day/Flores/York at 26.
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5.2.3 The Expanded Role and Capabilities of SoCalGas and SDG&E’s
Leadership and Boards of Directors in Assessing and Monitoring
Process Safety

Both the SoCalGas and SDG&E executive leadership teams and Boards have skills and
processes in place to monitor, evaluate, and oversee process and occupational safety.** In
addition to having practices in place to ensure the Boards of each utility effectively review safety
for each company, both Boards include senior officers with extensive operational and safety
experience specific to a natural gas or electric utility. At the Board level, both Companies
discuss safety-related issues at every meeting. The following are just a handful of topics
discussed at the Companies’ Board meetings: Grassroots Safety Culture; Fire Preparedness,
Response and Meteorology; Environmental and Safety Compliance Management Program
Certification Update; Risk Assessment Mitigation Phase Update; Cybersecurity and Crisis
Communications Update; and Century Park Facility Safety Enhancements.>

In addition, both Companies’ executive leadership oversee safety on a daily basis and
report concerns to the respective Boards. The SoCalGas Executive Safety Council and SDG&E
Executive Safety Council, chaired by their respective COOs, and composed of key HR, Safety,
and Operations executives, actively seeks employee engagement and feedback on safety issues
and performance from front-line employees and supervision. Additionally, the SoCalGas and
SDG&E executive teams are made aware of safety and compliance issues through the Pipeline
Safety Oversight Committee. The Pipeline Safety Oversight Committee is structured to review
issues, identify solutions and resolution, and track follow up.’! The SDG&E Executive Team
also monitors and tracks safety and compliance issues through the Corrective Maintenance
Program and the associated Quality Assurance/Quality Control Program.>?

Finally, while all officers of each Company are responsible for safety, there is one
officer at each Company who is accountable for safety. In both cases, this person is the Chief
Operating Officer, who is designated as the Chief Safety Office and is also the Chair of the

respective Safety Committees.>?

4 Ex. 90 SCG/SDG&E/Buczkowski/Geier at 11.

0 1d.

1 Id., (citing SoCalGas Company Operation Standard 183.09).

52 Id. (citing to SDG&E Electric Standard Practice No. 612 (Rev.)).
53 Ex. 90 SCG/SDG&E/Buczkowski and Geier at 11.
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In sum, the Companies multipronged approach to safety, whether at the Board level or
the front line, enshrines safety into our culture and drives our collective decision-making.

6. Risk-Informed GRC Overview

SoCalGas and SDG&E’s Risk Management direct testimony volume comprised the Risk
Management Policy testimony of Diana Day, the ERM Organization testimony of Gregory
Flores, and the RAMP-to-GRC Integration testimony of Jamie York,>* each of which is
discussed in turn in Sections 6.1, 6.2, and 6.3, below. The Risk Management Policy testimony of
Diana Day discusses how the Companies’ TY 2019 showing “present[s] the very first risk-
informed GRC application, supported by testimony that transparently demonstrates how the
Companies’ key safety risks have been prioritized under the California Public Utilities
Commission’s (CPUC or Commission) new GRC framework.”> The ERM Organization
testimony of Gregory Flores sponsors the Operations and Maintenance (O&M) expenses for
SoCalGas and SDG&E to support the trajectory described in Ms. Day’s testimony related to the
ERM function.’® And the RAMP to GRC Integration testimony of Jamie York “describes the
»57

process used to integrate the RAMP process into these GRC applications.
6.1 Risk Management Policy

Ms. Day’s direct testimony summarizes SoCalGas and SDG&E’s risk-informed GRC
presentation, providing context within which SoCalGas and SDG&E’s funding requests should
be viewed, and explaining how SoCalGas and SDG&E have incorporated risk management into
the TY 2019 GRC applications and supporting testimony. Ms. Day’s testimony also provides a
roadmap of the RAMP risks included in this GRC and where (i.e., in which SoCalGas and/or
SDG&E testimony chapters) these risks are represented, and identifies each TY 2019 GRC
witness who sponsors mitigation activities associated with the Companies’ RAMP risks (as
previously set forth in their RAMP Report®®) including details on RAMP-related risks and costs,
in Appendix A of her testimony.

% Exs. 3 and 4 SCG/SDG&E/Day/Flores/York; Ex. 5 SCG/Flores; Ex. 6 SDG&E/Flores.

55 Ex. 3 SCG/SDG&E/Day at ii.

3¢ Ex. 3 SCG/SDG&E/Flores at 1.

7 Ex. 3 SCG/SDG&E/Day/Flores/York at ii.

%8 1.16-10-015/1.16-10-016 (cons.), Risk Assessment and Mitigation Phase Report of San Diego Gas &
Electric Company and Southern California Gas Company (November 30, 2016) (referred to herein as the
“RAMP Report™).
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Ms. Day describes how the Companies have incorporated their GRC cost requests for risk
mitigation activities into the Commission’s new risk-informed GRC framework, established
through the Risk Framework Decision.® The Commission adopted the Risk Framework
Decision in December 2014, to incorporate a risk-informed decision-making framework into the
Rate Case Plan (RCP) for the GRCs of California’s investor-owned utilities (I0Us).®* The
Commission intended this framework to incorporate risk, value transparency, and place safety of
the public, employees, and contractors, as a top priority.®! The Commission has stated that the
new risk framework is intended to “result in additional transparency and participation on how the
safety risks for energy utilities are prioritized ... and provide accountability for how these safety
risks are managed, mitigated and minimized.”%

The Risk Framework Decision included the addition of two new Commission
proceedings — S-MAP and RAMP — which provide a framework for risk models and tools as well
as risk assessments and mitigation plans for SoCalGas and SDG&E’s key safety risks, and feed
into the GRC applications.®* Specifically, the Risk Framework Decision requires each IOU to
take the following additional steps and include additional, risk-related information, as part of the
GRC process:

(1) initiate utility-specific S-MAP applications and participate in a statewide S-MAP
proceeding, intended to “allow the Commission and parties to examine, understand, and
comment on the models that the energy utilities plan to use to prioritize risks and to mitigate
risks;%

(2) subsequently, initiate a request that an order instituting investigation be opened

and submit a RAMP report for each upcoming GRC, describing how the IOU plans to assess,

mitigate, and minimize certain key risks; and

9 Ex. 3 SCG/SDG&E/Day at 4 (citing D.14-12-025, Decision Incorporating a Risk-based Decision-
making Framework into the Rate Case Plan and Modifying Appendix A of Decision 07-07-004
(December 9, 2014) (referred to herein as the “Risk Framework Decision™)).

80 California IOUs consist of SoCalGas, SDG&E, Pacific Gas and Electric Company (PG&E), and
Southern California Edison Company (SCE).

61 Risk Framework Decision at 35.

62 Id. at 3; see also id. at 10. Note that SoCalGas’ and SDG&E’s GRC applications address risks and
request funding for risk mitigation activities beyond their top safety risks (for example, reliability projects
and safety risks that did not meet the minimum threshold to be included in RAMP).

8 Id. at 2-3.

% Id. at 21.
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3) incorporate the RAMP submission, as clarified or modified in the RAMP
proceeding, into the IOU’s GRC filing.

Going forward, the Commission will also require the Companies to file two reports
annually, the Risk Mitigation Accountability Report and the Risk Spending Accountability
Report,* which will require the Companies to implement additional internal tracking processes
and tools to measure the effectiveness of their mitigation plans.

SDG&E and SoCalGas’ TY 2019 GRC testimony presentation is the first to fully
incorporate these additional processes into their GRC showing. To integrate this process, for the
past several years, the Companies have been participating in Commission proceedings and
developing internal processes to incorporate the S-MAP, RAMP, and accountability reporting
requirements into their operations, and GRC presentations. This work is still ongoing, as
described below.

Since SoCalGas and SDG&E submitted their GRC testimony, a Motion for Approval of
Settlement Agreement (Motion),®® was jointly filed by Settling Parties®” on May 2, 2018, in
Phase 2 of the S-MAP. The settlement agreement “reflects the Settling Parties’ collective view
on how key issues in Phase 2 of this proceeding should be resolved.”®® As explained in the
Motion, “[t]he issue at the core of Phase 2 was whether the Joint Intervenor [TURN, EPUC, and
Indicated Shippers] Approach or a utility proposed alternative should be adopted as the uniform
approach for all large utilities to be used in future RAMP and GRC filings.”®’

The settlement, if adopted, sets forth “minimum required elements to be used by the large
utilities for risk and mitigation analysis in the RAMP and GRC.””® These minimum
requirements include, among other things, a process for selecting risks for the RAMP, principles
for performing risk assessment and risk ranking in preparation for the RAMP, a methodology for

mitigation analysis for risks in RAMP including the calculation of risk-spend efficiency, and

85 See id. at 44.

6 A.15-05-002/-003/-004/-005 (cons.), Joint Motion for Approval of Settlement Agreement Plus Request
for Receipt into the Record of Previously Served Documents and for Expedited Comment Period (Filed
May 2, 2018) (Motion).

7 The Settling Parties include the following entities: PG&E, SCE, SoCalGas, SDG&E, ORA, The Utility
Reform Network (TURN), the Energy Producers and Users Coalition (EPUC), and Indicated Shippers
S).

% Motion at 1.

8 Id. at4.

0 Id. at 10.
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global items such as ensuring transparency, using data when practical and appropriate, and using
Subject Matter Expert (SME) judgment if data is not available.”!

In addition to describing how the Companies’ incorporated risk management into the TY
2019 GRC applications and supporting testimony, Ms. Day also testifies that the Companies
have met their prior commitments as set forth in her testimony submitted in the TY 2016 GRC
by building a risk culture, focusing on continuous improvement of their risk processes, continued
integration of risk, asset, and investment management, and serving internally in an advisory
support capacity.”? Third-party risk maturity and integration of risk, asset and investment
management assessment reports for SoCalGas and SDG&E are attached to Ms. Day’s testimony
as Appendices C and D, respectively. Beyond the commitments expressed in the TY 2016 GRC,
Ms. Day testifies that the Companies’ “[e]fforts over the next GRC cycles will focus on

73 and demonstrates this

continuing to develop repeatable, consistent, and transparent processes
through an updated strategic trajectory providing the Companies’ risk-related vision. This vision
outlines various initiatives associated with risk, asset, and investment management.”* Lastly,
Ms. Day describes that risk management informs the Companies’ safety culture including that
“[s]afety is a core value of the Companies.””

6.2 Enterprise Risk Management

Gregory Flores’ testimony sponsors the ERM Organization O&M expenses for SoCalGas
and SDG&E, to support the trajectory described in Ms. Day’s testimony related to the ERM
function.”® Mr. Flores’ testimony supports the TY 2019 forecasts for O&M shared costs
associated with the ERM Organization of both SoCalGas and SDG&E, with no non-shared

O&M expenses or capital costs, as summarized in Table 6.2.A:

TABLE 6.2.A - Test Year 2019 Summary of Total Costs
Description 2016 Adjusted- TY 2019 Change (000s)
Recorded Estimated
(000s) (000s)
SDG&E ERM & Compliance 4,281 6,743 2,462
SoCalGas ERM 292 292 0
Total Shared Services 4,573 7,035 2,462

' Ex. 4 SCG/SDG&E/Day/Flores/York at 11.

2 Ex. 3 SCG/SDG&E/Day at 19-24.
73 Id. at 24.

7 Id. at 24-28.

> Id. at 28.

76 Ex. 3 SCG/SDG&E/Flores at 1.
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Mr. Flores’ testimony describes SoCalGas and SDG&E’s commitment to continued
development of our ERM program that facilitates the integration of risk into the review of
enterprise risks, with an emphasis on safety, the identification and prioritization of effective
mitigation measures and, ultimately, the investment decision-making process.”’ Our integration
and practice of risk management continues to evolve to address a variety of changing demands
related to operational, compliance, industry and Commission regulations, and increasing
expectations related to risk-informed decision-making.

6.3 RAMP-To-GRC Integration

The RAMP to GRC Integration testimony of Jamie York describes the process used to
integrate the RAMP process into the TY 2019 GRC applications.”® The CPUC established the

9579

RAMP in the Risk Framework Decision as “an initial phase of each utility’s GRC process”’” and

ordered that future GRC applications include “changes resulting from the RAMP process.”*’
Ms. York’s testimony provides a summary of those changes. Ms. York describes the integration
process as complicated, iterative, and required changes to the Companies’ well-established
internal GRC process.

The RAMP is a subset of the Companies’ GRC showing, in that it is limited to reporting
on safety-related activities that correspond to one or more of the Company’s key safety risks,
with risk impacts scoring four (major) or more in the Safety, Health and Environment category,
as described in the RAMP Report’s “Overview and Approach” Chapter.8!

SoCalGas and SDG&E were the first utilities to submit a RAMP Report and, thus,
integrate the RAMP into the GRC. The Companies’ RAMP Report comprised over 900 pages of
written descriptions and analysis of the Companies’ key risks, and their baseline and proposed
risk mitigation activities.>> The RAMP Report was subject to review and scrutiny by the
Commission’s SED, who “reviewed the RAMP Report for compliance,” and several parties

“were given the opportunity to file comments.”®’

" Id. at 1-8.

8 Ex. 3 SCG/SDG&E/York at ii.

7 Risk Framework Decision at 31.

80 1d. at 42-43.

81 RAMP Report at Overview and Approach Chapter (RAMP — A), A-4.
82 Ex. 4 SCG/SDG&E/Day/Flores/York at 8 (citing the RAMP Report).
8 D.18-04-016 at 1.
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Because this was the Commission’s first-ever RAMP proceeding, and first-ever RAMP
Report, the information provided in the Report offered unprecedented detail and analysis of the
Companies’ risk mitigation activities. The decision closing the Companies’ RAMP proceedings
noted the Commission’s SED observation that “the risks identified in the RAMP Report offer a
complete description of risk scenarios and proposed mitigation measures and provides a
reasonable basis for understanding the intent of the mitigations and how they might be able to
reduce the impact or frequency of the [RAMP risk-related] incidents.”®* The decision further
noted that “[t]he risk rankings and proposed mitigations provide more data, information, and
analysis regarding SDG&E’s and SoCalGas’ methodologies in assessing risks and how to
mitigate those risks.”%

Translating the safety-risk mitigation activities identified in the RAMP Report into the
GRC in a manner that reflects this risk-based view, while at the same time including the requests
that meet the traditional non-risk-based operating needs, was a challenging task. Ms. York
testifies regarding the steps the Companies took to incorporate the RAMP mitigation activities
into the GRC applications, as follows:

1. The Companies first identified the population of activities from the RAMP Report

that should be further reviewed for inclusion in the GRC.

2. Then, the RAMP risk mitigation activities described in the RAMP Report were

assigned to GRC subject matter areas.

3. Risk mitigation activities were then evaluated to determine specific requests in the
GRC.

4. Specific RAMP requests were then incorporated into the witnesses’ GRC
forecasts.

Ms. York’s testimony describes each of the above steps in detail and provides an example
of how RAMP was integrated into the GRC testimony forecasts.®® Ms. York also describes
challenges experienced in the RAMP-to-GRC Integration Process.®’

8 Id at 8.

8 Id at9.

8 Ex. 3 SCG/SDG&E/York at 2-10.
87 Id. at 10-11.
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6.4 Other Parties’ RAMP and Risk Management Testimony

Direct testimony regarding SoCalGas’ and SDG&E’s Risk Management presentation was
submitted by ORA, TURN, CUE, UCAN, and IS. ® Intervenors generally commented and
provided recommendations as to whether the RAMP information put forth in the Companies’
GRC showing should or should not be utilized for evaluating the Companies’ requests in this
proceeding, based largely on the assertion that the RAMP process and related information is not
fully mature. However, as Ms. Day, Mr. Flores and Ms. York explained in their rebuttal
testimony, the Commission has found that the “[p]roposed spending for safety mitigation
activities and the efficiency of risk mitigation funding are to be reviewed in the Test Year 2019
GRC applications[.]”%® The Companies’ based their risk-informed presentation in this case on
D.16-08-018 and the Risk Framework Decision, which modified the Rate Case Plan to
incorporate a risk-based decision-making framework including establishing the RAMP process
and required the Companies to integrate “RAMP results into [their] GRC filing[s],””° beginning
with their TY 2019 showing.”! The Commission has found that SED has “reviewed the RAMP
Report for compliance,”? the Companies have “incorporated RAMP results into their respective
Test Year 2019 GRC applications,”®* “the requirements set forth [in] D.14-12-025 and D.16-08-
018 have been satisfied,”* and “this [RAMP] process is now complete.” Thus, the
Companies’ RAMP-related information in this proceeding was presented in accordance with
Commission-adopted requirements and is “to be reviewed in the TY2019 GRC applications.””®
RAMP-related information should be used to inform funding decisions in this proceeding, as
supported by ORA,’” and as required by the Commission. Intervenors’ testimony proposing cuts

to the Companies’ funding without sufficient consideration of safety risk and specific mitigations

8 Ex. 398 ORA/Stannik; Ex. 490 TURN/Borden; Ex. 370 CUE/Marcus; Ex. 511 UCAN/Charles; Ex.
436 IS/Gorman.

% Ex. 4 SCG/SDG&E/Day/Flores/York at 2 (quoting D.18-04-016 at 2, 14).
% Id. (quoting D.14-12-025 at 42).

o1 Id. at 2-3 (citing D.16-08-018 at 154).

2 D.18-04-016 at 1.

3 Id.

% Id. at 14.

% Id. at 1 and Conclusion of Law (COL) 2.

% Id. at 12.

7 Ex. 398 ORA/Stannik at 2 and 15.

o
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affected by such cuts should be given less evidentiary weight for disregarding the Commission’s
new risk-informed framework.

IS and TURN argued that RAMP-related costs should be subject to additional conditions
including one-way balancing, cost caps, or both. Ms. Day, Mr. Flores, and Ms. York testified
that such recommendations are unnecessary and incompatible with the Commission’s risk-
informed framework, because the “Commission actively chose to adopt new reporting
requirements to achieve utility accountability, rather than other options such as regulatory
accounts and cost caps as proposed by TURN and IS in this proceeding.”® Additionally,
“[f]lexibility is required as the Companies may need to shift resources to pressing or emerging
risks.””?

ORA also submitted testimony opining on the proposed ERM Organization funding
request. While ORA did not oppose the Companies’ O&M funding request for the ERM
Organization, it “recommends that this funding be provided via a 1-way balancing account since
Commission requirements may change and exact funding purposes have not been defined.”!*
The Companies disagree with this recommendation. As Ms. Day, Mr. Flores, and Ms. York
explained, “[b]ecause risks and risk mitigations are dynamic, setting the precise scope of the
Companies’ efforts years in advance may be challenging and unreasonable.”'! Further, creating
a new regulatory account for the marginal amount of the ERM Organization funding requested in
this TY 2019 GRC would segregate one relatively small category of costs and would create an
administrative burden. Based on the foregoing, ORA’s recommendation to one-way balance the
ERM Organization costs should be rejected.

The Companies’ risk-informed GRC presentation, in accordance with the Commission’s
new risk decision-making framework, should be fully accounted for by intervenors and the
Commission in making funding decisions in this proceeding. The Commission should examine
the Companies’ risk-informed GRC showing in light of its risk-informed GRC framework, and

disregard intervenor proposals that are inconsistent with risk-informed funding decisions.

% Ex. 4 SCG/SDG&E/Day/Flores/York at 12.
2 Id.

100 Ex. 398 ORA/Stannik at 8.

101 Ex. 4 SCG/SDG&E/Day/Flores/York at 18.
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7. Fueling Our Future
7.1 Introduction

SoCalGas and SDG&E discuss the Fueling Our Future (FOF) initiative in Exhibits 22210
and 223.1% FOF is an enterprise-wide initiative that commenced in 2016 designed to provide an
opportunity to examine how we approach, organize and execute work. Built on the premise that
within a successful company, opportunities exist to improve performance by better leveraging
people, processes and technology, FOF focuses on innovating and modernizing processes to
meet the future needs of our business and build a better business through reinvestments. Savings
generated from FOF are passed through to ratepayers in the form of revenue requirement
reductions. Ratepayers also benefit from continued operating excellence that delivers clean, safe
and reliable energy to better the lives of our customers and communities now and in the future.

During an 18-week period in 2016, ongoing, continuous improvement efforts were
supplemented by a third-party consulting firm, EHS Partners (EHS), who provided incremental
resources and a framework to help identify, evaluate, and prioritize initiatives. EHS, whose
engagement ended in 2016, was funded by Sempra Energy. The culmination of these efforts was
a transparent, detailed list of over 450 approved ideas to be implemented over twelve quarters
between late 2016 and third quarter 2019. Despite the portfolio of initiatives being dynamic,
such that actual timing and/or savings outlooks may change over time, the TY 2019 GRC reflects
a total commitment of $68.99 million, composed of $42.76 million for SoCalGas and $26.23
million for SDG&E. Notably, without the FOF planning phase in 2016, these TY 2019 GRC
savings would not materialize.

Both ORA and TURN are in agreement that the Commission should accept SoCalGas’
and SDG&E’s TY 2019 FOF savings.!® However, while applauding the companies’ efforts and

102 See Ex. 222 SCG/SDG&E/Snyder/Clark (adopted by Baron/Widjaja).

103 See Ex. 223 SCG/SDG&E/Baron/Widjaja.

104 Ex. 399 ORA/Burns at 1, 5-7; Ex. 504 TURN/Dowdell at 6. In the course of its review, ORA
examined a couple of examples (one from each company) of the backup documentation supporting the
Companies’ cost savings and found that backup to be “problematic.” Ex. 399 ORA/Burns at 3-4. As
explained in Ex. 223 SCG/SDG&E/Baron/Widjaja at 3, fn. 5, in discovery, SoCalGas and SDG&E
provided ORA with a list of each approved FOF initiative and idea to be implemented, a short idea
description, the cost to implement, ongoing costs and benefits, estimated net savings, and expected
completion date. SoCalGas and SDG&E believe they provided an appropriate level of support, but, as
noted in the discussion section below, SoCalGas and SDG&E are committed to the savings amounts
identified in the direct testimony, whether or not the savings ultimately are actually realized.

23



recommending that the TY 2019 savings be accepted, TURN argues that company staff costs
over the 18-week planning phase in BY 2016 should be quantified and removed from the test
year because they should be considered “one-time costs . . . that will not be repeated as part of
the ordinary course of business going forward.”!%> As explained in more detail below, SoCalGas
and SDG&E disagree with TURN’s assertion because our employees are engaged in continuous
improvement efforts on an ongoing basis.

7.2 Continuous Improvement at SoCalGas and SDG&E

As explained in Exhibit 222, to appreciate the significance of FOF to SoCalGas’ and
SDG&E’s operations, it is first necessary to understand how continuous improvement at the
Companies sets the stage for FOF’s successful introduction. To us, continuous improvement is
far more than a collection of operational policies and procedures. It is a growth mindset that has
employees seeking new ways of doing business to increase the efficiency of core operations and
customer service. There are three pillars to continuous improvement efforts at SoCalGas and
SDG&E: culture, analytics, and process.

A culture of continuous improvement enables employees to look at problems from new
perspectives. Without a cultural commitment to continuous improvement, valuable analyses
may be unrealized and processes unchanged. SoCalGas and SDG&E build a culture of
continuous improvement by seeding the organization with employees trained in Lean Six Sigma
methods, a data-driven approach to improve business processes using statistical analysis. Lean
Six Sigma casts an eye towards analysis that produces quantifiably-justifiable business decisions
and provides a framework for positively affecting business processes by mitigating variability
and streamlining complexities between workstreams, while increasing speed and improving
agility. Every year, the Companies train employees from across the organization in the Lean Six
Sigma data-driven approach (typically, SoCalGas trains 80 to 100 employees per year and
SDG&E trains 60 to 80 employees per year). Employees are encouraged to apply lessons
learned with their teams and in their work, whether in the field, office, customer contact center,
or elsewhere.

FOF was born out of the same commitment to continuous improvement — linking a

culture focused on continuous improvement and analytics to produce wide-ranging process

105 Ex. 504 TURN/Dowdell at 6.

24



improvements. FOF is an attempt to take the formula that has been successful in business units,
such as the customer contact center, and extend the approach across the Companies as a whole.
SoCalGas and SDG&E have committed to TY 2019 cost savings of a combined $68.99 million
FOF savings. These savings reduce the GRC TY 2019 revenue requirement and will help fund
incremental strategic and base projects that modernize our infrastructure, with an emphasis on
enhancing safety and reliability.

7.3 Response to TURN

As summarized above, TURN argues that the Commission should:

1. Accept the $68.99 million in estimated FOF initiative savings as a reduction of

revenue requirement to be passed through to ratepayers;

2. Applaud Sempra’s on-going efforts to find more effective, cost-efficient ways to
deliver retail gas and electricity, and other energy services . . .; and
3. Adjust 2016 base year revenues downward by the amount of the FOF Project

Phase costs identified, as these one-time costs represent significant base year
work by SDG&E and SCG staff that will not be repeated as part of the ordinary
course of business going forward.!%

As explained in Exhibit 223, SoCalGas and SDG&E strongly disagree with TURN’s
suggestion that the Commission should “Adjust 2016 base year revenues downward by the
amount of the FOF Project Phase costs identified” on the grounds that these are “one-time costs
[that] represent significant base year work by SDG&E and SCG staff that will not be repeated as
part of the ordinary course of business going forward.”

As a threshold matter, the Companies did not separately track the 18-week project phase
costs during BY 2016. More importantly, the employees who supported FOF were exempt
employees who continued to support their current roles and responsibilities at least in part during
the 18 weeks of FOF Project Phase. Work that was not completed by FOF team members was

not deferred but, instead, redistributed to other employees within the organization.'?’

106 [d
107 Ex. 223 SCG/SDG&E/Baron/Widjaja at 5.
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In addition, the project phase was necessary for FOF idea generation and the eventual
approval of selective ideas for implementation. Without the project ideation and idea assessment
phase, the $68.99 million of cost savings would not have been possible.'%®

Finally, the FOF program comes under the umbrella of continuous improvement
activities, which, as described above, is embedded in the SoCalGas and SDG&E cultures. The
costs associated with employees who participate in continuous improvement projects should not
be regarded as one-time costs. Whether supporting FOF activities or other continuous
improvement initiatives, this is the job of SoCalGas and SDG&E staff on an ongoing basis. If
there were any incremental costs associated with the FOF effort, those were the costs associated
with the engagement of the third-party consultant (EHS), but, as SoCalGas and SDG&E
explained in their direct testimony, none of EHS’ costs were allocated to SoCalGas or
SDG&E.!'%

FOF savings returned to ratepayers would not even be possible if not for the FOF
planning activities that led to these savings. To claim that employee resources called upon
during the planning phase of FOF should be considered as out of the ordinary course of company
business, ignores the continuous improvement commitment and culture embedded at both
SoCalGas and SDG&E, which continues on an ongoing basis. We request that the Commission

adopt the $68.99 million savings in TY 2019, without any base year adjustment.
8. Gas Distribution (SoCalGas and SDG&E)

SoCalGas and SDG&E’s Gas Distribution testimonies and workpapers, supported by
witness Gina Orozco-Mejia, describe and justify SoCalGas and SDG&E’s forecasted Gas
Distribution O&M and capital expenditures.''® They provide a detailed and thorough
examination of the Gas Distribution area, including operations, facilities, the major cost drivers,
and the challenges facing Gas Distribution from system expansion, increased regulatory and
environmental requirements, aging infrastructure, maintaining a skilled workforce, and economic
conditions. SoCalGas and SDG&E’s Gas Distribution is responsible for operating, maintaining,

and constructing new gas facilities to provide safe, clean, and reliable delivery of natural gas to

108 14,
109 Ex. 222 SCG/SDG&E/Snyder/Clark/Baron/Widjaja at 3.
10" See Exs. 07-10A SCG/Orozco-Mejia and Exs. 11-14 SDG&E/Orozco-Mejia.
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its customers at a reasonable cost consistent with operational laws, codes, and standards
established by local, state, and federal authorities.

Intervenors’ summary positions are compared to SoCalGas and SDG&E’s in the tables
below:

Summary of SoCalGas O&M Request and Intervenor Proposals

TOTAL NON-SHARED + SHARED SERVICES O&M'!!
- Constant 2016 ($000)
Test Year Variance!1?
2019

SoCalGas 148,154

ORA 118,209'13 (29,945)
CFC 147,654'14 (500)
TURN 133,245 (14,909)
CUE 161,313 13,159

" For the purpose of these comparison tables, for areas that were not discussed by the parties (e.g.,
TURN, CUE, CFC), it is assumed that the parties accepted SoCalGas’ forecasts.

12 Intervenor’s forecast — Utility’s forecast = Variance.

113 Tn Ex. 406 ORA/Phan at 2 in Table 11-1, the total O&M is shown as $118.312 million. However,
SoCalGas has provided in Ex. 10 SCG/Orozco-Mejia at Appendix A corrected calculations for O&M.
114 n its testimony, CFC makes a specific recommendation for Cathodic Protection (O&M) only. CFC
also recommends that Gas Distribution’s TY 2019 revenue requirement be reduced by $27.9 million to
reflect CFC’s estimate for unaccounted for gas. Ex. 484 CFC/Roberts at 11. This out-of-scope proposal
is addressed in Section 8.5 below.

5 Tn its testimony, TURN makes specific recommendations for Main Maintenance and Service
Maintenance categories only.

116 Tn its testimony, CUE makes specific recommendations for Locate & Mark, Leak Survey, Main
Maintenance, Service Maintenance, and Tools, Fittings and Materials categories only.
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Summary of SoCalGas Capital Request and Intervenor Proposals

TOTAL CAPITAL !'!7 - Constant 2016 ($000)

2017 2018 2019 Total Variance
SoCalGas 278,47313 324,801 347,842 951,116 --
ORA'" 279,210 285,885 298,056 863,151 (87,965)
CUE'° 278,473 324,801 368,357 971,631 20,515
Summary of SDG&E O&M Request and Intervenor Proposals
TOTAL O&M - Constant 2016 ($000)
Test Year 2019 Variance
SDG&E 29,533
ORA 28,366!%! (1,167)
CUE 32,312 2,779
Summary of SDG&E Capital Request and Intervenor Proposals
TOTAL CAPITAL - Constant 2016 ($000)
2017 2018 2019 Total Variance
SDG&E 50,666'* 91,606 | 110,993 253,265 --
ORA 75,756 88,647 88,246 252,649 (616)
CUE 50,666'2 | 91,606'** | 132,560 274,832 21,567
Sierra Club / UCS Not Specified

7 For the purpose of these comparison tables, for areas that were not discussed by CUE, it is assumed
that it accepted SoCalGas’ forecasts.
8 ORA recommends adopting SoCalGas’ actual recorded 2017 capital expenditures for all capital
categories for the 2017 forecast, which SoCalGas does not oppose, with the exception of Capital Tools
and Meter Guards discussed further below in Section 8.3.1.4. See Ex. 10 SCG/Orozco-Mejia at 128:2-8.
9 In Ex. 406 ORA/Phan at 4 in Table 11-2, the total Capital for 2018 and 2019 are shown as $274.586
million and $298.167 million respectively. However, SoCalGas has provided in Ex. 10 SCG/Orozco-
Mejia at Appendix A corrected calculations for Capital categories.
120 n its testimony, CUE makes specific recommendations for Supply Line Replacements, Service Line
Replacements, and Regulator Stations categories only. In Ex. 370 CUE/Marcus at 16:1, the total base
forecast used for CUE’s calculation was incorrect, for a corrected value please refer to Ex. 10
SCG/Orozco-Mejia at Appendix A, A-3 to A-4.
121 This is a corrected value. Refer to Ex. 14 SDG&E/Orozco-Mejia at Appendix A for the derivation of

this value.

122 SDG&E does not oppose ORA’s recommendation to use 2017 adjusted-recorded expenditures for
2017 Gas Distribution Capital. See Ex. 14 SDG&E/Orozco-Mejia at 32:15-17.
123 CUE did not discuss SDG&E’s total forecast values for base year 2016, 2017, and 2018. It is
assumed that CUE accepted the SDG&E forecast figures for those years.

124 Id.
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8.1 Risk-Informed Funding Requests (SoCalGas and SDG&E)

In developing SoCalGas and SDG&E’s requests, priority was given to key safety risks

identified in the Companies’ RAMP Report to assess which risk mitigation activities Gas

Distribution currently performs and what incremental efforts are needed to further mitigate these

risks. All the work categories sponsored by Ms. Orozco-Mejia are activities Gas Distribution

currently performs. SoCalGas and SDG&E assumed that many of the incremental RAMP-

related mitigation activities were already accounted for in the base (i.e., RAMP Embedded Base

Costs) when using a five-year linear trend as the base forecast methodology. This was done to

prevent double counting of upward pressures. !’

and SDG&E’s RAMP risks represented and supported as part of these testimonies include:

As further detailed in Section II.A of Ms. Orozco-Megjia’s direct testimonies, SoCalGas
126

Mitigating the risk of Catastrophic Damage Involving Third-Party Dig-Ins includes
training and Locate and Mark activities as RAMP base expenses for both utilities. For
SoCalGas, the incremental RAMP expenses support Standardizing Locate and Mark tools
used by locators by replacing aging tools. For SDG&E O&M, the incremental RAMP
expenses support Operator Qualification certification, staff support for federal and state
regulation translation, and additional standby personnel for surveillance of excavations
near high-pressure gas lines.

Mitigating the risk of Employee, Contractor, Customer and Public Safety includes
employee training, personal protective equipment (PPE) and safety equipment, and
above-ground and below-ground gas facility and pipeline inspections as RAMP base
expenses for both utilities. In addition to these base expenses, for SoCalGas, the
incremental RAMP expenses support O&M and capital for a confined space air
monitoring system for field personnel and capital to upgrade Nomex coveralls and fresh
air equipment.

Mitigating the risk of Catastrophic Damage Involving Medium-Pressure (MP) Pipeline
Failure includes managing risks through compliance with applicable federal (49 CFR
192) and state (General Order 112-F) regulations as RAMP base expenses for both
utilities. SDG&E will expand and add new mitigations from RAMP incremental
expenses for increasing the replacement of early vintage plastic pipe, removal of Dresser
Mechanical couplings and Oil Drip piping facilities. In addition, RAMP incremental
expenses for the removal of damaged buried piping in vaults; removal of closed valves
between high- and medium-pressure systems; removal/replacement of early vintage steel
pipe and pre-1933 threaded steel main; and provide funding for a cathodic protection
(CP) reliability program to assess the “health” of SDG&E’s CP system.

For SoCalGas only, mitigating the risk of Catastrophic Damage Involving High-Pressure
(HP) Pipeline Failure includes maintenance, qualifications of pipeline personnel,
requirements for corrosion control through CP, and operations as RAMP base expenses.

125

Ex. 10 SCG/Orozco-Mejia at 11:17-20; Ex. 14 SDG&E/Orozco-Mejia at 4:7-9.

126 See Ex. 7 SCG/Orozco-Mejia at 14-25 (Table GOM-07); Ex. 11 SDG&E/Orozco-Mejia at 12-25.
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J For SDG&E only, mitigating the risk of Workforce Planning (the risk of loss of
employees with deep knowledge, understanding, and experience in operation due to
retirement or turnover) through training and knowledge transfer programs and
compliance and inspection programs as RAMP base expenses. Beyond these base
expenses, RAMP incremental expenses will support the establishment of the “Supervisor
University,” a dedicated training group and curriculum for the development of field
supervisors.

8.2 Common Issues (SoCalGas and SDG&E)
8.2.1 Five-Year Linear Trend Versus ORA’s Forecasting Methodologies

A fundamental difference driving ORA’s proposed reductions for Gas Distribution is a
disagreement with SoCalGas and SDG&E’s use of a five-year (2012-2016) linear trend. ORA’s
general position is that a “Last Recorded Year” (LRY) methodology is required or binding for a
historical trend scenario spanning three or more years.'?” The Companies respectfully disagree.

ORA’s position requiring the LRY methodology is based on two CPUC decisions:
PG&E’s 1990 GRC (D.89-12-057) and SCE’s 2015 GRC (D.15-11-021).!2® However, these
decisions are not controlling. First, in PG&E’s 1990 GRC, both parties involved recommended
the use of LRY and averaging methodologies.'®® As a result, the Commission stated, “[fJrom
these descriptions of the parties’ methodologies, we may discern general agreement on certain
principles for developing a base estimate of 1990 expenses.”!** The Commission then outlined
principles where a LRY would be more appropriate than use of an average and vice versa.
Notably, the Commission did not mandate the use of LRY where historical data shows a trend
spanning three or more years. Second, in SCE’s 2015 GRC, SCE recommended using the LRY,
while ORA recommended use of averaging.'3! Further, both parties cited to PG&E’s 1990 GRC
for guidance “to distinguish between averaging and LRY.”!*? These cases are distinguishable
from the instant GRC where the Companies propose a linear trend. In developing the principles

ORA now relies on, the Commission did not evaluate whether a linear trend would be

127" See Ex. 406 ORA/Phan at 6-7.

128 Ex. 406 ORA/Phan at 6-7 (quoting D.15-11-021 and D.89-12-057).

129 D.89-12-057 at 14 (“Generally, PG&E relied upon 1987 recorded expenses for its base estimate.
However, for those accounts which may be influenced by outside forces, . . . PG&E used a four-year
average. . . . DRA generally derived the base 1990 estimate using either 1987 recorded expenses, or an
average of two, three or four years[.]”).

130 Id. at 15.

Bl D.15-11-021 at 210.

132 [d
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appropriate, nor was it asked to do so0.!** Thus, the principles developed in PG&E’s 1990 GRC
are not binding on this case. Further, the Commission has previously stated that “[b]asic
forecasting principles are also subject to interpretation and application on a case-by-case basis”
and “forecasting principles articulated in other decisions are important guidelines for the
Commission, but are not dogma to be rigidly imposed.”!** ORA’s argument that a LRY
methodology must be applied should therefore be disregarded.

SoCalGas and SDG&E maintain the position that the use of a five-year linear trend is
justified where it was used, as it best represents the historical data and the funding requirement to
support increased growth, regulatory change, and the mitigation of risks that have been fully
justified in testimony. SoCalGas and SDG&E will refrain from reiterating here the detailed
justifications for use of the five-year linear trend found in the rebuttal testimony.'*> However,
the Companies will highlight a few essential reasons why SoCalGas and SDG&E’s proposed
forecasts should be adopted over ORA’s recommendations.

ORA’s application of the LRY methodology overlooks certain historical data and facts,
growth drivers, and RAMP mitigation activities. Typically, ORA recommended the LRY
methodology by averaging the last two years of recorded data (2016-2017) for many of the
O&M and capital areas in Gas Distribution.!*¢ In other instances, ORA used the LRY
methodology as what is effectively a base year method by taking only the 2016 recorded year
(particularly for SDG&E)."*” In only one instance, ORA employed a five-year average instead
of a linear trend.!*® ORA’s method of using the last two years’ or base year’s data is inconsistent
with what ORA’s analyst advocated in her TY 2016 GRC testimony that “data from as many
years as possible should be used for a more reliable forecast.”!*

ORA’s approach also does not recognize that costs to complete impacted Gas
Distribution activities are continuing to grow. For SoCalGas, ORA’s opposition to the use of a

five-year linear trend results in reductions to eight out of eleven non-shared services O&M

13 See D.89-12-057 at 14-15.

134 D.12-11-051 at 15; see also Ex. 10 SCG/Orozco-Mejia at 15-16.

135 Ex. 10 SCG/Orozco-Mejia at 9-10; Ex. 14 SDG&E/Orozco-Mejia at 15-21, 25-28.

136 Ex. 10 SCG/Orozco-Mejia at 5-6. For SoCalGas’ Capital Cathodic Protection, ORA recommended a
three-year average (2015-2017) instead of SoCalGas’ five-year linear trend.

137 Ex. 14 SDG&E/Orozco-Mejia at 15:2-4, 18:21-23, 25:19-22.

138 See, e.g., Ex. 406 ORA/Phan at 36-37.

139 See Ex. 10 SCG/Orozco-Mejia at 15 (quoting A.14-11-003/-004 (cons.), Ex. 350 ORA/Phan at 8).
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workgroups for TY 2019: Locate and Mark, Leak Survey, Measurement and Regulation,
Cathodic Protection, Main Maintenance, Service Maintenance, Tools, Fittings & Materials, and
Operations and Management workgroups.'*® ORA proposes reductions to four out of fifteen
capital workgroups for SoCalGas Gas Distribution: Service Replacements, Main & Service
Abandonments, Cathodic Protection Capital, and Capital Tools.'*! This results in a total O&M
reduction of $11.628 million and a capital reduction of $3.749 million for SoCalGas. For
SDG&E, ORA’s opposition to the use of a five-year linear trend results in reductions to three out
of twelve O&M workgroups for TY 2019: Locate and Mark, Main Maintenance, and
Measurement and Regulation workgroups; which translates to a total reduction in O&M of
$1.013 million. (There was no five-year linear trend dispute in SDG&E capital.)

Where SoCalGas and SDG&E used the trend methodology, the data and supporting facts
clearly demonstrate that the work and/or unit costs have trended upwards and that the trend will
continue to do so throughout the GRC period. As further detailed in Ms. Orozco-Mejia’s
rebuttal testimony,'#? the five-year linear trend appropriately incorporates these considerations,
while ORA’s LRY methodology does not. In addition, incremental work above historical
spending, performed to maintain the safe and reliable operation of the distribution system and
related work processes, were identified and considered by SoCalGas and SDG&E. These new or
more extensive work elements were then subjected to an analytical calculation to determine the
amount of incremental funding needed. The overall result is a forecast, developed using
historical data, and activity drivers with the addition of these incremental expenses.

The Locate and Mark workgroup is one example where the five-year linear trend for the
base forecast was fully justified by both SoCalGas and SDG&E, and yet ORA recommended a
LRY methodology that would result in unsupported reductions. Locate and Mark is a process
mandated by 49 C.F.R. § 192!} and California’s “One-Call” Statute, which requires the owner
of underground facilities to identify substructures at locations of planned excavations. The

activities completed under this workgroup are preventative in nature and are required to avert

140" ORA does not take issue with and accepts the SoCalGas TY O&M forecast for Asset Management
and Regional Public Affairs.

141" ORA does not take issue with and accepts the SoCalGas Capital forecast for New Business, Pressure
Betterment, Supply Line Replacement, Main Replacement, Other Distribution Capital Projects, and
Measurement and Regulation Devices.

142 Ex. 10 SCG/Orozco-Mejia at 9-10; Ex. 14 SDG&E/Orozco-Mejia at 15-16, 19-21, and 25-27.

143 See Cal. Gov’t Code §§ 4216, et seq.
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damages caused by third-party excavators working near gas underground substructures. The
work primarily comprises locating and marking SoCalGas and SDG&E’s underground pipelines,
conducting job observations, and performing depth checks.!** These activities directly address
the mitigating measures identified in the RAMP Report.'* For SoCalGas and SDG&E, the costs
associated with mitigation actions in support of RAMP risks are embedded in the Locate and
Mark base forecast.!*® SoCalGas and SDG&E did not add an incremental increase for these
activities on top of the base trend forecasts so as to prevent double counting.'*’

By the same token, ORA’s use of the LRY method, unadjusted to reflect this incremental
level of activity, would not sufficiently account for these RAMP activities. Although ORA

148 jts LRY methodology does not

acknowledges an upward trend in this work category,
recognize the need to fund the anticipated growth in work and associated expenses in TY 2019.
As economic conditions continue to improve, construction activities are expected to continue to
increase near pipelines. It is also anticipated that with the implementation of California’s Dig
Safe Act of 2016 (SB 661) and the establishment of a new Board with the power to enforce the
law and issue fines will increase the number of locate and mark tickets submitted to the regional
notifications centers.

Moreover, the number of hours of stand-by time (job observations) have increased over

the years'*® as well as an upward trend in the number of USA tickets worked.!** Growth in

144 Ex. 7 SCG/Orozco-Mejia at 32; Ex. 11 SDG&E/Orozco-Mejia at 36-37.

145 1.16-10-015/-016 (cons.), Risk Assessment and Mitigation Phase Report of San Diego Gas & Electric
Company and Southern California Gas Company, November 30, 2016 (regarding Chapter SCG-1
Catastrophic Damage Involving Third-Party Dig-ins and Chapter SDG&E-2 Catastrophic Damage
Involving Third-Party Dig-ins).

146 Ex. 10 SCG/Orozco-Mejia at 21. For SoCalGas, ORA did not dispute costs for incremental activities
reflecting USA ticket price increases associated with membership fees or vacuum keyhole technology to
excavate to find hard-to-locate underground pipelines. See id. at 25. For SDG&E, the Locate and Mark
O&M base forecast is a five-year linear trend; the Locate and Mark RAMP embedded capital component
in BC 501 is a five-year average forecast. See Ex. 11 SDG&E/Orozco-Mejia at 38:17-19; Ex. 13
SDG&E/Orozco-Mejia at 27-30.

147 Ex. 10 SCG/Orozco-Mejia at 17.

148 Ex. 406 ORA/Phan at 11.

149 Ex. 10 SCG/Orozco-Mejia at 23 (Table GOM-07).

150 Ex. 10 SCG/Orozco-Mejia at Appendix B, CUE-SCG-DR-03, Question 183 (For SoCalGas, the
decrease in 2016 in the number of USA tickets is a result of a change in data tracking methodology
related to the consolidation of overlapping notification areas at the end of 2015. This change directly
reduced the number of tickets received in those areas. However, the 2017 number reflects the anticipated
upward pressure after this data tracking change.).
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Locate and Mark is substantiated by the historical USA Ticket Notification trend. For example,
SDG&E’s USA ticket notifications are shown in the figure below (including year 2017 data):!>!

Figure 8.2.1.A
SDG&E USA Ticket Notifications
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In addition, based on the requirements of General Order (GO) 112-F, SoCalGas and
SDG&E expect an increase in locating and marking known abandoned lines, which will increase
the time spent locating each ticket and creating additional work for supporting activities. These
activities support the increasing growth that SoCalGas and SDG&E are experiencing with locate
and mark work due to GO 112-F, SB 661, and construction activities.

Finally, as the Companies pointed out in rebuttal testimony, ORA did not discuss how
specific RAMP mitigations would be affected by its recommended reductions. ORA’s cross-
examination of Ms. Orozco-Mejia during hearings did not shed further light on this methodology
dispute.'>? Furthermore, SoCalGas and SDG&E clarified during hearings that the ORA analyst

Ms. Dao Phan’s forecasts did not account for the embedded growth that was within the linear

151 Ex. 14 SDG&E/Orozco-Mejia at 16 (Figure GOM-01). For brevity, only SDG&E’s graphical
representation of ticket notification growth is shown here. SoCalGas’ graphical representation is shown
in Ex. 10 SCG/Orozco-Mejia at 24 (Figure GOM-02).

152 Tr, V10:481:17-483:7 (Orozco-Mejia).
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trend for RAMP-related activities.!>®> Although a separate ORA analyst’s report discussed
RAMP at a general level,'>* there was no mention of it by Ms. Phan for her report on this witness
area.'”® In fact, RAMP was not mentioned once in Ms. Phan’s testimony.

Thus, ORA’s LRY forecast methodology is premised on a misunderstanding of the
Commission’s prior decisions, falls short in thoroughly analyzing all the risk information, and, in
some areas, did not provide enough supporting data and rationale for its selected forecasting
methodology. As such, the Commission should not adopt ORA’s position on LRY methodology.

8.2.2 Higher Funding Recommendations/Undisputed Items

CUE recommended higher funding in Gas Distribution’s cost categories and certain
items, such as FOF cost savings, were undisputed by any party. For SoCalGas, CUE
recommended increases for O&M Locate and Mark, Leak Survey, Main Maintenance, Service
Maintenance, and Tools, Fittings, and Materials; for capital, increases were recommended for
Supply Line Replacement, Service Replacement, and Regulator Stations.!*® CUE did not dispute
the other O&M or capital workgroups.!>” For SDG&E, CUE recommended increases for O&M
in Leak Survey, Locate and Mark, and Main Maintenance;'>® for capital, increases were

recommended for Replacement — Mains and Services, Cathodic Protection, and Regulator

153 Tr. V10:484:8-13 (Orozco-Mejia) (“[W]hen ORA makes its recommendation for a two-year average
instead of our linear trend, it dismisses the [e]Jmbedded costs that are within that linear trend, which some
of those costs are associated with mitigating RAMP risks.”).

154 See generally Ex. 398 ORA/Stannik/Li. Although Ms. Orozco-Mejia indicated at the time of hearings
that she did not recall reading this general analysis of RAMP entitled, “Risk Management Policy;
Enterprise Risk Management Organization; RAMP/GRC Integration’ Pipeline Integrity, SoCalGas
PSEP,” there would be no expectation that she would — as Ms. Phan, the ORA analyst for Gas
Distribution, never cross-referenced it. Ms. Diana Day and Ms. Jamie York were the appropriate
SoCalGas/SDG&E witnesses that addressed this more general RAMP analysis, which was not specific to
Gas Distribution. See Ex. 10 SCG/Orozco-Mejia at 3 n.11 referring to those witnesses and n.12 cross-
referencing this general ORA analysis in Ms. Orozco-Mejia’s rebuttal testimony. Ms. Orozco-Mejia
confirmed that her testimonies were prepared by her or under her direction, working with a team of
people, which further explains why she would not have a specific recollection of ORA testimony that is
not within the scope of her witness area. See Tr. V10:479-482 (Orozco-Mejia).

155 Tr. V10:482:2-8 (Orozco-Mejia) (“. . . . there wasn’t a reference to RAMP within Ms. Da[o]’s
report.”).

136 CUE recommends a higher total expense of $161.038 million or $13.159 million above SoCalGas’
TY 2019 forecast for O&M expenses. Ex. 370 CUE/Marcus at 23-25, 26-27, 29-31, 33-34.

157 CUE forecasts a significantly higher value of $20.515 million above SoCalGas’ capital expense for
TY 2019. CUE accepts SoCalGas’ forecast capital expense for 2017 and 2018. Ex. 370 CUE/Marcus at
15-20.

158 CUE’s O&M recommendations would result in an overall increase of $2.779 million. Ex. 370
CUE/Marcus at 86-93.
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Station Improvements.'> CUE did not dispute the other SDG&E O&M or capital workgroups.
Since CUE does not contend that SoCalGas and SDG&E’s requested funding levels are not
needed, but argues instead that more funding is needed, details on CUE’s recommendations will
not be discussed further in this brief. Those details can be found in the rebuttal testimony. !¢
SoCalGas and SDG&E’s forecasts endeavored to strike an appropriate balance between Gas
Distribution’s pipeline safety, risk mitigation effectiveness, and impact on ratepayer costs within
the 2019 GRC cycle. Therefore, the Commission should adopt SDG&E’s and SoCalGas
forecasts as reasonable.

Parties did not dispute SoCalGas and SDG&E’s FOF cost savings. The FOF initiative
began in 2016 to examine operations across the Companies and identifying opportunities for
efficiency improvements. Through this process, ideas were generated, reviewed, analyzed, and
targeted for implementation from 2017 through TY 2019. For both Companies, these costs
saving activities were accepted by other parties for TY 2019. The associated work categories for
SoCalGas include: Leak Survey, Measurement and Regulation, Cathodic Protection, Main
Maintenance, Service Maintenance, Field Support, Asset Management, and Regional Public
Affairs for O&M. The associated O&M work categories for SDG&E include Main
Maintenance, Measurement and Regulation and Operations Management and Training. These
cost savings are further discussed within the direct testimony for both SoCalGas and SDG&E, ¢!
respectively, and will not be discussed further within this brief since these cost savings were not
disputed.

ORA recommends adopting SoCalGas’ actual recorded 2017 capital expenditures for all

capital categories for the 2017 forecast, which SoCalGas does not oppose, with the exception of

159" CUE proposes increases to three capital expense categories for TY 2019. These are Replacement —
Mains and Services (BC 508), Cathodic Protection (BC 509), and Regulator Station Improvements (BC
510) resulting in an overall increase of $21.567 million. Ex. 370 CUE/Marcus at 44-51, 55-58.
160 SoCalGas’ detailed arguments can be found at Ex. 10 SCG/Orozco-Mejia for: Locate and Mark at 25
to 26; Leak Survey at 33 to 35; Main Maintenance at 57 to 58; Service Maintenance at 68 to 70; Tools
and Fittings at 78; Supply Line Replacements at 97 to 98; Service Replacements at 102; Regulator
Stations at 114; Field Capital Support at 140.

SDG&E’s detailed arguments can be found at Ex. 14 SDG&E/Orozco-Mejia for: Leak Survey at 11 to
12; Locate and Mark at 17 to 18; Main Maintenance at 21 to 22; Replacement - Mains and Services at 34
to 35; Cathodic Protection at 37 to 38; Regulator Station Improvements at 42 to 45.
161 Ex. 7 SCG/Orozco-Mejia at 39:28-40:10, 44:1-11, 48:6-16, 54:12-25, 61:8-17, 67:24-68:16, 75:28-
76:24, 86:1-8; Ex. 11 SDG&E/Orozco-Mejia at 40:25-28, 52:7-15, 66:26-67:2.
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Capital Tools and Meter Guards discussed further below in Section 8.3.1.34.!2 ORA
recommends adopting SDG&E’s actual recorded 2017 for all O&M and capital categories for the
2017 forecast, which SDG&E does not oppose.

Additionally, parties did not oppose SoCalGas’ shared services O&M forecast of $0.275
million.'®® Parties did not take issue with SoCalGas’ full request of capital expenditures for
Pressure Betterment, Supply Line Replacements, Main Replacements, and Measurement and
Regulation Devices. ORA does not take issue with the SoCalGas’ proposed cost components for
New Business Construction for 2018 and 2019.!%* SoCalGas does not oppose ORA’s application
of 2017 recorded new business trench reimbursements and new business forfeitures, resulting in
a lower 2017 recorded costs for new business construction. ORA did not dispute the forecast for
New Business Trench Reimbursements for 2017-2019 and costs for incremental activities for
Advanced Metering Infrastructure in 2019. Parties did not take issue with and ORA accepts
SDG&E’s full request of capital expenditures for 2018 and TY 2019 for Other Services, Leak
Survey, Service Maintenance, Tools Fittings & Materials, Electric Support, Cathodic Protection,
Asset Management, and Operations Management and Training workgroups.

8.3 SoCalGas Issues
8.3.1 SoCalGas Non-Shared O&M Expenses
In total, SoCalGas requests the Commission adopt its TY 2019 forecast of $147.879

million for Gas Distribution O&M expenses. ORA recommends the Commission adopt
$117.934 million for Gas Distribution non-shared services O&M expenses for TY 2019, a
reduction in SoCalGas’ request of $29.945 million. ORA proposes reductions to nine
workgroups for TY 2019 as shown in Table 8.3.1.A below. CFC proposes a reduction to
Cathodic Protection, resulting in an overall decrease of $0.500 million. CFC did not provide
forecasts for other O&M workgroups. CFC also recommends that Gas Distribution’s TY 2019
revenue requirement be reduced by $27.9 million to reflect CFC’s estimate for unaccounted for

gas.'® This out-of-scope proposal is addressed in Section 8.5 below. TURN proposes

162 See Ex. 10 SCG/Orozco-Mejia at 128:2-8 and 134:10-14.

163 Jd. at 86. SDG&E did not have a Shared Services O&M forecast. See generally Ex. 11
SDG&E/Orozco-Mejia.

164 Ex. 406 ORA/Phan at 48:19-20.

165 Ex. 484 CFC/Roberts at 11.
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reductions to Main Maintenance and Service Maintenance, resulting in an overall decrease of
$14.909 million. TURN did not provide forecasts for other O&M workgroups.

SoCalGas’ revised direct testimony fully supports TY 2019 non-shared services Gas
Distribution O&M expenditures of $147.879 million. SoCalGas developed this forecast based
on a review of 2012 to 2016 historical spending, and in consideration of new or incremental
changes in activities that will impact future revenue requirements. SoCalGas’s forecasts also
include costs to mitigate RAMP risks discussed in Section 8.1 above and in further detail in Ms.
166

Orozco-Mejia’s testimony.

Table 8.3.1.A
SoCalGas Test Year 2019 Non-Shared O&M Forecast Summary and Variance from
Intervenor Proposals

Position of Party Difference Between Party and SCG

SCG ORA CFC TURN CUE  (ORASCG) (CFC-SCG) (TURN-SCG) (CUE-SCG)
Field O&M — Locate and Mark 16,050 14284 16,050 16,050 17525 (1.766) - - 1.475
Field O&M — Leak Survey 10,711 §.874 10711 10711 11310 (1.837) - - 599
Field O&M — Measurement and Regulation 14,888 13,150 14,888 14,888 14888 (1.738) - - -
Field O&M — Cathodic Protection 18322 14300 17,822 18322 18322 (4.022) (500) - -
Field O&M — Main Maintenance 20,772 10,139 20,772 11470 31677 (10.633) - (9.302) 10,905
Field O&M — Service Maintenance 16,997 11390 16997 11390 17.167 (5.607) - (5.607) 170
Field O&M - Field Support 21,069 19,718 21,069 21,069 21,069 (1,351) - - -
Field O&M — Toals, Fittings and Materials 10,307 9.275 10307 10,307 10317 (1.032) - - 10
Field O&M - Subtotal 129116 101,130 128,616 114,207 142275 (27,986) (500) (14909) 13,159
Asset Management 6.965 6.965 6,965 6.965 6,965 - - - -
Operations and Management 7.378 5419 7.378 7.378 7.378 (1,959) - - -
Regional Public Affairs 4.420 4,420 4420 4,420 4420 - - - -
Total Non-Shared Services O&M 147,879 117,934 147379 132,970 161,038 (29,945) (500) (14,909) 13,159

As discussed in the Common Issues Section of this brief, ORA disputed SoCalGas’ use
of a five-year linear trend for eight out of the eleven non-shared services O&M workgroups for
TY 2019: Locate and Mark, Leak Survey, Measurement and Regulation, Cathodic Protection,
Main Maintenance, Service Maintenance, Tools, Fittings & Materials, and Operations and
Management workgroups. SoCalGas primarily used a five-year linear trend for its base
forecasts. Ms. Orozco-Mejia’s rebuttal testimony outlined in detail the supporting evidence as to
why SoCalGas’ use of a five-year linear trend was appropriate for these workgroups, including
graphical displays of the historical data to show how it follows the upward trend line over the

five-year period.

166 Ex. 7 SCG/Orozco-Mejia at 14 (Table GOM-07).
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SoCalGas will not reiterate all of those detailed facts here, but offers a few key examples
demonstrating the reasonable use of a five-year linear trend.

8.3.1.1 Disputed Five-Year Linear Trend for Base Forecasts

In addition to the Locate and Mark workgroup discussed in the Common Issues Section
of this brief, ORA disputes seven more cost categories (Leak Survey, Measurement and
Regulation, Cathodic Protection, Main Maintenance, Service Maintenance, Tools Fittings &
Materials, and Operations and Management) where SoCalGas used a five-year linear trend for its
base forecast. The linear trend was used because these activities’ costs are historically showing
an upward trend to perform work to maintain system safety and compliance with federal and
state pipeline safety regulations and to reduce the risk of asset failure and enhance public safety.
For example, in the Service Maintenance workgroup, the trend of years 2012-2016 demonstrates
that the expenditures in this work activity have increase steadily in an upward direction, contrary
to ORA’s proposed reduction.'®’

Moreover, SoCalGas anticipates upward pressures based on factors such as increasing
costs due to aging infrastructure, increasing regulatory/legislative pressures, and increasing
municipality work and general construction.!®® For example, for the Leak Survey workgroup,
SoCalGas expects leak survey activities and costs to increase as a result of system growth and
expansion, more frequent surveys, new pipe installation, changes in work practices, and
increases in leak survey footage. ORA’s recommended base forecast using the LRY
methodology suggests growth will stagnate below 2017 recorded levels. As explained in Ms.
Orozco Mejia’s rebuttal testimony, this stagnation is not supported by the historical information
or the drivers of this activity.!® SoCalGas’ distribution main and service mileage has increased
by 1,269 miles between 2012 and 2016, requiring more leak survey activities. Furthermore, new
meter set installations are continuing to grow, as a result of continued economic strength. The
increase in the number of new business meter sets reflect the need to add new mains and services
to the pipe system, which in turn require an increase in the miles of leak survey needed to

maintain system safety and compliance.!’”” ORA’s LRY methodology does not adequately

167 Ex. 10 SCG/Orozco-Mejia at 59-61 (Table GOM-11).
18 See, e.g., id. at 37-40, 41-42, 52, 62-67.

169 Id. at 29-30.

170 1d. at 30.
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account for these considerations that would help reduce the risk of asset failure and enhance
public safety.

Another example is Main Maintenance, where ORA’s forecast is $11.387 million less
than the 2017 recorded expense; and the second lowest annual recorded data in the six-year
history (2012-2017).!”! ORA’s recommended level of funding would significantly undercut and
insufficiently fund the work for this safety and compliance activity.

In addition to ORA’s recommended decreases for five-year linear trends, CFC
recommended a lower funding in Gas Distribution’s Cathodic Protection by $0.500 million.

CFC utilizes the Department of Transportation’s Annual Report for Gas Distribution System
(i.e., PHMSA 7100.1 report) to calculate cathodic protection spend per mile of main and the total
hazardous and non-hazardous leaks per mile of main throughout the historical years (2012-
2016).!7> While creating these calculations, CFC acquired overall data for the Gas Distribution
system and not specific data pertaining to cathodic protection. SoCalGas recreated CFC’s
calculation and discovered the calculations that CFC provides are inaccurate and do not
accurately represent this workgroup.!”® Furthermore, cathodic protection is a federally mandated
safety activity that consists primarily of compliance inspection, associated evaluations, and
planned and unplanned maintenance for SoCalGas’ distribution system.

8.3.1.2 Disputed Five-Year Average for Base Forecast
8.3.1.2.1 Field Support

The Field Support area is for a variety of support services within Gas Distribution O&M
activities. The primary components are field supervision, clerical support, dispatch operations,
training, safety meetings, materials support, and removal of abandoned mains.!”* Generally,
these costs support the safety and reliability of SoCalGas’ system by providing field support,
supervision, and required employee training and qualification.!”® In addition to these costs, Field
Support includes RAMP Embedded Base Costs to prevent double counting of upward

pressures.!’® ORA proposes a LRY two-year average forecast resulting in a $1.351 million

1 Id. at 48:3-6.

172 Ex. 484 CFC/Roberts at 8.

173 Ex. 10 SCG/Orozco-Mejia at 45:19-24.
174 Ex. 7 SCG/Orozco-Mejia at 63:6-12.

6 Jd. at 65:8-10.

7 Ex. 10 SCG/Orozco-Mejia at 73:12.
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reduction to $19.718 million,!”” while accepting all incremental costs. ORA opposes SoCalGas’
five-year (2012-2016) average base forecast and proposes the LRY method utilizing a two-year
(2016-2017) average. ORA’s justifies its methodology by relying on a three-year (2014-2016)
downward trend.!”® However, ORA does not recognize the need to fund the anticipated growth
in work and associated expenses in this area for TY 2019. As testified by Ms. Orozco-Mejia in
her rebuttal testimony, “Field support activities are driven by the amount of field work to be
completed, the need for contractor support, the complexity of jobs, the number of employees,
training, incremental operations, compliance, and safety requirements that impact the Gas
Distribution workforce.”!” The years of 2012-2016 represent a longer time period than ORA’s
recommendation, which is a more accurate representation of the expenditures in this workgroup.
Moreover, ORA’s two-year average approach does not comport with ORA’s position in the TY
2016 GRC proceeding that “data from as many years as possible should be used for a more

»180

reliable forecast.

8.3.1.3 Disputed Incremental Costs

For some O&M workgroups, SoCalGas added incremental costs to the base forecast to
reflect other upward pressures above historical spending. These workgroups and ORA’s
disputes of those incremental costs are discussed below.

8.3.1.3.1 Leak Survey

In addition to the base forecast, ORA disputes any incremental funding to cover the
increased bi-annual leak survey activity for all high-pressure lines, even for surveys of the DOT-
defined high-pressure transmission lines every six months required by GO 112-F starting on
January 1, 2017.'8! ORA claims that SoCalGas’ request is unsubstantiated and inadequately
supported by detailed historical data,'®? but a detailed breakdown of the costs between medium-
and high-pressure leak surveys is not necessary to make reasonable cost assumptions for this
incremental funding. For the 690 miles of pipe at issue during hearings, SoCalGas is now

required by GO 112-F to survey this DOT-defined pipe every six months, instead of annually,

Please see Ex. 10 SCG/Orozco-Mejia at Appendix A for a detailed explanation of this corrected value.
% Ex. 406 ORA/Phan at 35:8.

0 Ex. 10 SCG/Orozco-Mejia at 72:9-12.

T A.14-11-003/-004 (cons.), Ex. 350 ORA/Phan at 8:9-10.

181 See Ex. 406 ORA/Phan at 13-16. ORA did not dispute costs for incremental activities reflecting
Survey — Early Vintage Plastic pipe. Id. at 16.

182 See Ex. 406 ORA/Phan at 15:16-17 and 16:1-2.
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and as reiterated during hearings.!®? Therefore, the leak survey associated with this pipe will
double starting in 2017 and will continue every year. Because SoCalGas performed those
surveys annually in the past, it made reasonable assumptions about the cost by doubling the
survey (now twice a year) for the same number of miles of DOT-defined pipe.'®** Thus, the
impacted incremental DOT-defined pipe mileage in 2017 and 2018 for SoCalGas’ forecast is 690
miles each year.!®> In addition, given that the leak survey activity is a mitigation measure
supporting the RAMP risk Catastrophic Damage Involving HP Pipeline Failure, SoCalGas will
apply the bi-annual leak survey requirement to all its high-pressure lines by the TY 2019, not just
the DOT-defined pipe. For these non-DOT-defined high-pressure lines, SoCalGas made similar
cost assumptions.'®® Accordingly, the total number of incremental miles surveyed will increase
to approximately 3,700 miles by the TY 2019 for all high-pressure pipe.'8” ORA’s
recommendation of zero funding is unreasonable for this mandated compliance activity under
GO 112-F. ORA also does not substantiate its disallowance for the funding to expand the scope
of this bi-annual survey beyond DOT-defined high-pressure lines as a RAMP enhanced
mitigation measure.

8.3.1.3.2 Main Maintenance — Leak Repairs

The impact from the work to address incremental main leaks found is $6 million over the
base forecast in TY 2019, which is what is being requested in this GRC. ORA claims that the
incremental costs for leak repairs requested are excessive, given the historical pattern of leak
repairs, and suggests that SoCalGas’ request should be rejected because the 2016 GRC already
funded repairs for an existing non-hazardous leak inventory (“backlog”).!3® It appears that ORA
misunderstands SoCalGas’ testimony and forecast, as the additional information provided in Ms.

Orozco-Mejia’s revised direct testimony was intended to give a complete picture of costs to

183 Tr. V10:497:24-28 and 498:1-9 (Orozco-Mejia).

184 Tr. V10:498:1-9 (Orozco-Mejia). See also Ex. 10 SCG/Orozco-Mejia at 32 (“The specific cost for
this activity was calculated by taking the average amount of pipe a technician surveys in a day and the
labor cost for the technician, as provided in the Leak Survey Workpaper.”).

185 Ex. 10 SCG/Orozco-Mejia at 31:25 to 32:1. As noted in Ex. 10 SCG/Orozco-Mejia at 32 n.105,
SoCalGas provided a correction to ORA that DOT-defined transmission pipe is approximately 714 miles.
186 See Ex. 10 SCG/Orozco-Mejia at 32.

187 Id. at 32:18-20. As noted in Ex. 10 SCG/Orozco-Mejia at 32 n.105, SoCalGas provided a correction
to ORA that there are approximately 3,280 miles of high-pressure distribution lines. With the 714 miles
of DOT-defined transmission lines, the total miles of high-pressure mains maintained by Gas Operations
Distribution is approximately 3,994 miles.

188 Ex. 406 ORA/Phan at 25-26.
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repair main leaks, even if appropriately funded via several different mechanisms (TY 2019 GRC,
TY 2016 GRC, and SB 1371 Rulemaking (R.15-01-008)) without any double recovery. Because
leak repair activities can be associated with multiple objectives'®® and overlapping time periods
for when leaks are discovered and when funded for repair,'*® Ms. Orozco-Mejia’s testimony
clarified the precise scope of what costs are being requested for funding approval in this TY
2019 GRC that do not overlap with funding approved elsewhere:

The test year for this case is 2019. So the test year 2019 does not include those
pre-2017 or leaks that were found up until the end of 2016. That would be part of
the last GRC. So though we are showing them here to show how we arrived in
the 2019, that — the leaks that we are showing in 2019 -- the incremental leaks in
2019 are associated with an incremental leak survey and, therefore, the
incremental leaks that we anticipate finding. '

In the quote above, the new leak survey activities driving those incremental leaks to be
funded in this TY 2019 GRC request are the Bi-Annual High-Pressure Leak Survey and the
Enhanced Leak Survey — Early Vintage Plastic Pipe. The current forecast for those incremental
leak repairs starting in TY 2019 is 2,400 leaks.'”® These TY 2019 repairs are meant to address
new leaks found due to the new bi-annual leak survey for high-pressure pipe and the enhanced
leak survey for early vintage plastic pipe — the repairs are not associated with an existing
inventory, as ORA assumed.'”® Thus, the disputed incremental funding of $6 million “requested
for the TY 2019 GRC does not include funding for a leak inventory,” as further clarified in
SoCalGas’ rebuttal testimony.'** Ms. Orozco-Mejia went on to explain:

[S]ince SoCalGas was already authorized funding for its non-hazardous leak
inventory through the year 2018, in the TY 2016 GRC, SoCalGas is continuing
with that leak repair activity through 2018. Starting in 2019, leaks remaining in
the non-hazardous leak inventory after the TY 2016 GRC leak repair activity will

189 Tr. V10:532:17-23 (Orozco-Mejia) (“The costs that are being incurred for activities purely associated

with methane reductions would be in SB 1371, versus costs that are associated to operate and maintain
our system in a safe, reliable manner to keep the integrity of our system. Those costs are within my GRC
presentation.”).

190 TY 2016 GRC funding is for the 2016-2018 period; TY 2019 GRC is for the 2019-2022 period; and
SB 1371°s Tier 3 Advice Letter process is for the 2018-2020 period. As explained in this section, because
of the overlap in funding periods, to avoid double recovery, SoCalGas has demarcated that leaks found
before the end of 2016 would be funded by the TY 2016 GRC, while leaks found starting in 2017 would
begin to be funded by SB 1371’s NERBA.

1 Tr. V10:539:26 to 540:9 (Orozco-Mejia).

192 Ex. 7 SCG/Orozco-Mejia at 53.

193 Ex. 406 ORA/Phan at 26:5-6.

194 Ex. 10 SCG/Orozco-Mejia at 52:1-2.
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be funded through SB 1371°s [New Environmental Regulatory Balancing
Account (NERBA) for]. . . leaks found starting in 2017. . . .!%

ORA is also inconsistent in applying its own forecast methodology.!”® While ORA took
issue with the Bi-Annual High-Pressure Leak Survey as stated above, it did not dispute the
Enhanced Leak Survey — Early Vintage Plastic Pipe.'”” In fact, ORA actually recommends that
the Aldyl-A (early vintage plastic) pipelines be repaired and replaced as necessary during the
2019 GRC cycle:

ORA does not dispute SCG’s proposal to increase the survey frequency of Aldyl-
A pipes by performing annual surveys. However, ORA recommends the
Commission require SCG to adhere to its proposed annual survey cycle, and to
repair and replace the Aldyl-A pipelines as necessary, during the 2019 GRC
cycle.!”®

This directly contradicts ORA’s recommendation under Main Maintenance, where ORA
recommended zero incremental funding for the incremental leak repairs associated with the
Enhanced Leak Survey — Early Vintage Plastic Pipe. Since ORA’s recommendation is based on
a misunderstanding of SoCalGas’ forecast, and is contradictory to its own recommendation for
leak survey activities, the Commission should adopt SoCalGas’ request for these incremental
leak repairs.

8.3.1.3.3 Service Maintenance

For Service Maintenance, added to the base forecast are incremental costs for: MSA
Maintenance Activities ($1.523 million); Meter Guards ($1.109 million); Inaccessible Meters
($2.106 million); and FOF cost savings (-$0.075 million) for a total forecast of $16.997 million.

ORA disputes all incremental costs associated with this work category, except the FOF
cost savings. TURN supports ORA’s reduction proposal but recommends a five-year (2013-
2017) average for the base forecast. Within Exhibit 10, SoCalGas portrayed the historical costs
with a separation of damage credits to further explain that the costs for this workgroup closely
follow a linear trend for years 2012-2016. During hearings, TURN questioned the separation of

damage credits and if the methodology used should correlate to Main Maintenance. As stated by

195 Ex. 10 SCG/Orozco-Mejia at 52:16-53:2. See id. at 52:13-18 for further explanation.
19 Ex. 406 ORA/Phan at 27.

97 Id. at 16:9-12.

98 4
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Ms. Orozco-Mejia “[this is] a different way of looking at the data. But that’s what we did for
this case.”!”

MSA Maintenance Activities and Meter Guards — As a result of a focused SoCalGas
MSA inspection program applied in 2016, which complies with atmospheric corrosion code
requirements with a more thorough review of conditions at the MSA, expenses will increase.
Due to these inspections, the amount of work orders generated for maintenance follow-up has
increased. SoCalGas has requested funding for the existing inventory of work orders generated
by MSA inspections in 2016 and 2017. This incremental increase is targeted to address an
emerging inventory of work in 2016 and 2017. ORA recommends zero funding for these
activities. Table GOM-17 in Exhibit 10 discussed by Ms. Orozco-Mejia during hearings
displays an increasing number of maintenance orders, doubling in 2016 and growing in 2017 and
2018.2%° This evidences the need for funding to maintain the existing and growing inventory of
MSA maintenance work orders.

Inaccessible MSAs — Disconnect Services — ORA recommends zero funding for this
activity. This incremental activity supports SoCalGas’ Customer Service — Field Operations’
work to address chronically inaccessible meters for MSA inspections. The MSA inspection
program schedules one visit every three calendar years where physical access is necessary for a
comprehensive inspection. The work history is not representative of future work for this
incremental activity. Historically, SoCalGas Meter Readers performed inspections monthly over
the three-year inspection window, which resulted in a lower chronic access issue. Now that
Customer Service Meter Readers are no longer performing these monthly inspections, Gas
Distribution employees will perform these MSA inspections under conditions where there is an
increase in chronically inaccessible MSAs. Disconnecting the service line is the last and final
step in the process after multiple attempts of contacting the customer including, phone, letters,
and physical visits to gain access to the MSA. SoCalGas Gas Distribution plans to support
Customer Service — Field when contact with the customer is not successful, which creates an

inaccessible MSA, resulting in disconnecting the service line. Under CPUC-approved SoCalGas

199 Tr. V10:555:27 to 556:1 (Orozco-Mejia).

200 A stated in hearings, Ms. Orozco-Mejia confirmed that the Table GOM-17 represented within
Exhibit 10 represents the number of maintenance orders submitted and does not represent completed
orders. Ex. 10 SCG/Orozco-Mejia at 6 (Table GOM-17).
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Tariff Rule 25,2°! SoCalGas has the right to safe access to the gas meter during all reasonable
hours as a condition of service. Furthermore, under CPUC-approved SoCalGas Tariff Rule 9,22
after written notice, SoCalGas has the right to discontinue the service to a customer for non-
compliance with any of its tariffs.

8.3.1.3.4 Tools, Fittings, and Materials

ORA did not dispute costs for incremental activities reflecting Calibrated Tools, OMD
Cages, MSA Maintenance Activities, and Maintenance, but did dispute Meter Guard Activities
discussed below.

Meter Guard Activities — ORA disputes SoCalGas’ forecast for meter guard
replacement materials by recommending zero funding for this non-labor activity that correlates
to the labor activity mentioned in Service Maintenance. As mentioned above in Service
Maintenance, a focused MSA inspection program resulted in an increase in the amount of work
orders generated for maintenance follow up. SoCalGas plans to ramp up a focused Meter Guard
replacement project to address the growing Meter Guard replacement work order inventory from
the 2016 and 2017 MSA inspection program. This incremental non-labor cost supports a safety
and compliance activity.?”®> Funding for meter guard replacement is imperative to safeguard
against potentially hazardous environments to the MSA or to the public. Meter guards protect
gas distribution assets and support their function, safety, and longevity. Over time, these meter
guards may get damaged or deteriorate, requiring repair or replacement.?** Thus, as with the
labor costs for this same activity, ORA’s recommendation is not sufficiently supported to
provide zero funding for the non-labor costs.

8.3.1.3.5 Operations and Management

ORA disputes all incremental costs for this work category that relate to new positions
created to manage corresponding incremental activities. SoCalGas discusses below how its
testimony demonstrated the need for these new positions driven by upward pressures.

Project Advisors and Project Manager — In 2017, SoCalGas created a team to manage

and reduce the inventory of existing and new non-hazardous leaks. It is expected that this team

201 SoCalGas Tariff Rule No. 25, available at: http://www.socalgas.com/regulatory/tariffs/tm2/pdf/25.pdf.
202 SoCalGas Tariff Rule No. 09, available at: http://www.socalgas.com/regulatory/tariffs/tm2/pdf/09.pdf.
23 See 49 C.F.R. § 192.353(a).

204 Ex. 10 SCG/Orozco-Mejia at 77:14-18.
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will continue working into the TY 2019 to manage incremental leak mitigation efforts as the
amount of leak survey rises as well as the time to repair leaks increases, due to changes in the
associated equipment and standards. Given the anticipated increase in this leak repair work
associated with increased leak surveys, SoCalGas, as a prudent operator, is increasing personnel
to manage it.2> ORA claims that SoCalGas’ existing funding is adequate for the number of
employees it requests in 2019.2°® SoCalGas does not agree with this assertion, as these positions
are incremental for a new effort and were not included in the BY 2016. ORA’s recommendation
misunderstands the circumstances regarding SoCalGas’ request and assumes that the existing
funding will cover these positions in TY 2019. These positions are new and are needed in order
to address the existing inventory of non-hazardous leaks as well as the anticipated incremental
leaks that will add to this inventory. For the above stated reasons, the Commission should reject
ORA'’s recommendation and adopt SoCalGas’ forecast.

Director of Workforce Planning & Resource Management — In 2017, SoCalGas
added the Director of Workforce Planning & Resource Management, who is responsible for
directing and providing strategy, vision, and leadership for an organization accountable for the
planning, scheduling, resource management, engineering, design, and special projects for the
entire SoCalGas distribution pipeline infrastructure.??” ORA asserts that the work is not new and
that the funding for this position is already included in SoCalGas’ existing funding.?®® Although
the activities in Workforce Planning and Resource Management organization are not new, the
Director position is new and necessary to provide centralized leadership and direction, as new
technology and work process are implemented and as work and regulatory pressures continue to
increase.?"”

Continuous Improvement Operations Manager — SoCalGas is continuously looking
for ways to improve the efficiency and effectiveness of Gas Distribution processes. The addition
of a Continuous Improvement Operations Manager provides the focus to review work processes

to determine efficiency, safety and compliance improvement opportunities.?!* In fact, ORA

205 Ex. 10 SCG/Orozco-Mejia at 82:9-14. For further details for project advisors and project manager
positions, see id. at 82:15-21.

206 Ex. 406 ORA/Phan at 41:11-12.

27 Ex. 10 SCG/Orozco-Mejia at 83:28 to 84:2. For further details for this position, see id. at 84:2-7.
208 Ex. 406 ORA/Phan at 41:11 to 42:6.

209 Ex. 10 SCG/Orozco-Mejia at Appendix B, ORA-SCG-053-DAO, Question 3.

20 Jd. at 84:24-27. For further details for this position, see id. at 84:1-5.

—_
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agreed with all the FOF cost benefit reductions proposed by SoCalGas, which results in O&M
cost savings of $4.742 million in the TY 2019.2!! This position is necessary to achieve these cost
savings.

Resumption of Routine Operations — ORA disputes SoCalGas requested $0.112
million above the base year level to account for resources that were not part of the operations
organization in 2016.2'> Some management employees’ time in this workgroup provided
customer support during the Aliso Canyon incident, which required a reprioritization of company
resources. In order to adequately resume routine operations and management activities,
SoCalGas requests $0.112 million over the base forecast for TY 2019. These costs were
excluded from the GRC filing and were not part of the Base Year 2016 expense.?!* Therefore, as
these employees returned to their regular jobs within Gas Distribution, the funding in the Base
Year is insufficient to cover future requirements. ORA’s recommendation misunderstands the
circumstances regarding SoCalGas’ request and mistakenly assumes that the existing funding
will cover these costs in TY 2019. For the above stated reasons, the Commission should reject
ORA'’s recommendation and adopt SoCalGas’ forecast.

8.3.2 SoCalGas Capital Issues

SoCalGas further requests the Commission adopt its forecast for capital expenditures in
2017, 2018, and 2019 of $278.473 million, $324.801 million and $347.842 million, respectively.
ORA recommended adopting SoCalGas’ actual 2017 recorded capital expenses which were
$0.737 million higher than forecasted for 2017, and which SoCalGas does not dispute. ORA,
however, recommended reductions to SoCalGas’ capital expense of $38.916 million for 2018
and $49.786 million for TY 2019. Ms. Orozco-Mejia addressed ORA’s recommended $87.965

million reduction in capital for in rebuttal testimony,>!*

showing that ORA’s recommendations
are often based on an insufficiently supported forecasting methodology, inaccurate assumptions,

and an incomplete understanding of SoCalGas’ testimony or data presented in data requests.

211 Ex. 406 ORA/Phan at 16:14-15, 19:2, 21:10-12, 27:15-16, 33:25-26, 36:2-3, 38:10-11, 42-43.

212 Please see Ex. 7 SCG/Orozco-Mejia at 75:24-27 and 85:24-29 for SoCalGas’ request and Ex. 406
ORA/Phan at 38 and 42:7-43:3 for ORA’s acceptance for the Asset Management and Regional Public
Affairs, respectively.

213 Ex. 10 SCG/Orozco-Mejia at 85:22-27.

214 Ex. 10 SCG/Orozco-Mejia.
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SoCalGas 2017-2019 Capital Forecast Summary and Variance from Intervenor Proposals

Southern California Gas Company
Gas Distribution Capital Forecast Summary
(Thousands of Constant 2016 Dollars)
Difference Between Party and SCG

(ORA - SCG) (CUE - SCG)

2017 2018 2019 2017 2018 2019
A. New Business 6,710 2,489 2.489 - - -
B. Pressure Betterment 1,153 - - - - -
C. Supply Line Replacement (2,376) - - - - -
D. Main Replacements 2.027 - - - - -
E. Service Replacements 6.667 - (3,643) - - 779
F. Main & Service Abandonments 56 (1,534)  (2,799) - - -
G. Regulator Stations (2.209) (7.105) (11,905) - - 13,800
H. Cathodic Protection 1,944 (575) (1,189) - -
L. Pipeline Relocations- Freeway (6,435) (4,092) (4,092) - - -
J. Pipeline Relocations - Franchise (4.694) (1,003) (1,003) - - -
K. Other Distribution Capital 2.048 (8,299) (8.299) - - -
Projects and Meter Guards
L. Measurement and Regulation (3.896) - - - - -
Devices
M. Capital Tools (4.876) (3,532) (2,734) - - -
N. Field Capital Support 4,067 (8,255) (11,633) - - -
O. Remote Meter Reading 551 (2,032) - - - -
Total Capital 737 (38,916) (49,786) - - 20,515
Difference by Percentage 0.3% -14% -17% -0.3% -3% 8%
Total Capital (2017-2019) (87,965) 20,515

8.3.2.1 Disputed Five-Year Linear Trends for Base Forecasts

Similar to O&M activities, ORA disputes several capital areas where a five-year linear
trend was used, and recommends a LRY methodology. Ms. Orozco-Mejia’s rebuttal testimony
addresses these disputes and the evidence in more detail. SoCalGas highlights a few key
examples for capital expenses in this brief to demonstrate why a five-year linear trend is more
appropriate.

Service Replacements — The work represented in this category includes expenditures
associated with routine replacement of isolated distribution service pipelines to maintain system

215

reliability and customer safety.”’ > Most service replacement projects are driven by leakage and

pipe corrosion.?!® SoCalGas forecasts continuing service line replacements at the five-year

215 Ex. 7 SCG/Orozco-Mejia at 103:20-23.
216 1d. at 104:11-12.
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(2012-2016) linear trend. This approach allows SoCalGas to replace its aging infrastructure and
address service pipe leaks.

ORA agrees with SoCalGas’ 2018 forecast, which used the five-year (2012-2016) linear
trend, but disputes the 2019 forecast for this work category.?!” ORA’s use of two different
methodologies, in the same work category is an example of how ORA has been inconsistent and
selective in its forecasts. ORA’s recommendation of $30.760 million for 2019, based on a two
year average (2016-2017 recorded) forecast, is $3.643 million below SoCalGas’ 2019 forecast
and significantly below ($4.445 million) SoCalGas’ actual recorded amount in 2017.2® ORA’s
recommendation forecasts a downward trend for this activity, but provides no support for how a
work activity experiencing ongoing upward pressure would reverse this trend by 2019. In fact,
the historical data shows an upward trend and directly contradicts ORA’s characterization of this
activity.?!”

Main and Service Abandonments — This work category includes expenditures
associated with the abandonment of distribution pipeline mains and services, without the
installation of a replacement pipeline.??® The activities contained in Main and Service
Abandonments are especially necessary to eliminate the risk that may result from a hazardous
condition due to the potential for third-party damage, thus mitigating a public safety risk.??!
SoCalGas developed its forecast using a five-year (2012-2016) linear trend because it
incorporates the level of expenditures and activity seen during the historical period and
anticipates an increase in spending in the upcoming years due to a continued increase in
construction activity near pipelines and a favorable economic environment.???

ORA acknowledges that “the Main and Service Abandonments recorded expenditures for

2012-2016 clearly show an upward trend,” and that “the 2017 spending was higher than the base

year amount.”??> However, ORA does not elaborate nor attempt to provide justification for how

217 Ex. 406 ORA/Phan at 57:1-3.

28 Id. at 57:8 (ORA’s forecast contained a calculation error. ORA incorrectly calculated the averages for
the 2016 and 2017 recorded expenditures, which totaled $30.760 million instead of $31.871 million.).

219 Ex. 10 SCG/Orozco-Mejia at 100 (Figure GOM-19).

220 Ex. 7 SCG/Orozco-Mejia at 106:15-16.

21 Id. at 106:25 to 107:2.

222 See id. at 107 n.37 & Ex. 10 SCG/Orozco-Mejia at 103 n.363 (citing US Markets Metro Economies:
West, IHS MARKIT (Spring 2017) (Total Employment for SoCalGas 12-county area growth rate is used
as a directional indicator for general economic conditions and potential economic growth).

223 Ex. 406 ORA/Phan at 58:14-19.
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the activities in this category will decrease in 2018 and 2019. The number of main and service
abandonments continue to increase each year as seen in the figure below and have shown no
signs of decreasing as ORA implies.?*

Figure 8.3.2.1.A
Southern California Gas Company
Number of Main and Service Abandonment Orders

6,000 5,506
5,000

4,000

3,000
2,000

1,000

2011 2012 2013 2014 2015 2016 2017 2018

Cathodic Protection — The CP capital work category includes expenditures associated
with the new installation and replacement of CP systems and equipment.’?> SoCalGas selected a
five-year (2012 through 2016) linear trend plus incremental increase for its forecast, as this
allows the Company to capture the increased activity to respond to an aging CP system requiring
increased rates of infrastructure renewal.??® With the exception of 2014, the expenditures in this
work activity trended upward. As the system continues to age and deteriorate, the need to
replace major CP system components will continue to increase.’?’” ORA’s recommendation to
reduce the SoCalGas forecast by using a three-year average,*® fails to recognize that the
Cathodic Protection capital forecast helps to reduce the risk of asset failure and enhance public
safety. Cathodic Protection is a required maintenance activity that cannot be overlooked, as
corroded pipe directly increases the risk of leaks and can reduce the useful life and performance

of the pipeline.

224 Ex. 10 SCG/Orozco-Mejia at 105 (Figure GOM-21).

225 Ex. 7 SCG/Orozco-Mejia at 112:21-22,

226 Id. at 113:3-4.

27 Id. at 114:6-7.

228 ORA’s 2018 forecast incorrectly adds the expenditures for the base capital work and remote
monitoring units. ORA’s 2018 forecast, if calculated correctly, should have been $7.859 million, instead
of $6.059 million, since it did not oppose SoCalGas’ funding request for remote metering units.
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New Capital Tools — This area is to purchase of tools and equipment used by Gas
Distribution field personnel for the inspection, construction, maintenance and repair of gas
pipeline systems.??® The main drivers of this category include the need to replace existing tools
that are damaged, broken, outdated technologically, or have outlived their useful lives and the
need to stock crew vehicles with new tools and equipment.?*° In recommending a two-year
average of 2016 and 2017 recorded expenses, ORA mistakenly states that there has been a steady
downward trend from 2014 to 2016.%*! In actuality, the dollars for 2014-2016 follows a steeper
linear trend than what SoCalGas forecasted for routine purchases?*? using 2012-2016 data for a
linear trend.?*> SoCalGas anticipated overall capital construction work and associated costs to
4

continue to increase in an upward direction.?’

8.3.2.2 Disputed Five-Year Average Forecasts for Base Forecasts

For a couple of capital workgroups, ORA recommends a three-year historical average
forecast instead of SoCalGas’ five-year average. A five-year average captures a longer time
period than ORA’s recommendation, which is a more accurate representation of the activities in
these workgroups and would account for historical fluctuations. In the TY 2012 GRC
proceeding, ORA’s same analyst Ms. Phan stated that “data from as many years as possible

should be used for a more reliable forecast,”>*>

and yet Ms. Phan did not take this approach in
this case. SoCalGas explains further below why a longer historical look is more appropriate for
these workgroups.

Pipeline Relocations — Freeway — Freeway work is driven by governing agencies’
requests for SoCalGas to relocate pipe and related facilities that, if maintained in their current
location, would interfere with planned construction or reconstruction of freeways.?*® Although

237

ORA considered recent spending over the last three years,”’ its forecast excludes the three years

with the highest level of spending and fails to account for all of the typical fluctuations within

229 Ex. 7 SCG/Orozco-Mejia at 134:30 to 135:1.

20 Id. at 135:8-10.

21 Ex. 406 ORA/Phan at 78:24-25.

22 ORA accepts SoCalGas’ incremental costs regarding RAMP - confined space air monitoring system
for field personnel, and RAMP - upgrade Nomex coveralls and fresh air equipment.

233 Ex. 10 SCG/Orozco-Mejia at 133 (Figure GOM-30).

234 See Ex. 7 SCG/Orozco-Mejia at 137:23-25.

25 A.14-11-003/-004 (cons.), Ex. 350 ORA/Phan at 8:9-10.

236 Ex. 7 SCG/Orozco-Mejia at 116:18-21. For further description please refer to id. at 116-117.

27 Ex. 406 ORA/Phan at 68.
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this workgroup. As transportation agencies continue with improvement and expansion projects,
SoCalGas is required to respond by relocating infrastructure in conflict with freeway
construction, which is more accurately represented by a longer historical look capturing a higher
level of spending.*®

Pipeline Relocations — Franchise — Franchise work is driven by external requests, as
specified under the provisions of SoCalGas’ franchise agreements with city and county agencies
that require relocating or altering SoCalGas facilities.>*® Although ORA considered recent

240 jts forecast fails to account for the typical fluctuations seen

spending over the last three years,
in this workgroup over the five-year historical period, as Ms. Orozco-Mejia rebuttal testimony
states: “Franchise work is driven by the volume and type of construction work required in
response to requests from external agencies, such as cities and counties. SoCalGas has little
control over the construction schedule of these projects, but it must complete its portion of the
work in a timely manner to avoid impacts to the external agency’s work.”?*!

New Business Forfeitures — As part of the forecast for new business construction
expenditures, ORA disagrees with SoCalGas’ forecast for New Business Forfeitures.?*? ORA
disputes SoCalGas’ use of the five-year (2012-2016) average to determine its forecast for New
Business Forfeitures and asserts that the LRY for Main & Stub Forfeitures and five-year (2012-
2016) average for Service & Meter Set Assembly are more appropriate.”> ORA misunderstands
the long-term new business impacts on forfeitures. The primary driver of Main & Stub
forfeitures is Tariff Rule No. 20 - Gas Main Extensions, which states that “[t]he total refundable
amount is subject to refund for a period of ten (10) years after the extension is first ready for
service.”?** Therefore, forfeitures are impacted by what was happening over a period of 10 years

prior to the forecast period, as opposed to ORA’s LRY method looking at the last 4 years.?*’

238 Ex. 10 SCG/Orozco-Mejia at 121:9-25.

29 Ex. 7 SCG/Orozco-Mejia at 118:15-17. For further description refer to id. at 118:25 to 119:5.

240 Ex. 406 ORA/Phan at 69:20-23 to 70:1-2.

241 Ex. 10 SCG/Orozco-Mejia at 124:9-12. For additional support please refer to id. at 124:12-19.

242 Ex. 406 ORA/Phan at 49:19-20.

23 Id. at 49:22 to 50:2.

244 SoCalGas Tariff Rule No. 20.E.3, available at https://www.socalgas.com/regulatory/tariffs/tm2/pdf/20.pdf.
245 Please see Ex. 10 SCG/Orozco-Mejia at 93-96 for further details.
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8.3.2.3 Disputed Incremental Costs

Regulator Station Replacement Program — Given the large number of regulator
stations that are beyond their average life expectancy, SoCalGas plans to accelerate the rate at
which it replaces regulator stations by replacing an incremental eight stations in 2018 and in
2019 in addition to the base forecast.

For 2018 and 2019, ORA recommends using a two-year average based on the 2016 and
2017 recorded expenditures and opposes any funding for the incremental request to accelerate
the replacement of regulator stations.?*® ORA recognizes that “SCG proposes the 2016 recorded
expenditures as the base amount for its 2017-2019 forecasts. This method is appropriate since
recorded expenditures for Regulator Stations indicate an upward trend from 2014 to 2016,” yet
ORA recommends a lower amount than base year (2016) recorded for 2018 and 2019.% ORA’s
approach is unreasonable because it disputes ongoing work and historical cost trends. ORA’s
recommendation to reduce SoCalGas forecast, fails to recognize that the Regulator Stations
forecast helps to reduce the risk of asset failure and enhance public safety. Failure of a regulator
station could result in over-pressurizing or under-pressurizing the gas distribution system,
impacting service to customers and/or jeopardizing public safety. These are mechanical devices
that will not operate forever and must be replaced prior to failure. At ORA’s recommended base
year (2016) replacement rate of 13 regulator stations, it would take SoCalGas 62 years to replace
these regulator stations. Using SoCalGas’ 2019 replacement recommendation of 31 stations per
year, it would take approximately 26 years to replace these stations.**® As ORA noted, there are
approximately 809 regulator stations that are above the 35-year average life expectancy,
including approximately 324 stations that have been in service for over 50 years.”** ORA
focuses on the declining average age of regulator stations, which is driven by the total number of
installations.”®® However, as stated before, the Regulator Station Replacement Program is

targeting the stations that are above the 35-year life expectancy.?’!

246 Ex. 406 ORA/Phan at 60:18-20.

247 Id. at 60:22-24.

248 This is the sum of 13 replacements in the base forecast and 18 incremental replacements (13 + 18 =
31).

249 Ex. 406 ORA/Phan at 63:9-12.

20 1d. at 63:9-64:6.

Bl See Ex. 10 SCG/Orozco-Mejia at 109-113.
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Meter Guards — ORA accepts the base forecast for Other Distribution Capital Projects, but
disputes Meter Guards. Meter guards are routinely installed to protect the meter set assemblies
(MSAs) at existing customer locations from vehicular traffic and limit exposure to other potential
sources of impact damage, in accordance with GO 112-F and 49 C.F.R. § 192.353(a).?*? Meter
guards protect the MSA when activity on the property creates or encourages a potentially
hazardous environment to the MSA or to the public.?>® SoCalGas forecasted this work category
using a zero-based approach.?** For the year 2017, SoCalGas used the BY 2016 recorded to
forecast the level of expenditure in this capital category.”>> Based on the current inventory of
pending meter guard installations, SoCalGas forecasts installing meter guards at approximately
13,000 MSA locations each year in 2018 and 2019.%°¢

ORA proposes a reduction to this forecast for 2018 and TY 2019 of $8.299 million for
both years. ORA recommends the 2017 recorded expenses for the 2017 forecast and zero
funding for the 2018 and TY 2019 forecast for Meter Guards.>®’ ORA claims SoCalGas’ request
for 2018 and 2019 Meter Guard funding is “excessive [sic] inadequately supported.”?*8
SoCalGas disagrees, as the Company implemented a focused MSA inspection program to
comply with atmospheric corrosion code requirements resulting in a more thorough review of
conditions at the MSA. This incremental request is to address the volume of capital orders that
were generated as a result of MSA inspections from 2016 and 2017. ORA states that “as of
January 19, 2018, SCG is still developing this plan” and that “ORA is not confident that 13,000
meter guards, or any meter guards from this plan, will be installed by the end of 2018.2>
However, this concern is misplaced, as SoCalGas stated in the revised direct testimony and a
response to an ORA data request, it has been working on the implementation plan, including

establishing a project team responsible for supporting this effort starting in 2018.2°© An increase

232 Ex. 7 SCG/Orozco-Mejia at 124:6-7.

23 Id. at 125:23-24.

24 Id. at 125:5-8.

255 Id. at 125:8-9.

256 Jd. at 125:10-12.

257 Ex. 406 ORA/Phan at 71:11-17.

238 Id. at 74:4-6.

29 Id. at 72:13-16.

260 Ex. 7 SCG/Orozco-Mejia at 125:9-10; Ex. 10 SCG/Orozco-Mejia at Appendix B, ORA-SCG-065-
DAO, Question 8.a.
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of work of this magnitude requires a project plan and resource coordination before work can
begin, so the activity can be accomplished in an efficient manner.?!

8.3.24 Disputed Capital Costs Due to Calculation Errors

Field Capital Support — This area is for labor and non-labor for a broad range of
services to support field capital asset construction, including project planning, local engineering,
clerical support, field scheduling and dispatch, field management and supervision, updating of
mapping products, and off-production time for support personnel and field crews that install Gas
Distribution capital assets.?%> Collectively, the level of support activities can fluctuate with the
level of capital construction activity. The forecast therefore used historical costs as a percentage
of construction costs. The total capital forecast for Field Capital Support is $61.317, $70.292,
$74.618 million for 2017, 2018, and 2019, respectively.

ORA accepts SoCalGas’ forecast method, but proposed reductions for 2018 and 2019 by
applying SoCalGas’ methodology to ORA’s proposed expenditures in the related construction
categories.?> The resulting reductions for 2018 and 2019 are $12.543 and $12.633 million,
respectively. ORA’s proposal contains some calculation errors, such as incorporating the new
business trench reimbursements and forfeitures, which are not used to forecast capital
construction costs for the purpose of determining Field Capital Support.?®*

8.4 SDG&E Issues

8.4.1 SDG&E Non-Shared O&M Expenses

SDG&E’s revised direct testimony fully supports TY 2019 non-shared services Gas
Distribution O&M expenditures of $29.533 million. SDG&E developed this forecast based on a
review of 2012 to 2016 historical spending, and in consideration of new or incremental changes
in activities that will impact future revenue requirements. SDG&E’s forecasts also include
RAMP costs to mitigate Gas Distribution risks. SDG&E’s Gas Distribution O&M is all non-

shared. ORA proposes reductions to four workgroups for TY 2019 as shown in the table below.

261 For further detail please refer to Ex. 7 SCG/Orozco-Mejia at 123-125.

262 1d. at 138:15-18.

263 Ex. 406 ORA/Phan at 81:3-5.

264 Ex. 7 SCG/Orozco-Mejia at 137-139. Please refer to id. at Appendix A, pp. A-4 to A-6, for
corrections.
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SDG&E Test Year 2019 Non-Shared O&M Forecast Summary and
Variance from Intervenor Proposals

Difference Difference
Position of Party Between Between
ORA and SDG&E CUE and SDG&E

SDG&E ORA CUE (ORA - SDG&E) (CUE - SDG&E)

Field O&M — Other Services 202 202 202 0 0
Field O&M — Leak Survey 1,841 1,841 2,468 0 627
Field O&M — Locate and Mark 3,589 3,446 3,849 (143) 260
Field O&M — Main Maintenance 3,422 2,965 5,314 (457) 1,892
Field O&M — Service Maintenance 1,867 1,867 1,867 0 0
Field O&M — Tools and Mat'ls 1,010 1,010 1,010 0 0
Field O&M - Electric Support 425 425 425 0 0
Field O&M — Supervision and Training 3,993 3,839 3,993 (154) 0
Field O&M - M & R 4216 3,803 4,216 (413) 0
Field O&M — Cathodic Protection 2,289 2,289 2,289 0 0
Asset Management 2,169 2,169 2,169 0 0
Operations Management & Training 4,510 4,510 4,510 0 0

Total Non-Shared Services O&M 29,533 28,366 32,312 1,167) 2,779

8.4.1.1 Disputed Five-Year Linear Trend for Base Forecasts

In addition to the Locate and Mark workgroup discussed in the Common Issues Section
of this brief, ORA disputes two more cost categories (Measurement and Regulation and Main
Maintenance) where SDG&E used a five-year linear trend for its base forecast. For a discussion
on ORA’s opposition to the five-year linear trend methodology please see the Common Issues
Section of this brief.

8.4.1.2  Disputed Incremental Costs

8.4.1.2.1 Supervision and Training

ORA proposes a TY 2019 forecast based on 2016 adjusted-recorded expenses of $3.520
million plus only one of the two incremental additions, the RAMP-related cost of $319,000 for
Leadership Training, instead of SDG&E’s forecast of $3.993 million which includes both
Leadership Training and the Supervisor University. ORA disallowed $0.154 million for the
incremental addition of three field supervisors required for growth in this workgroup.

ORA argues that the 2016 expense level “already captures additional field
supervision.”?®> However, the additional field supervision will be needed as activities will not
remain at the same baseline level as in the past. With growth in this workgroup, additional
supervision will provide the knowledge and skills to enhance worker effectiveness and safety.

Additional first-line supervisor support will be needed to address the challenges the Company

265 Ex. 404 ORA/Campbell at 12:23-25.
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faces described in Ms. Orozco-Mejia’s direct testimony?®® and in the response to a data
request,?®” to respond to operations, maintenance, and construction needs associated with
customer growth, mitigation of the risks confronted on the job, addressing compliance with new
federal and state (GO 112-F) regulations, and proactive action to enhance employee training,
qualification, and work quality.

8.4.2 SDG&E Capital Expenses

ORA recommends adopting the 2017 adjusted-recorded capital expenditure amount for
2017, and proposes reductions to three capital expense categories for 2018 and 2019. These are
Replacement of Mains and Services (BC 508), Regulator Station Improvements (BC 510), and
Local Engineering (BC 902). The overall expense reduction ORA proposes for these categories
combined is $22.747 million. A discussion on these disputed capital expense categories is
provided below. ORA accepted SDG&E’s forecasts for the remaining capital budget categories.
SDG&E 2017-2019 Capital Forecast Summary and Variance from Intervenor Proposals

San Diego Gas And Electric Company

Gas Distribution Capital Forecast Summary

(Thousands of Constant 2016 Dollars)
Difference Between Party and SDG&E

(ORA - SDG&E) (CUE - SDG&E)

2017 2018 2019 2017 2018 2019
A. New Business 1,702 0 0 0 0 0
B. System Minor Additions, Relocations 5,144 0 0 0 0 0
C. Meter & Regulator Materials (4413) 0 0 0 0 0
D. Pressure Betterment (895) 0 0 0 0 0
E. Distribution Easements 0 0 0 0 0 0
F. Pipe Relocations - Franchise/FWY 8,676 0 0 0 0 0
G. Tools and Equipment 345 0 0 0 0 0
H. Code Compliance (709) 0 0 0 0 0
I. Replacement - Mains and Services 10,183 0 (9,286) 0 0 11,308
J. Cathodic Protection 2,255 0 0 0 0 1,844
K. Regulator Station Improvements 649 0 (5,124) 0 0 8415
L. CNG Station Upgrades 406 0 0 0 0 0
M. Local Engineering 1,747 (2,959) (8,337) 0 0 0
Total Capital 25,090 (2,959) (22,747) 0 0 21,567
Difference by Percentage 49.5% -3.2% -20.5% 0.0% 0.0% 19.4%
Total Capital (2017-2019) (616) 21,567

Notes:

1/ CUE did not discuss SDG&E’s total forecast values for base year 2016, 2017 and 2018.
It is assumed that they accepted the SDG&E forecast figures for those years.

266 See Ex. 11 SDG&E/Orozco-Mejia at iv to vii.
267 Ex. 14 SDG&E/Orozco-Mejia at Appendix B, ORA-SDGE-117-MCL, Question 7.a.
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8.4.2.1  Replacement of Mains and Services

While ORA does not oppose SDG&E’s forecast of $16.940 million for 2018, it
recommends that same funding level for TY 2019 resulting in a $9.286 million reduction in
SDG&E’s TY 2019 forecast. Although ORA concurs with SDG&E’s proposed two RAMP
incremental additions associated with replacement of early vintage steel pipe and the
replacement of pre-1933 threaded steel main,?*® ORA states that “SDG&E has not presented
sufficient evidence to support a 55% increase in forecasted 2019 expenditures relative to its 2018
forecast.”%

ORA'’s position regarding SDG&E’s support of a 55% increase in capital expenditures
for 2019 is unwarranted. The actual 2016 expenditures in this work category were $5.618
million, while the 2017 expenditures grew to $16.151 million, an increase of 188%. As
demonstrated by the higher than forecasted level of spending in 2017, SDG&E has the
commitment to the RAMP risk mitigation projects and the ability to significantly increase the
rate at which work is completed.?”

8.4.2.2  Regulator Station Improvements

ORA’s recommendation for TY 2019 results in a $5.124 million reduction in SDG&E’s
forecast.”’! ORA justifies this recommendation by stating that:

At least two of the [incremental] projects will commence in year 2018 and the
RAMP Risk ID 16/ Medium and High-Pressure Systems project has an estimated
time of completion 5 years from start year 2018 with a completion in year 2023.
Year 2023 is out of this general rate case cycle. ORA recommends a forecast of
$20.5 million for year 2018 and 2019 be adopted.?’?

ORA’s reasoning shows a misunderstanding of SDG&E’s forecast and the RAMP project
time frames. ORA appears to assume that the expenditure for TY 2019 will be reduced since it
incorrectly interprets that a portion of the funding shown for TY 2019 will occur beyond the
current GRC cycle. ORA’s testimony presented a table provided by SDG&E in a data request

268 Ex. 404 ORA/Campbell at 29:20-30:1.

299 Id. at 30:3-5.

270 Ex. 14 SDG&E/Orozco-Mejia at 32:25 to 33:2.

2 Included in SDG&E’s forecast is TY 2019 funding for the incremental additions of Dresser
Mechanical Coupling removal ($7,876,000), Oil Drip Piping Removal ($9,275,000), Buried Piping in
Vaults Replacement ($7,719,000), and Closed Valves Between Medium and High-Pressure Systems ($0).
272 Ex. 404 ORA/Campbell at 34:6-10.
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response to provide a time frame for the four RAMP incremental addition projects.?’”> SDG&E
indicated the approximate time in years for each of these projects and annual forecasted funding.

8.4.2.3 Local Engineering

Expenses recorded to this capital expense category are the labor and non-labor funding
for a broad range of services to support Gas Distribution field capital asset construction. While
both SDG&E and ORA forecasts were developed on a zero-based basis,>’* ORA’s
recommendation is $2.959 million and $8.337 million below SDG&E’s 2018 and 2019 forecasts.
ORA developed its Local Engineering forecast for 2018 and 2019 by “[taking] a four-year
average of the LE percentages from years 2014-2017; ORA excluded the 2012 and 2013 LE
percentages as outliers as they were unusually high compared to the other years.”>”> ORA goes
on to say, “ORA applied its recommended ratio of 18.62% to its capital expenditure forecasts
(net of Regulator Materials and Tools & Equipment), to arrive at its recommended LE forecast of
$11.78 million for 2018 and $11.74 million for 2019.”*® SDG&E disagrees with ORA’s
methodology of excluding the 2012 and 2013 data as “outliers” in the calculation of the ratio of
historical LE to total construction costs and using instead the 2014-2017 four-year data.’’’ ORA
does not appear to support its conclusion that two of the data points are outliers with evidence
other than they were “‘unusually high,” and presents no arithmetic basis to justify their exclusion.

Additionally, ORA failed to consider the incremental RAMP — Cathodic Protection
Reliability initiative, the third cost element that is included in the total Local Engineering
forecast.”’® This incremental addition is necessary to improve the safety and reliability of the
system and reduce risk as identified in the RAMP Report. This incremental addition provides
funding to develop a model to simulate the status of SDG&E’s cathodic protection system.

8.5 Other Out of Scope, Policy, or Other Non-Cost Issues Raised by Parties

8.5.1 CFC

For SoCalGas, CFC recommends that Gas Distribution’s TY 2019 revenue requirement

be reduced by $27.900 million to reflect CFC’s estimate for unaccounted for gas.?” The

23 Ex. 14 SDG&E/Orozco-Mejia at Appendix B, ORA-SDG&E-153-MCL, Question 1.
27 For additional forecast methodology detail, see Ex. 11 SDG&E/Orozco-Mejia at 101.
275 Ex. 404 ORA/Campbell at 36:24 to 37:3.

276 Id. at 37:10-12.

217 Ex. 14 SDG&E/Orozco-Mejia at 47:23-27.

28 Id. at 48:4-18.

27 Ex. 484 CFC/Roberts at 11.
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Commission already denied EDF’s request to include LUAF as a scoping issue in this GRC,
stating:

Issues regarding Lost and Unaccounted for Gas should be raised in [] Rulemaking
15-01-008 and Southern California Gas Company’s (and San Diego Gas &
Electric Company’s) Triennial Cost Allocation Proceedings as applicable.?°

For this reason, the Commission should reject CFC’s proposal to address unaccounted for gas in
this case.

8.5.2 TURN
For SDG&E and SoCalGas, TURN states that expenses related to clothing and other gear

containing the utilities’ name and logo (excluding uniforms, hard hats, etc.) are largely
promotional and image-building and should not be paid for by ratepayers. It claims that since
the Commission removed these costs in PG&E’s recent rate case, they should be removed from
SoCalGas and SDG&E’s case as well.?®! For SoCalGas Gas Distribution, the total for 2016 was
$44.966 thousand and for SDG&E it was $4.008 thousand.?®? As explained in Ms. Orozco-
Mejia’s rebuttal testimony,?3’ these items are given to employees to recognize accomplishments
or to promote safety awareness. The logo clothing also allows emergency responders, media,
government officials, fellow employees, and customers to readily identify company
representatives who can respond to their inquiries and provide important information and
updates.

8.5.3 Sierra Club

For SDG&E, the Sierra Club/Union of Concerned Scientists (UCS) indicated that they
did not support the need for new Natural Gas Vehicle (NGV) refueling stations in San Diego.
They indicated that “A survey conducted in 2012 cannot logically be used to support the need for
the new charging stations in 2018 and 2019, given the proliferation of electric vehicle options
since 2012 and the decline in availability of natural gas passenger vehicles.”?®** Contrary to

Sierra/Club/UCS’s assertions, the expansion of natural gas vehicles and the need for NGV

280 A.17-10-007/-008 (cons.), Assigned Commissioner’s Ruling on Lost and Unaccounted for Gas Issue
(issued March 8, 2018) at 3.

281 Ex. 494 TURN/Marcus at 77-78. Note TURN only gave a 2016 expense and did not specify a
specific reduction for any of the forecast years.

82 The requested total expenses by TURN to be removed included clothing expenses across many
witness areas. Id. at 78.

283 Ex. 10 SCG/Orozco-Mejia at 143; Ex. 14 SDG&E/Orozco-Mejia at 50.

284 Ex. 475 Sierra Club-UCS/O’Dea at 36:12-15.
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fueling stations in the future was fully justified in the revised direct testimony of Andrew S.
Cheung (adopted by Rosalinda Magana)?® and the rebuttal testimony of Carmen Herrera
regarding SoCalGas NGV refueling stations.%

8.6 Conclusion

SoCalGas’ Gas Distribution O&M and capital forecasts represent a reasonable level of
funding for the activities and capital projects planned during this forecast period. Based on the
above discussion, the Commission should adopt SoCalGas’ original TY 2019 O&M forecast of
$148.154 million and adopt the forecasts of its capital expenditures in 2017, 2018, and 2019 of
$279.210, $324.802, and $347.842 million, respectively.

SDG&E’s Gas Distribution O&M and capital forecasts represent a reasonable level of
funding for the activities and capital projects planned during this forecast period. Based on the
above discussion, the Commission should adopt SDG&E’s original TY 2019 O&M forecast of
$29.533 million and adopt the forecasts of its capital expenditures in 2017, 2018, and 2019 of
$50.666 million, $91.606 million, and $110.993 million, respectively.

9. Gas System Integrity for Distribution, Transmission and Storage

SoCalGas and SDG&E’s Gas System Integrity testimonies and workpapers, supported by
witness Omar Rivera, describe and justify the Companies’ forecasted Gas System Integrity
O&M expenditures.’®” Gas System Integrity is responsible for a collection of key activities and
programs that contribute to the ongoing vitality of gas operations and help achieve our
overarching objective to provide safe, clean, and reliable natural gas service at reasonable
rates.”®® Gas System Integrity works alongside the Gas Transmission, Gas Distribution, and
Storage organizations by creating and issuing policies and standards that establish and validate
compliance with applicable laws, regulations, internal policies, and best practices.®

The RAMP risks represented and supported as part of these testimonies are Catastrophic
Damage Involving Third-Party Dig-Ins, Employee, Contractor, Customer, and Public Safety,
Catastrophic Damage Involving High-Pressure Failure, Workforce Planning, Records

Management, and Catastrophic Damage Involving Medium-Pressure Pipeline Failure, as further

285 See Ex. 156 SCG/Cheung/Magana.

286 See Ex. 192 SCG/Herrera.

287 See Exs. 84-86 SCG/Rivera and Exs. 87-89 SDG&E/Rivera.
288 Ex. 84 SCG/Rivera at 2; Ex. 87 SDG&E/Rivera at 2.

% 14
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detailed in Section II of Mr. Rivera’s direct testimonies.”’® The RAMP risk mitigation efforts are
associated with programs and processes concerning public and employee safety, system
reliability, regulatory and legislative compliance, and pipeline system integrity.>”' The
incremental funding request supports the ongoing management of these risks that could pose
significant safety, reliability, and financial consequences to our customers and employees. The
anticipated risk reduction benefits that may be achieved by authorizing the funding to implement
these incremental activities are summarized in Sections III and IV of Mr. Rivera’s direct

92

testimonies.?

Intervenors’ summary positions are compared to SoCalGas and SDG&E'’s in the tables

below:
Summary of SoCalGas O&M Request and Intervenor Proposals
TOTAL NON-SHARED + SHARED SERVICES O&M
Constant 2016 ($000)
Test Year
2019 Variance?*3
SoCalGas 32,904
ORA 18,8532 (14,051)
CUE 32,904%% 0
OSA not specified n/a
Summary of SDG&E O&M Request and Intervenor Proposals
TOTAL NON-SHARED + SHARED SERVICES O&M
Constant 2016 ($000)
Test Year
2019 Variance
SDG&E 1,558
ORA 1,180%° (378)
CUE 1,833%%7 275

20 See Ex. 84 SCG/Rivera at 10-22; Ex. 87 SDG&E/Rivera at 7-11.

21 See id.

22 See Ex. 84 SCG/Rivera at 24-68; Ex. 87 SDG&E/Rivera at 13-24.

2% TIntervenor’s forecast — Utility’s forecast = Variance.

24 ORA recommendations result in a reduction of 43% of O&M non-shared and shared operations,
which are derived by incorporating the 2016 actual expense data into the forecast and accepting
SoCalGas’ requested incremental increases.

25 Recommendations were made for Gas Operations Staff and Training only; CUE does not take issue
with SoCalGas’ funding request.

2% ORA recommends $347,000 for Damage Prevention O&M non-shared, rather than the requested
$725,000.

297 Recommendations were made for Damage Prevention and Public Awareness only.
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9.1 SoCalGas Issues

SoCalGas requests approval of a TY 2019 forecast of $32.904 million for Gas System
Integrity O&M.**® The forecast is composed of $15.598 million for non-shared service activities
and $17.306 million for shared service activities. This forecast represents an increase of $19.936
million over 2016 adjusted-recorded costs (BY 2016) and includes $22.753 million in RAMP
related costs.?”® While ORA, CUE, and OSA provided testimony on SoCalGas’ Gas System
Integrity forecast, only ORA disagreed with SoCalGas’ funding request. ORA recommended a
$14.051 million reduction (43% total reduction) to SoCalGas’ funding level request.

9.1.1 Non-Shared Operations and Maintenance

The TY 2019 forecast for non-shared O&M is $15.598 million; an increase of $10.823
million over BY 2016.2°° ORA contested SoCalGas’ forecast for non-shared O&M expenses in
the following four categories: (1) Gas Operations Staff and Training, (2) Pipeline Safety and
Compliance, (3) Damage Prevention Public Awareness, and (4) Gas Contractor Controls.*’!
ORA did not contest SoCalGas’ request for incremental increases from 2016 to 2019; in fact,
ORA recommended that they be allowed.>*> Thus, an unsupported methodology and insufficient
consideration of RAMP mitigations are SoCalGas’ primary points of contention with ORA’s
forecast.

SoCalGas applied the five-year average, 2016 adjusted-recorded, and zero-based methods
for its TY 2019 forecast as the baseline for the incremental increases in various categories.

These methods were applied based on the individual characteristics of each cost category and the
anticipated needs associated with each. For example, Damage Prevention Public Awareness will
be affected by fluctuations with USA tickets and the unpredictability of potential damage to

pipelines and infrastructure, while a significant cost driver for Gas Contractor Controls*®* is the

implementation of API RP 1173 and its new framework. SoCalGas performed an analysis of

2% Ex. 84 SCG/Rivera at 1.

299 Id. at 7, Table OR-2.

300 Ex. 84 SCG/Rivera at 24; Ex. 86 SCG/Rivera at 8.

39 Ex. 407 ORA/Enyinwa at 9.

392 1d. (“ORA understands that new programs and new requirements can result in the increase of costs
from 2016 to 2019. Therefore, ORA recommends that for both Non-Shared and Shared operations,
SCG’s requested incremental increases from 2016 to 2019 be allowed.”).

393 The Gas Contractor Controls group is now known as Pipeline Safety Management System (PSMS)
Ex. 86 SCG/Rivera at 16.
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each category to determine which forecasting method would be the most appropriate and
reasonable to apply.>%*

ORA'’s proposed methodology does not match its recommended values. ORA’s forecast
reflects the use of the 2016 adjusted-recorded amount across all of these workgroups. Then
ORA proposed to add the incremental increases to the 2016 adjusted-recorded amounts.>*>
However, when SoCalGas recreated ORA’s methodology>*® in order to validate ORA’s forecast,
SoCalGas yielded a total of $31.136 million for shared and non-shared services.**” This equals a
difference of $12.275 million from ORA’s recommendation.*®® ORA did not submit errata on
these forecasts or further explain their methodology subsequent to the submission of SoCalGas’
rebuttal testimony noting these apparent miscalculations by ORA.

In addition to ORA’s unexplained methodology, ORA did not sufficiently account for
SoCalGas’ RAMP-related efforts. ORA recommended reductions to some of SoCalGas’ risk
mitigation efforts without providing an explanation of how these mitigations would be
affected.’® Even ORA’s testimony on RAMP/GRC Integration, as presented by Nils Stannik,
did not address how Gas System Integrity’s RAMP mitigations would be affected by ORA’s
recommended reductions.’!® As ORA did not adequately support its forecast with a thorough
analysis of Gas System Integrity’s needs and a reasonable explanation, it should be disregarded.

CUE made one recommendation with regards to SoCalGas’ incremental request for Gas
Operations Training and Development. However, CUE does not otherwise dispute SoCalGas’
forecast for non-shared O&M costs. CUE suggested that the Commission make the proposed
training expenditures subject to a one-way balancing account to appease its concern that the

requested funds actually be used on the proposed training.*!! CUE’s suggestion is unnecessary

as the trainings have been designated as RAMP activities, and thus will be subject to RAMP

304 See, e.g., D.12-11-051 at 13-14 (“Several different methods can be used to calculate test year
estimates of expenses, e.g., linear trending, averaging (e.g., five year average [] recorded expenses), last
recorded year [], and budget based estimates. ... Basic forecasting principles are also subject to
interpretation and application on a case-by-case basis.”).

395 Ex. 407 ORA/Enyinwa at 9-10.

3% Ex. 86 SCG/Rivera at Appendix A.

397 1d. at 9.

308 74

39 See Ex. 86 SCG/Rivera at 2-3 (addressing Ex. 407 ORA/Enyinwa).

310 See generally Ex. 398 ORA/Stannik.

311 Ex. 370 CUE/Marcus at 36.
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accountability reporting.>'?> A one-way balancing account does not allow appropriate flexibility
to address the uncertainties of future requirements and the growth for this workgroup.®'*> The
Commission should therefore approve SoCalGas’ request for the Gas Operations Training and
Development group.

To appropriately balance between Gas System Integrity’s pipeline safety, risk reduction
effectiveness, and impact on ratepayer costs, the Commission should adopt SoCalGas’ TY 2019
non-shared O&M forecast of $15.598 million.

9.1.2 Shared Operations and Maintenance

The TY 2019 forecast for shared O&M totals $17.306 million; an increase of $9.113
million over BY 2016.>'"* ORA contested SoCalGas’ forecast for certain shared O&M
expenses, !> proposing a forecast of only $11.393 million (34% reduction).>!® As discussed in
section 9.1.1 above, ORA did not adequately explain or support its proposed forecast. Again,
ORA did not incorporate any analysis of Gas System Integrity’s RAMP mitigation efforts and
their effects on SoCalGas’ forecast. The Commission should therefore adopt SoCalGas’s TY
2019 shared O&M forecast, because SoCalGas provided sufficient support and analysis for each
cost category, taking into account historical data and the different cost drivers that affect each
category.’!’

SoCalGas requests that its TY 2019 shared O&M forecast of $17.306 million be adopted.

9.2 SDG&E Issues

SDG&E requests approval of a TY 2019 forecast of $1.558 million for Gas System
Integrity O&M, which includes $1.352 million in RAMP-related costs.’!® The forecast is

composed of $958,000 for non-shared service activities and $600,000 for shared service

312 See Ex. 86 SCG/Rivera at 3, 12 (addressing Ex. 370 CUE/Marcus).

33 1d. at 11-12.

314 Ex. 84 SCG/Rivera at 47.

315 ORA disputed SoCalGas’ forecast for the following: (1) Vice President System Integrity and Asset
Management, (2) Pipeline Safety and Compliance Manager, (3) Operator Qualification, (4) Shared Public
Awareness Activities, (5) Business Process ESS Implementation and ESS Mobile Solutions, (6) Work
management and Databases, (7) Contract and Maintenance, (8) Enterprise Geographic Information
System, and (9) Records Management and Programs.

316 Ex. 407 ORA/Enyinwa at 10.

317 See Ex. 84 SCG/Rivera at 47-68; Ex. 86 SCG/Rivera at 27-37.

318 Ex. 87 SDG&E/Rivera at 6.
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activities.!® This forecast represents an increase of $1.407 million over BY 2016.%° ORA,
CUE, and OSA submitted testimony responding to SDG&E’s Gas System Integrity funding
request. ORA recommended a reduction to the non-shared O&M forecast, while CUE
recommended an increase. No party disputed SDG&E’s shared O&M forecast.

9.2.1 Non-Shared Operations and Maintenance

The TY 2019 forecast for non-shared O&M is $958,000; an increase of $807,000 over
BY 2016.2! Only the Damage Prevention cost category, with a forecast of $725,000, has been
disputed by the intervenors.

SDG&E’s Damage Prevention workgroup covers embedded costs addressing the
Catastrophic Damage Involving Third-Party Dig-Ins RAMP risk, which seeks to mitigate threats
to pipeline infrastructure and public safety.’?? These risk mitigation actions require funding and
resources to correctly mark underground gas infrastructure, respond to USA notification center
requests within the required timeframe, provide personnel to perform stand-by duties for third-
party excavators in the vicinity of a high-pressure gas pipeline, and meet this mandated
requirement. The federally-mandated Public Awareness Program is also covered by the Damage
Prevention workgroup.*** To improve this program, SDG&E plans to conduct an assessment of
its current communications and methods, modify content for the appropriate audiences, and
increase frequency of the messaging.>** With these improvements, SDG&E will be prepared to
address the anticipated cost increases as a result of the Dig Safe Act of 2016, and better mitigate
the Catastrophic Damage Involving Third-Party Dig-Ins RAMP risk.’>> Based on these factors,
the forecast for this workgroup was based on a five-year average plus incremental
adjustments.*?°

ORA recommended a TY 2019 forecast of $347,000, which was based on the highest
recorded expense during the past five years, for a reduction of $378,000. ORA’s testimony on

Gas System Integrity did not evaluate how the Damage Prevention workgroup addresses RAMP-

319 1d at 1.

320 [d

21 Ex. 87 SDG&E/Rivera at 13.

322 Ex. 87 SDG&E/Rivera at 8-9, 21; Ex. 88 SDG&E/Rivera at 20-25; see Ex. 89 SDG&E/Rivera at 6.
323 Ex. 87 SDG&E/Rivera at 19.

24 Id at21-22.

325 See Ex. 89 SDG&E/Rivera at 6.

326 Ex. 87 SDG&E/Rivera at 21; Ex. 89 SDG&E/Rivera at 5.

67



related mitigations, nor contemplate how ORA’s proposed reduction would negatively impact
RAMP efforts, even though ORA agrees that this Public Awareness Program is “important.”?’
The new risk-informed GRC process, as established by D.14-12-025,%?® should also inform and
be incorporated into intervenors’ assessments and forecasts for this GRC, not just the Applicants.
Without such information specific to Gas System Integrity’s RAMP-related costs, ORA’s
proposed reduction affecting both RAMP embedded and incremental costs for Damage
Prevention is not sufficiently justified from a safety risk perspective.

CUE did not dispute SDG&E’s incremental request for the Damage Prevention
workgroup; in fact, CUE proposed an increase of $275,000, for a TY 2019 forecast total of $1
million.*?* CUE argued for this increase in order to double the anticipated reduction in the
number of dig-ins caused by excavation.**® However, SDG&E’s forecast strikes an appropriate
balance between 811 advertising’s contributions to pipeline safety, effectiveness in reducing the
number of dig-ins, and impact on ratepayer costs.

Accordingly, the Commission should adopt SoCalGas’ TY 2019 non-shared O&M
forecast of $958,000.

9.2.2 Shared Operations and Maintenance

The TY 2019 forecast for shared O&M totals $600,000; an increase of $600,000 over BY
2016.%*! No party disputed SDG&E’s forecast for shared service costs.**> Thus, SDG&E
requests that its TY 2019 forecast of $600,000 for shared service O&M costs be adopted.

9.3 Other Policy or Non-Cost Issues Raised by Parties

OSA provided testimony on SoCalGas’ and SDG&E’s Gas System Integrity testimonies
to discuss the Companies’ implementation of API RP 1173.33* However, OSA did not make any
funding recommendations.

The PSMS group is responsible for planning the development and implementation of a
company-wide PSMS API RP 1173, consistent with Pipeline and Hazardous Materials Safety
Administration’s (PHMSA) recommendation: “PHMSA fully supports the implementation of

327 Ex. 404 ORA/Campbell at 42.

38 See also Ex. 03 SCG/SDG&E/Day at 3-4.

329 Ex. 370 CUE/Marcus at 91.

330 Id

31 Ex. 87 SDG&E/Rivera at 23.

332 Ex. 404 ORA/Campbell at 4; see generally Ex. 370 CUE/Marcus; Ex. 442 OSA/Contreras.
333 Ex. 442 OSA/Contreras at 2-1 to 3-15.
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[API] RP 1173 and plans to promote vigorous conformance to this voluntary standard.”*** The
recommended practice is a proactive, system-wide approach to safety management and reducing
risks and provides operators with a comprehensive framework to address risk across the entire
life cycle of a pipeline. The standard promotes pipeline safety, while implementing guidelines
for continuous improvement. SoCalGas strongly agrees that the implementation of APIRP 1173
for its pipeline operations is a key step towards enhanced asset and risk management decision-
making to ultimately improve safety performance,***> which is why SoCalGas incorporated a
request to fund it in this GRC.

API RP 1173 is not a mandatory practice; however, the Companies have voluntarily

begun to implement it>*¢

and will continue to work with OSA during our safety journey to reach
full conformance®” and continuously improve. OSA clearly outlined its support for
implementation of API RP 1173, but suggested that the Commission impose additional
requirements and conditions upon the Companies’ implementation.**® The Companies have
demonstrated a strong commitment to implementation of this pipeline safety management
system* and established a project management office and Executive and Director Steering
Committees to coordinate and refine how to enhance the safety management system.**® As none

of OSA’s suggestions affect the Companies’ funding requests, which is the relevant objective of

33 Ex. 86 SCG/Rivera at 16 (quoting Hon. Marie Therese Dominguez, Written Statement Before the U.S.
H.R. Comm. On Transp. & Infrastructure, Subcomm. on R.R. Pipelines, and Hazardous Materials at 15
(Feb. 25, 2016), available at

https://www.phmsa.dot.gov/sites/phmsa.dot.gov/files/docs/Written Testimony Marie Therese Domingu
ez_Administrator of PHMSA 2.25.16.pdf).

335 Ex. 86 SCG/Rivera at 16.

336 Ex. 84 SCG/Rivera at 23; Ex. 87 SDG&E/Rivera at 12; Ex. 03 SCG/SDG&E/Day at 27; Ex. 250
SCG/SDG&E/Buczkowski/Geier at 5-9.

337 Ex. 86 SCG/Rivera at 17.

338 See Ex. 442 OSA/Contreras at 3-3 to 3-4 (“OSA supports the strategic, deliberate, and committed
implementation of API 1173 standards by the Utilities.”) (emphasis in original).

339 Ex. 86 SCG/Rivera at 3:14-19 (“SoCalGas and San Diego Gas & Electric Company (the Companies),
all the way to the top levels including their Board of Directors, are deeply committed to this voluntary
implementation of API RP 1173, as shown in SoCalGas’ specific funding request in this GRC to
adequately resource implementation of the Pipeline Safety Management System (PSMS) in accordance
with API RP 1173’s pipeline safety standard and framework.”). See also Tr. V16 1293:24-25 (Martinez)
for an example of the wide reach of API RP 1173’s implementation (“TIMP and every operating unit in
the company is part of that effort.”).

340 Ex. 86 SCG/Rivera at 7-8.

69



this GRC,**! SoCalGas and SDG&E ask that the Commission adopt their TY 2019 forecasts for
Gas System Integrity.

9.4 Conclusion

The Companies’ Gas System Integrity forecasts of O&M expenses balance compliance
obligations, risk, as well as the cost to deliver natural gas safely and reliably. To enable
SoCalGas and SDG&E to accomplish these safety efforts, the Commission should adopt
SoCalGas’ TY 2019 forecast of $32.904 million for Gas System Integrity O&M expenses
($15.598 million for non-shared service activities and $17.306 million for shared service
activities), and SDG&E’s TY 2019 forecast of $1.558 million for Gas System Integrity O&M
expenses ($958,000 for non-shared service activities and $600,000 for shared service activities).

10. Gas Transmission Operations

Key objectives of the SoCalGas and SDG&E Gas Transmission organizations are to
operate safely, achieve compliance with applicable legal and regulatory requirements, and
provide customers with reliable natural gas service at reasonable cost.>*? This section includes
the O&M costs associated with operating and maintaining the SoCalGas and SDG&E gas
transmission systems.

10.1 SoCalGas
SoCalGas requests approval of a TY 2019 forecast of $51.934 million for O&M costs

associated with operating and maintaining the SoCalGas natural gas transmission system. The
O&M forecast is composed of $50.918 million for non-shared service activities and $1.016
million for shared service activities. This forecast represents an increase of $21.674 million over

2016 adjusted-recorded costs.**

GAS TRANSMISSION (In 2016 $)
2016 Adjusted- TY 2019 Change
Recorded (000s) | Estimated (000s) (000s)
Total Non-Shared Services 29,310 50,918 21,608
Total Shared Services (Incurred) 950 1,016 66
Total O&M 30,260 51,934 21,674

341 A.17-10-007/-008 (cons.), Assigned Commissioner’s Scoping Memorandum and Ruling (issued
January 29, 2018) at 4.

342 Ex. 30 SCG/Bermel/Musich at iii.

343 Ex. 24 SCG/Musich at 1.
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10.1.1 RAMP
Gas Transmission sponsored incremental O&M costs associated with Catastrophic
Damage Involving High-Pressure Pipeline (RAMP Chapter SCG-4).>** The table below
summarizes SoCalGas’ RAMP O&M requests.

GAS TRANSMISSION (In 2016 $)

SCG-4. Cata.strophlc Dama.ge . 2016 Embedded TY2019 Estimated Total
Involving High-Pressure Pipeline Base Costs Incremental (000s) (000s)
Failure (000s)

2GT000.000, Pipeline Operation 4,536 0 4,536
2GT002.000, Technical Services 2,387 17,000 19,387
Total 6,923 17,000 23,923

ORA and TURN contested the incremental RAMP costs sponsored in Gas Transmission
O&M testimony of $17.000 million in Technical Services for non-shared O&M services, which
is comprised of $5.000 million for Right-of-Way (ROW) Maintenance activities and $12.000
million for Class Location Mitigation activities.**> SoCalGas addresses ORA’s and TURN’s
positions regarding these incremental RAMP costs and requests that the Commission adopt the
RAMP risk mitigation activities and the associated costs contained in SoCalGas’ testimony.

ORA also offered testimony that it considers the RAMP program insufficiently
developed to dictate, or even substantially guide, funding decisions in the GRC.**® ORA’s
suggested dismissal of SoCalGas’ RAMP cross-referencing is unjustified as SoCalGas has
explained in detailed testimony.**” SoCalGas’ RAMP showing in the GRC is based on the
requirements adopted by the Commission in decisions and the modification of the Rate Case
Plan to include a new risk-based decision-making framework, including the RAMP. SoCalGas
is requesting the Commission to adopt and faithfully initiate use of the RAMP-related showing in

this proceeding to inform and guide the outcome of its funding decisions.**®

3% Id. até6.

345 Ex. 407 ORA/Enyinwa at 14; Ex. 490 TURN/Borden at 41-42.
346 Ex. 407 ORA/Enyinwa at 14.

37 Ex. 26 SCG/Musich at 6-7.

38 Id at7.
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10.1.2 Non-Shared O&M Services

The following table summarizes SoCalGas’ total non-shared O&M forecasts for the listed

cost categories.>*

GAS TRANSMISSION (In 2016 $)

. 2016 Adjusted- TY2019
Categories of Management Recorded (000s) | Estimated (000s) Change (000s)
A. Gas Transmission Pipelines 17,692 14,463 -3,229
B. Compressor Stations 9,732 9,988 256
C. Technical Services 1,886 26,467 24,581
Total Non-Shared Services 29,310 50,918 21,608

ORA and TURN submitted testimony addressing SoCalGas Gas Transmission O&M

expenses. Specifically, ORA and TURN made cost-specific recommendations for the Technical

Services cost group of non-shared services.>>® SoCalGas requested a forecast in Technical

Services of $26.467 million for TY 2019. This is a $24.581 million increase from the base year

and includes incremental costs of: (1) $5.000 million in ROW Maintenance activities (2) $12.000

million in Class Location Mitigation activities, and (3) $7.162 million for Southern Gas System

Reliability Project Abandonment Recovery (also referred to as the North-South Project).*>!

TOTAL NON-SHARED O&M - Constant 2016 ($000)
Base Year Test Year Chan
2016 2019 ange
SoCalGas 29,310 50,918 21,608
ORA 29,310 26,681 -2,629
TURN 29,310 26,832 -2,478
10.1.2.1 Technical Services — ROW Maintenance

ORA recommends disallowance of the $5.000 million request for incremental RAMP

costs in the ROW Maintenance cost category based on its assertion that O&M expenses are

normal day to day activities for operating a natural gas transmission system in compliance with

regulations and in a safe manner.*> ORA considers these routine pipeline O&M activities that

are already funded in rates and historical, recorded data and that the cost drivers presented are

349 Ex. 24 SCG/Musich at 9.
330 Ex. 26 SCG/Musich at 2.

31 Ex. 24 SCG/Musich at 17; Ex. 26 SCG/Musich at 1.

32 Ex. 26 SCG/Musich at 4.
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not unique.>> TURN similarly asserts that the need for incremental funding beyond historical
averages for ROW Maintenance has not been demonstrated.*>*

SoCalGas disagrees with ORA’s and TURN’s position because even though ROW
Maintenance activities can be described as “routine,” there are several non-routine cost drivers
that impact these costs. Examples of these non-routine cost drivers are: (1) removal of
previously abandoned pipelines (2) span repainting after wildfires, and (3) repair of pipe
exposures and road washouts after significant rainfall.>>

A single project to remove a previously abandoned pipeline itself could potentially
consume much of the annual ROW Maintenance budget, which was approximately $1.5 million
in the last two GRC cycles.**® Additionally, access roads must be maintained to provide ready
access in the event of third party pipeline damage, wildfire damage, and for the safety of
employees and the public.®*’ Recent examples of such cost drivers were the 2017 and 2018
California wildfires across the Ventura and Santa Barbara Counties and subsequent heavy
rainstorms, which impacted nearly 100 pipeline spans and resulted in multiple road washouts.>®

While it is generally true that ROW Maintenance activities can be considered a “routine”
aspect of operating a gas system, SoCalGas has substantiated that there are non-routine cost
drivers that impact these “routine” activities by providing concrete, recent examples of these cost
drivers that are not apparent in historical, recorded costs. Accordingly, SoCalGas requests the
Commission adopt its request for incremental costs of $5.000 million in ROW Maintenance
activities to support prevention and mitigation of the safety risks identified in RAMP Chapter
SCG-4.

10.1.2.2 Technical Services — Class Location Mitigation
ORA and TURN recommend disallowance of the $12.000 million request for incremental

RAMP costs in the Class Location Mitigation activities based on the grounds discussed above for

ROW Maintenance.>>’

353 Id
34 1d. at 3.
35 Id. at 4.
336 Id at 5.
357 Id
358 Id
39 Id. at 3.
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SoCalGas disagrees within this disallowance. When there is development near a gas
pipeline that changes its class location, SoCalGas must verify the proper class location.>*® If the
existing Maximum Allowable Operating Pressure (MAOP) for the pipeline exceeds the limits for
the new class location, the pipeline must be replaced or hydrotested.>®! If remediation of the
pipeline does not occur within two years, the MAOP must be reduced, which may lead to
reliability and operational issues.**?> There are now two pipelines with multiple segments that are
operating at a lowered MAOP because of class location changes.’*> SoCalGas has forecast
$12.000 million per year beginning in TY 2019 for hydrotesting of pipelines because of class
location changes, which includes hydrotesting these two pipelines.*%*

Even though Class Location Mitigation activities can be considered part of “routine”
operations for a gas transmission system, SoCalGas has demonstrated that there are non-routine
cost drivers that impact these “routine” activities by providing examples of cost drivers that are
not apparent in historical, recorded costs. Accordingly, SoCalGas recommends that the
Commission adopt its request for incremental costs of $12.000 million in Class Location
Mitigation activities to support prevention and mitigation of the safety risks identified in RAMP
Chapter SCG-4.

10.1.2.3 Technical Services — Southern Gas System Reliability
Project Abandonment Recovery

SoCalGas seeks recovery for costs reasonably incurred in conceiving and pursuing the
North-South Project proposed to address a recognized reliability risk. SoCalGas proposes cost
recovery be spread across three-years (2019-2021) with one-third of the total incurred expenses,
$7.162 million, to be implemented annually. The costs are requested as an O&M expense,
however, the justifications for incurring the costs and the recovery requested are addressed in
Section 11 - Gas Transmission.

10.1.2.4 Undisputed Non-Shared O&M Services

SoCalGas requested $14.463 million for the Gas Transmission Pipeline cost category and

$9.988 million for the Compressor Stations cost category for non-shared services in TY 2019.

30 Id. at 5.
361 1d.
32 Id. at 6.
363 Id
364 Id
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No party disputed these requests. Therefore, SoCalGas requests the Commission adopt these
requests as reasonable.

10.1.3 Shared Services Q& M?3%5

SHARED O&M - Constant 2016 ($000)
Base Year Test Year Change
2016 2019
SOCALGAS 950 1,016 66
ORA 950 1,016 66
TURN 950 1,016 66

No party disputed SoCalGas’ forecast for its Shared Services Cost Centers. SoCalGas
recommends the Commission adopt SoCalGas’ forecast as reasonable.

10.2 SDG&E
SDG&E requests approval of a TY 2019 forecast of $5.110 million for O&M costs

associated with operating and maintaining the gas transmission system.>®® The O&M forecast is
comprised of $5.110 million for non-shared service activities and represents an increase of
$0.740 million over 2016 adjusted-recorded costs. SDG&E Gas Transmission does not have and

is not sponsoring any shared services O&M expenses.

NON-SHARED O&M - Constant 2016 ($000)
Base Year Test Year Chan
2016 2019 ange
SDG&E 4,370 5,110 740
ORA 4,370 5,110 740

ORA submitted testimony relating to this item and did not dispute SDG&E’s TY 2019
expense forecast for non-shared O&M expenses.*®’ SDG&E recommends the Commission adopt
SDG&E’s TY 2019 forecast as requested.

11. Gas Transmission

This section addresses the capital expenditures to support SoCalGas’ and SDG&E’s gas

transmission operations.

365 Ex. 24 SCG/Musich at 19.
366 Ex. 27 SDG&E/Musich at 1.
367 Ex. 404 ORA/Campbell at 5, 46-49.
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11.1 SoCalGas

SoCalGas requests the Commission to adopt its forecast for capital expenditures in 2017,

2018, and 2019 of $135.413, $181.837, and $178.776 million, respectively, in furtherance of

promoting the safety and reliability of delivering natural gas on its transmission system.>®

Approval of the forecasts in this testimony will further SoCalGas’ objective of providing safe

and reliable delivery of natural gas to customers at a reasonable cost.>®

ORA, TURN, SCGC, and IS offered testimony relating to certain capital cost categories

for gas transmission as discussed in detail below.>”°

GAS TRANSMISSION (In 2016 $)*"!

2016 . . .

Categories of Management Adjusted- Estimated Estimated Estimated

2017 (000s) | 2018 (000s) | 2019 (000s)

Recorded

A.NEW PIPELINE 4,984 8,543 7,383 7,383
B. PIPELINE REPLACEMENT 16,563 30,194 26,358 10,499
C. PIPELINE RELOCATIONS 4,218 11,596 10,476 5,922
D. COMPRESSOR STATIONS 20,099 50,432 103,351 116,626
E. CATHODIC PROTECTION 3,637 5,000 6,235 6,658
F. MEASUREMENT &
REGULATION 18,946 18,938 18,938 18,938
G. AUXILIARY EQUIPMENT 3,321 10,710 9,096 12,750
TOTAL 71,768 135,413 181,837 178,776

11.1.1 RAMP

Gas Transmission sponsored incremental capital costs associated with Catastrophic

Damage Involving High-Pressure Pipeline (RAMP Chapter SCG-4), Physical Security of Critical
Gas Infrastructure (RAMP Chapter SCG-6), and Climate Change Adaption (RAMP Chapter

SCG-9). The table below summarizes SoCalGas’ RAMP capital cost requests associated with

gas transmission activities.>”>

368 Ex. 30 SCG/Bermel/Musich at 2.
369 Id. at 8.

370 Ex. 407 ORA/Enyinwa; Ex. 436 IS/Gorman; Ex. 506 TURN-SCGC/Yap.

371 Ex. 30 SCG/Bermel/Musich at 9.
32 Id. at 4.
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GAS TRANSMISSION (In 2016 $)

2017 2018 2019
. Estimated Estimated Estimated
RAMP Risk Chapter RAMP Total | RAMP Total | RAMP Total
(000s) (000s) (000s)
SCG-4 Catastrophic Damage Involving
High-Pressure Pipeline Failure 5,862 10,755 3,109
SCG-6 Physical Security of Critical Gas
Infrastructure 2,477 4,800 8,000
SCG-9 Climate Change Adaptation 396 396 400
Total Capital 8,735 15,951 11,509

SoCalGas identified incremental capital expenses in pipeline relocation activities
associated with the class location changes as described in RAMP Chapter SCG-4. ORA offered
testimony recommending a reduction in SoCalGas’ Pipeline Relocation forecast, which is
addressed herein.

SoCalGas also identified incremental capital costs relating to physical security
infrastructure investments for critical gas system infrastructure as described in RAMP Chapter
SCG-6 and incremental capital costs associated with the installation of stress gauges to address
climate change as described in RAMP Chapter SCG-9. These two costs categories are reflected
in SoCalGas’ forecast for the Auxiliary Equipment & Project cost category. ORA offered
testimony recommending a reduction in the Auxiliary Equipment & Project forecast, which is
addressed below.

No party contested the incremental RAMP capital costs sponsored in the Gas
Transmission testimony relating to forecasted Cathodic Protection capital expense activities
described in RAMP Chapter SCG-4. Accordingly, SoCalGas requests that the Commission
adopt the RAMP risk mitigation activities for Cathodic Protection as reasonable.

11.1.2 Pipeline Relocation

ORA offered testimony relating to the Pipeline Relocation cost category. ORA did not

contest the need for Pipeline Relocation projects but did recommend a $6.373 million reduction

in the 2017 forecast.>”?

373 Ex. 407 ORA/Enyinwa at 6.
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Budget ORA Recommended SCG Proposed Variance
Category 2017 2018 2019 2017 2018 2019

Pipeline
Relocation $5,223 | $10,476 | $5,922 | $11,596 | $10,476 $5,922 | (56,373)
(5000)

To the extent ORA’s recommendation relies on the use of realized capital expenses for
2017, SoCalGas disagrees with the reduction because the costs forecasted for 2017 will still be
realized in 2018 or 2019.37* Costs in this category are incurred for modifying and relocating
pipelines to accommodate planned private property development, municipal public works, street

375

improvement projects, and contract and franchise requirements.”’> Many of the projects in this

budget category have experienced delays due to third-party activities and permitting issues.>”®
Even though these projects were delayed, the costs projected for 2017 are still expected to be
realized but at a time later than previously anticipated.’”” The underlying need to incur such
costs has not diminished, instead the time at which they will be realized has been delayed.
Therefore, SoCalGas requests that the Commission approve the 2017 forecast presented to
cumulatively cover the cost of the projects that have been delayed but that are expected to go

into service in 2018 and 2019.
11.1.3 Compressor Stations
ORA and IS offered testimony for the Compressor Stations capital expense category.’”8
ORA recommends a reduced forecast in this category of $45.374 million, which includes a
$25.453 million reduction for the 2017 forecast based on costs realized in 2017.2” ORA also
compares SoCalGas’ request in this GRC with a similar request in the previous TY 2016

GRC.*¥

37 Ex. 32 SCG/Bermel/Musich at 10.

375 Ex. 31 SCG/Bermel/Musich at 52; Ex. 32 SCG/Bermel/Musich at 10.

376 Ex. 32 SCG/Bermel/Musich at 10.

377 14

378 Ex. 407 ORA/Enyinwa; Ex. 436 IS/Gorman.

379 Ex. 407 ORA/Enyinwa at 21.

380 Jd. (citing A.14-11-003/-004 (cons.), Hearing Ex. 25 (Stanford Direct) at 66).

78



Budget ORA Recommended SCG Proposed Variance
Category 2017 2018 2019 2017 2018 2019

Compressor

Station ($000) $24,979 | $92,888 | $107,168 | $50,432 | $103,351 | $116,626 | ($45,374)

This GRC is significantly different than the previous cycle due to the design refinement
of the Blythe Compressor Modernization project, which was a large part of the budget code
forecast for the TY 2016 GRC.*! The 2017 forecast for this budget category was not realized
primarily because of scope and schedule refinement as well as detailed engineering and
permitting activities associated with this large compressor station project.®> Delays and
deferrals of this type are not uncommon in managing large construction projects.>®* SoCalGas
has increased momentum on executing the Blythe Compressor Modernization project and
expects to realize the 2017 forecast costs in 2018 through completion of the project, which is
currently projected to be Q3 of 2020,

IS contends that SoCalGas’ revenue increase for the TY 2019 should be reduced and that
SoCalGas should identify future needed non-routine projects in the post-test year period,
estimate their costs, show the cost/benefit of the projects, and demonstrate that including the
projects in the post-test year period is reasonable.’® IS state that such projects should identify a
clear description of risk mitigation and safety improvements that the project will address.*¢ IS
did not dispute the need for the Blythe Compressor Modernization project.

In response to IS position, SoCalGas provided additional detail of these types of projects
currently anticipated to be executed during the post-test years of 2020, 2021, and 2022 to provide
further transparency for large gas transmission capital projects that are in progress, specifically,
the Blythe Compressor Modernization project, Ventura Compressor Modernization project, and

Honor Rancho Compressor Modernization project.*®” Notably, the RAMP safety element is not

31 Ex. 32 SCG/Bermel/Musich at 11.

382 [d

83 g,

3% I1d at 14.

385 Ex. 436 I1S/Gorman at 25.

386 74

37 Ex. 32 SCG/Bermel/Musich at 12-14.
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applicable to the Blythe Compressor Modernization project, which is tied to SoCalGas’ ability to
provide reliable natural gas service to customers on the Southern System.>%?
11.1.4 Auxiliary Equipment & Project
ORA did not support SoCalGas’ capital forecast in the Auxiliary Equipment & Project
budget category that included a forecasted capital budget for activities relating to a RAMP safety
element.’®® ORA recommends a five-year average of recorded expenditures for this budget
category and reducing the 2017 forecast based on realized costs in 2017. This recommendation

reduces SoCalGas’ requested overall forecast by $15.490 million.>*°

Budget ORA Recommended SCG Proposed Variance
Category 2017 2018 2019 2017 2018 2019
Auxiliary

Equipment | $5,744 | $5,661 | $5,661 | $10,710 | $9,096 | $12,750 | ($15.490)
(3000)

SoCalGas requests incremental capital budget in this category to support the safety
element associated with RAMP Chapter SCG-6 (Physical Security and Operational
Resiliency).>*! SoCalGas did not provide specific project details because of the sensitive nature
of security infrastructure projects designed to protect critical gas facilities.>**> Such activities
generally include the installation of physical security systems including access control and
detection capabilities.> These capital investments seek to reduce the risk of damage to critical
gas facilities and increase SoCalGas’ ability to serve customers when impacted by a gas leak,
fire, explosion, and/or outage caused by intentional acts such as theft, robbery, burglary,
vandalism, terrorism, and trespassing.***

SoCalGas recommends the Commission adopt a zero-based forecast methodology for this
cost category because there is no regular historical average for reference.**> Detailed cost

estimates were obtained from third-party firms and provided by personnel experienced in

388 1d at 12.

3% Ex. 407 ORA/Enyinwa at 23.

390 Ex. 32 SCG/Bermel/Musich at 16.
391 [d

392 Id

393 Id at 16.

94 g4

35 Ex. 30 SCG/Bermel/Musich at 29.
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estimating projects with similar scope, equipment, and construction environments.>*® A zero-
based estimate is a more accurate indicator of future costs for this blanket budget category based
on current and expected projects of this nature.>*’

11.1.5 Cost Recovery for the North-South Project

SoCalGas seeks recovery of costs reasonably incurred to propose a solution to an
identified energy reliability need and to enhance the reliability of its natural gas system. The
costs requested for the North-South Project,**® discussed further below, are as follows:

Table 11.A
Summary of Parties’ O&M (Expense) Proposal
for North-South Project Cost Recovery

Base Year Test Year Chanee
2016 2019 8
0 $ 7,162 $7,162

SoCalGas requests that cost recovery for the expenses incurred in pursuing this system
reliability enhancement project be spread evenly across three-years (2019-2021).

11.1.5.1 SoCalGas’ Position

SoCalGas seeks recovery of funds reasonably expended by it in pursuing its obligations
to maintain a reliable gas system and following the orders of the Commission. On December 20,
2013 SoCalGas and SDG&E filed a joint application, A.13-12-013 (North-South Application),
for authority to recover in rates the revenue requirement associated with the North-South Project
as well as approval of related cost allocation and rate design proposals.®* The North-South
Project, also referred to as the Southern Gas System Reliability Project, proposed to construct a
new natural gas pipeline between the town of Adelanto and SDG&E’s Moreno Compressor
Station and to reconfigure SoCalGas’ Adelanto Compressor Station.*”® SoCalGas and SDG&E
proposed the project in order to address a risk prudently identified by them: the reliability of the
Southern System is dependent almost entirely on supplies flowing through the Blythe

interconnection with Kinder Morgan interstate natural gas pipeline.*"!

396 1d.
397 Id
38 Id. at 32.
39 Id. at 30.
400 Id
401 Id
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At the time the North-South Project was proposed, electric generation demand on the
Southern System was increasing while customer deliveries were decreasing.**> Disruption or
diminution in supplies flowing through the Blythe receipt point can cause the curtailment of
customers.*0?

As reasonable managers, SoCalGas and SDG&E explored various options to alleviate the
risk of a shortage of supplies available to the Southern System and ultimately selected the North-
South Project as the most prudent option.*** The new pipeline proposed as part of the North-
South Project would have made gas from SoCalGas’ northern receipt points and storage facilities
in Honor Rancho available to the Southern System.**> Multiple delivery sources into the
Southern System would have provided operational flexibility and enhanced reliability.**®

Consistent with Commission precedent,*” SoCalGas and SDG&E deemed it prudent to
present its cost allocation and rate design proposals associated with rate recovery for the North-
South Project to the Commission in the North-South Application.*®® On May 5, 2014, the
Assigned Commissioner issued a scoping ruling which determined that the Commission would
act as the lead agency for an environmental review of the proposed project pursuant to the
California Environmental Quality Act (CEQA) and ordered SoCalGas and SDG&E to file and
serve a Proponent’s Environmental Assessment (PEA) within 30 days.*"

SoCalGas and SDG&E complied with the Commission’s directive to pursue a CEQA

review.*!? Before that review was completed, on July 14, 2016, the Commission issued a

decision, D.16-07-015, rejecting the North-South Project.*!! Although the Commission agreed

402 As the Commission acknowledged in D.16-07-015, “increased electric generation demand on the
Southern System due to the unanticipated shutdown of the SONGS nuclear power plant” drove “increased
costs in Sep. 2011 — Aug. 2013.” D.16-07-015 at 11.

403 Ex. 30 SCG/Bermel/Musich at 30.

404 [d

405 Id

406 1d.

47 The Commission stated in D.89-02-071, “The Commission has the statutory responsibility to approve
the addition of new pipeline capacity to serve the California utility market . . .as part of its responsibility
to ensure that adequate utility service is provided at just and reasonable rates; that the service and
facilities of the utilities are sufficient and reasonable, and to determine the level of service to be provided
to all classes of customers.” D.89-02-071 at Conclusions of Law (COL) 1.

498 Ex. 30 SCG/Bermel/Musich at 30.

499 Id. at 30-31; A.13-12-013, Assigned Commissioner’s Scoping Memo and Ruling (May 5, 2014) at 11.
410 Ex. 30 SCG/Bermel/Musich at 31.

411 Id
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“that there is a need to enhance the reliability of natural gas supplies to the Southern System,”*!?

the Commission determined that “the alternative physical solutions proposed by TransCanada,
Transwestern and EPNG all provide redundant pipeline capacity at a significantly lower cost
than the North-South pipeline.”*!3 The “alternative physical solutions” to which the Commission
refers are proposals by TransCanada Corporation, Transwestern Pipeline Company, LLC, and El
Paso Natural Gas Company, L.L.C. to build interstate and intrastate pipelines owned by them
and regulated by the Federal Energy Regulatory Commission (FERC).*'* SoCalGas and
SDG&E’s access to these proposed pipelines would be by way of contracts to be negotiated
between the parties.*!®

The costs incurred by SoCalGas and SDG&E in conceiving and pursuing the North-
South Project to address an identified system reliability need and undertaking activities in
furtherance of the Commission-ordered CEQA review are reasonable.*! The Commission has
recognized that “a shortage of natural gas and/or electricity, whether real or contrived, can be
devastating to the people, businesses, and the economy of the State of California. Even a
shortage in just a couple of months could cause billions of dollars of additional costs, which
would not be incurred if there were a balance in the supply and demand.”*!” Thus, it has ordered
that “the utilities must continue to study and report on the adequacy of their entire system,
including local transmission, and act to ensure that it remains reliable.”*!®* The Commission has
gone even further to state that it “expect[s] the utilities to expand their local transmission systems
based on system planning analyses (using the one-in-ten year criterion), instead of relying solely
on open seasons.”*!? Repeatedly the Commission has emphasized that “the utilities” primary
obligation [is] to ensure infrastructure adequacy.”**

In order to comply with its obligations to maintain and enhance system reliability

pursuant to these Commission decisions, and SoCalGas’ statutory mandate to follow

42 D.16-07-015 at 15.

413 Id

44 Ex. 30 SCG/Bermel/ at 31.

415 SoCalGas is not aware that any of the proposed pipelines cited by the Commission are in the process
of being constructed. /d. at 31 n.16.

416 14 at 31; Ex. 25 SCG/Musich.

7 Ex. 30 SCG/Bermel/Musich at 31 (quoting Order Instituting Rulemaking in R.04-01-025 at 4-5).

8 D.06-09-039 at 61.

9 Id. at 64.

420 1d. at 72.
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Commission orders,*! SoCalGas reasonably pursued the actions resulting in the costs for which
SoCalGas now seeks rate recovery. Based thereon, SoCalGas’ request should be granted.

11.1.5.2 ORA'’s Position

ORA recommends SoCalGas should not be authorized to recover any costs expended by
it in pursuing the North-South Project or following the orders of the Commission. ORA
contends that the Commission correctly determined in D.16-07-015 that (a) ratepayers should not
fund the North-South Project; (b) almost all the premises behind the project were spurious; (c)
SoCalGas failed to demonstrate the need for the project; (d) alternate physical solutions could
provide the same redundant pipeline capacity at a significantly lower cost; and (e) there was
never a need for the project.*??

ORA'’s arguments focus on re-litigating the underlying issue, i.e., the merits of the North-
South Project itself. That issue has been determined and does not bear on cost recovery of the
funds expended by SoCalGas in pursuing the North-South Project and following the orders of the
Commission. ORA’s position ignores the two main reasons SoCalGas seeks recovery of these
costs: the costs were incurred (a) in order to comply with the Commission’s directives to “study
and report on the adequacy of their entire system, including local transmission, and act to ensure

that it remains reliable,”*??

and (b) to comply with the Commission’s orders to conduct a CEQA
review and prepare a PEA. Moreover, the premise behind the North-South Project can hardly be
called “spurious” since the Commission explicitly found in the decision that SoCalGas (and
SDG&E) demonstrated there is a need for enhanced reliability in the Southern System*** — the
precise problem the North-South Project was designed to address. Moreover, the Commission
did not preclude the cost recovery sought herein — Applicants are not seeking to recover in rates
“the cost of constructing a new natural gas pipeline between the town of Adelanto and the

Moreno Pressure Limiting Station and rebuilding the Adelanto Compressor Station.”*?° 42

#21 Pub. Util. Code § 702 states, “Every public utility shall obey and comply with every order, decision,
direction, or rule made or prescribed by the commission in the matters specified in this part, or any other
matter in any way relating to or affecting its business as a public utility, and shall do everything necessary
or proper to secure compliance therewith by all of its officers, agents, and employees.”

422 Ex. 407 ORA/Enyinwa at 16-17.

423 D.06-09-039 at 61.

424 D.16-07-015 at COL 1.

45 Id. at 1.

426 As Applicants’ witness Michael Bermel stated, the North-South “[A]pplication was to recover in rates
the costs associated with constructing a pipeline system, the North South System. It was not completed.”
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Finally, it is noteworthy that none of “the alternate physical solutions proposed by Trans-
Canada, Transwestern and EPNG,”**” which ORA cites to, are in development.**®

11.1.5.3 SCGC/TURN’s Position

Southern California Generation Coalition (SCGC)/TURN jointly also recommend that
SoCalGas not recover the costs expended in pursuing the North-South Project and following the
Commission’s orders for a number of reasons: SoCalGas has failed to demonstrate the
reasonableness of the costs incurred because the “components of [the] figure” Applicants are
seeking haven’t been identified;**° the North-South Project fails to meet any of the standards
stated in previous Commission decisions regarding whether preconstruction costs of abandoned
projects should be included in rates;*° and SoCalGas’ proposal for allowing recovery of the
North-South Project costs would violate GRC principles.*!

The reasonableness of costs has been demonstrated. SoCalGas (and SDG&E) were
ordered to follow the Commission’s orders, and to do so in a short time frame.**?> While it was
foreseeable that many costs would be incurred as part of the North-South Project, it was not
anticipated that the costs would be accelerated to the extent they were by the Commission’s May
5, 2014 ruling.**® SoCalGas (and SDG&E) filed an application for authority to recover in
customer rates the revenue requirement associated with the contemplated project and associated

rate design.** While it was contemplated that compliance with CEQA (or the federal National

Tr. V11:705:12-15 (Bermel). See also Tr. V11:709:28-710:5 (Musich): “We’re not seeking recovery of
the North South Revenue Requirement. Here we’re seeking the recovery of the expenses that were
incurred in following the Commission’s orders. We’re not seeking the costs to construct the project.”

427 Ex. 407 ORA/Enyinwa at 17.

428 Ex. 32 SCG/Bermel/Musich at 9.

429 Ex. 506 TURN-SCGC/Yap at 2-3.

B0 Id. at 3-9.

Bl Id. at 9-10.

42 Unexpectedly, the PEA was ordered by the Commission to be filed within 30 days of issuance of the
May 5, 2014 Scoping Memo and Ruling. Tr. V11:714:22-24 (Bermel); A.13-12-013, Assigned
Commissioner’s Scoping Memo and Ruling (May 5, 2014) at 11, 14.

433 Ex. 32 SCG/Bermel/Musich at 5; Tr. V11:712:1-17 (Bermel): “We proposed this project, and we
proposed it on a timeline and an expense profile — a spend profile so that we wouldn’t be incurring major
expenses until we had a decision from the Commission. That included going to CEQA full blown. So we
were going to work this project through until we got a decision. It would be slow and deliberate. Take
our time assembling some technical facts. When we got the decision from the Commission, we’d go
through and do some of the things that the Commission moved forward by two years. So that was the
change that was the direction of the Commission to fundamentally change our schedule and our send out
day on this project.”)

#4 Ex. 32 SCG/Bermel/Musich at 5-6.
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Environmental Policy Act (NEPA)) would be necessitated at some point, it was contemplated
that it would take place as part of the permitting process for the pipeline and compressor station,
as is customary.**> In other words, it was anticipated that these costs would be incurred afier the
Commission issued a ruling on the North-South Application.*3

However, at the pre-hearing conference in the proceeding, the ALJ and ORA raised the
issue of whether SoCalGas and SDG&E should have to file a PEA and complete an
environmental review as part of considering the application.*’” In response, Applicants were
clear that they did not yet have a fully formed project description that would be suitable for
meaningful CEQA evaluation and that, if the Commission determined a CEQA review was
necessary in order to render a decision on the North-South Application, that the requirement for a
PEA be delayed.**®* Both ORA and SCGC submitted briefs arguing that a review under CEQA
was required.**’

Subsequently, the assigned ALJ adopted the recommendations of ORA and SCGC and
ordered a review pursuant to CEQA and preparation of a PEA.*** The effect of this ruling was
that development activities and related spending for the North-South Project were driven not by
SoCalGas (and SDG&E), but rather by efforts to comply with the Commission’s directives.**!
This continued until the proposed decision denying the project was issued in April 2016 — even
before the Environmental Impact Report (EIR) was finalized and the CEQA review was
complete.**?

The following table shows the breakdown of costs incurred in developing the North-

South project:

5 1d. at 6.

6 Tr. V11:721:11-19 (Musich).

437 Ex. 32 SCG/Bermel/Musich at 6.
438 [d

439 [d

440 [d

441 [d

42 Id. at 6-7; Tr. V11:668 (Musich).
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Table 11.B
Costs Incurred for Development of North-South Project by Category

Environmental/Permitting S 6.7
Engineering, Survey & Geotechnical S 7.2
Legal Services / Public Relations S1.1
Subtotal Non-Labor $14.9
Company Labor S 2.4
Total Direct Costs S$17.3
Indirects S 4.2
Total Project Costs $21.5

The following table shows the breakdown of costs incurred before and after the
Commission’s May 5, 2014 ruling:

Table 11.C
North-South Project Costs Incurred Before and After
Assigned Commissioner’s May 2014 Scoping Memorandum and Ruling

Company Labor and Expense $172,736 $2,235,356
Preliminary Scoping & Project Dev., Eng.,

Design & Ministerial Permitting $236,038 $6,311,882
Environmental Planning & Permitting $625 $7,058,245
Public Outreach and Agency Notifications $0 $738,345
Land and ROW Acquisition $0 $506,362
Indirects $199,454 $4,032,995

The cost to develop and file the Application and supporting information was

approximately $600,000.** While Applicants contemplated that CEQA and/or NEPA

443 Ex. 32 SCG/Bermel/Musich at 7-8.
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compliance costs would be incurred in the future, the majority of such compliance activities were
planned to begin after the Commission issued a decision authorizing the Application.*** In the
alternative, if the Application was denied, then the compliance activities would not be
undertaken.*

After the Commission ordered a CEQA review in response to comments by ORA and
SCGC, determined it would serve as lead agency for the review, and appointed the
Commission’s Energy Division to administer the review, Energy Division’s CEQA review drove
costs.**¢ Energy Division’s CEQA review necessitated the following activities, which resulted in
incurring the costs presented for recovery herein: engineering activities that were preliminary in
nature had to proceed to the detailed planning stage in order to conduct the CEQA review
(sooner than these activities had been planned to occur); environmental work was accelerated
and had to be expanded to wider corridors with multiple assessments of alternatives because the
proposed pipeline route alignment had to be finalized before commencing CEQA; land services
and project outreach activities were accelerated by 1 to 2 years; and CEQA Lead Agency costs
totaling $2 million (about $1.5 million for CPUC consultants and $.5 million for other agencies)
were accelerated.*!’

Over $20 million was spent as a result of the CEQA review commencing before the
project was developed to the stage required for such a review.**® SoCalGas could not have
anticipated at the time the previous rate case application was prepared that such costs would be
required to be undertaken at such a premature point in the project’s lifecycle.**® Equity favors
granting SoCalGas recovery of these costs that were incurred. The costs were incurred in order
to comply with the directives of the Commission and its Energy Division, and in response to
recommendations by both ORA and SCGC on behalf of SoCalGas’ customers.**® SoCalGas

(and the other IOUs) are obligated to follow the orders of the Commission.**!

44 Id. at 8; Tr. V11:720:15-18 (Bermel).
45 Ex. 32 SCG/Bermel/Musich at 8.

446 [d

447 [d

448 [d

449 [d

450 Id

451 Pyb. Util. Code § 702.
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Finally, approving recovery of these costs does not violate GRC principles. To support
their position, SCGC/TURN’s witness cites to a decision that was ordered two years affer the
decision on the North-South Application and pertains to the establishment of a memorandum
account.*? That decision is inapposite and does not stand for the proposition that GRC
principles are violated by allowing rate recovery in this instance. Moreover, the record is clear
that the funds expended in furtherance of the North-South Project were not part of the prior
GRC.*?

Based on the fact that the costs incurred are just and reasonable and were incurred by
SoCalGas in furtherance of complying with the directives of the Commission in response to
recommendations by ORA and SCGC on behalf of SoCalGas’ customers, the Commission
should approve SoCalGas’ request for cost recovery of $7,162,000 for each year in 2019-2021.

11.1.6 Undisputed Capital Expenses

No party opposed SoCalGas’ forecast for the capital cost categories of New Construction
Pipeline, Pipeline Replacement, Cathodic Protection, and Measurement & Regulation Stations.
Therefore, SoCalGas requests that the Commission adopt these forecasts as reasonable.

11.2 SDG&E

SDG&E requests the Commission to adopt its forecast for capital expenditures in 2017,
2018, and 2019 for $10.492, $10.192, and $10.042 million, respectively, to further SDG&E’s

objective of providing safe and reliable delivery of natural gas to customers at a reasonable

cost. 4
TOTAL CAPITAL - Constant 2016 ($000)
2017 2018 2019 Total Variance
SDG&E $10,492 $10,192 $10,042 $30,726
ORA $6,202 $8,765 $4,808 $19,775  ($10,951)

ORA offered testimony recommending a reduction in the forecasts for the New Construction

Pipeline, Pipeline Replacement, and Compressor Stations cost categories.*>

#2 Ex. 506 TURN-SCGC/Yap at 9-10.

433 Tr. V11:693:20-694:1 (Bermel), 694:22-27 (Bermel), 695:17-19 (Bermel), 709:28-710:5 (Musich),
717:28-718:1 (Musich).

434 Ex. 35 SDG&E/Bermel/Musich at 1.

435 Ex. 405 ORA/Weaver at 1-2.
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11.2.1 New Construction Pipeline

ORA recommends $1.667 million, $3.901 million, and $0.094 million for 2017, 2018 and
2019, compared to SDG&E’s request of $3.901 million, $3.901 million and $3.901 million for
2017, 2018 and 2019.4® ORA’s reductions are based a methodology that decouples labor and
non-labor forecasts.*>’ Specifically, ORA adopts a hybrid approach that uses 2017 recorded data
to forecast labor, but to forecast 2017 non-labor, uses a 2012-2014 historical three-year average
that discards the more recent years 2015 and 2016.%® ORA does not oppose SDG&E’s base-
year method to forecast 2018 costs but then recommends using a three-year average method to
forecast 2019 costs.*’

SDG&E believes ORA’s methodology does not appropriately consider the pattern of an
increasing volume of work in this category.*®® SDG&E disagrees with ORA’ methodology
because it decouples labor and non-labor costs, selectively chooses specific date ranges and
removes historical, recorded large capital projects.*! Such an approach does not accurately
reflect the correlation between labor and non-labor costs because capital projects have labor and
non-labor components, employs a selection process that reduces SDG&E’s forecasts, and does
not account for the periodic occurrence of large capital projects in this category.*®?

SDG&E recommends a base year forecast method to account for work that could be
reasonably anticipated but not yet fully identified. New Construction Pipeline is a “routine”
budget category that consists of a collection of many like-kind projects that are often forecasted
based on historic spending patterns such as averages, trends or the most recent year.*5> Fully
identifying and planning the construction of all the new construction pipelines that may occur
during the GRC period is neither practical nor efficient.***

In addition, there are two large projects that were recently scoped but not identified in the

original workpapers for this budget category.*®> These projects have a combined forecast of

6 I1d. at 4-5.

47 Ex. 35 SDG&E/Bermel/Musich at 3.
458 [d

9 Id. at 3-4.

460 14 at 3.

461 1d at 3-4.

462 [d

463 Id

464 1d at 4.

465 Id
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roughly $1.75 million in capital costs and are expected to be completed in 2019.4° In a similar

instance, for the TY 2016 GRC, SDG&E’s actual costs exceeded its forecast in two of three

forecast years, 2015 and 2016.%7 SDG&E believes this increasing volume of work is more

reflective of the work performed historically and that should be anticipated in this category.*®8

Thus, SDG&E requests that the Commission approve its forecast amounts for 2017 and 2019.
11.2.2 Pipeline Replacement

ORA does not oppose SDG&E’s request for labor associated with pipeline
replacements.*®® For non-labor, ORA used SDG&E’s recorded data for 2017 and recommends a
five-year average based on the years of 2012-2016 for costs in 2018 and 2019 after removing
costs associated with a single project.*’°

SDG&E disagrees with ORA’s recommendations of non-labor forecasts for 2017, 2018
and 2019. Non-labor costs that were realized in 2017 were lower than expected due to
construction and permitting delays on several projects in this category.*’! For 2018 and 2019
non-labor costs, two more projects have been identified that are going into construction and
anticipated to be placed in service in 2019 with an estimated cost of $1 million each.*’?> These
newly identified projects along with current work-in progress data demonstrate that SDG&E’s
proposed forecast for this budget category accurately reflects the volume of work forecasted.*”?
Therefore, ORA’s forecast methodology that selectively removes projects that SDG&E has
physically completed does not capture historical projects and anticipated volume of future
projects in this category.

Because it is difficult to anticipate when and where pipelines will need to be replaced due

to third-party damage or by weather-related events, SoCalGas believes a five-year average

methodology is more appropriate for this budget category.*’

466 [d

467 Id at 4-5.

468 14 at 5.

469 Ex. 405 ORA/Weaver at 7.

470 [d

4711 Ex. 35 SDG&E/Bermel/Musich at 5.
472 [d

413 Id. at 5-6.

474 Id. at 6.
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11.2.3 Compressor Stations

ORA recommends using recorded costs for 2017 while maintaining SDG&E’s 2018 and
2019 labor forecast.*”> For non-labor, ORA recommends using SDG&E’s five-year average of
2012-2016 recorded costs after removing one-time costs associated with security enhancements
and a security guard shelter building.*”°

SDG&E requests that the Commission adopt SDG&E’s five-year average of $4.4 million
in 2017, $4.1 million in 2018, and $3.9 million in 2019. While SDG&E recognizes that while
capital improvements may appear as a one-time cost for Moreno Compressor Station, there is
another physical security project at a different compressor station which also requires capital
improvements.*’” To support transparency, SDG&E has also provided a detailed forecast for the
Moreno Compressor Modernization project which is underway and expected to be in-service in
the post-test years.*’8

12. Gas Major Projects

SoCalGas’ ability to meet its obligation to provide natural gas service in accordance with
its tariff provisions and customer expectations is highly dependent on the reliable and safe
operation of its natural gas system. The Major Projects and Construction organization manages
major projects associated with pipeline installation, replacement, and modernization, including
valves, regulating and metering stations and appurtenances, and other similar projects associated
with compressor stations, storage fields, and natural gas fueling stations.*”’

12.1 RAMP

One capital project sponsored in the Gas Major Projects testimony is categorized as a
RAMP project under RAMP Chapter SCG-10 (Catastrophic Damage Involving Medium-
Pressure Pipeline Failure).* SoCalGas proposes a Distribution Operations and Control Center
(DOCC) to strengthen the ability to prevent and manage risk under this category by providing
continuous monitoring and oversight of its gas distribution pipeline system.*3! Both capital and

O&M forecasts associated with the DOCC are addressed herein.

475 Ex. 405 ORA/Weaver at 9.

476 [d

477 Ex. 35 SDG&E/Bermel/Musich at 7.
478 [d

479 Ex. 50 SCG/Bermel at 1.

480 1d. at 1-2, 7-8.

81 g
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Only TURN opposes the proposed DOCC and recommends disallowance of the

forecasted test year expenditures of $26 million in 2019 as discussed below.*

Summary of RAMP O&M***

2

GAS MAJOR PROJECTS (In 2016 $)

RAMP Risk Chapter 2016 TY2019 Total (000s)

Embedded Estimated

Base Costs Incremental

(000s) (000s)
SCG-10 Catastrophic Damage Involving 0 1,398 1,398
Medium-Pressure Pipeline Failure
Total O&M 0 1,398 1,398
Summary of RAMP Capital***
GAS MAJOR PROJECTS (In 2016 $)
2017 Estimated 2018 Estimated 2019 Estimated
RAMP Risk Chapter RAMP Total RAMP Total RAMP Total
(000s) (000s) (000s)

SCG-10 Catastrophic Damage
Involving Medium-Pressure
Pipeline Failure 400 3,156 25,901
Total Capital 400 3,156 25,901

12.2 Non-Shared O&M Costs

SoCalGas requests approval of a TY 2019 forecast of $3.971 million in O&M costs to

support major projects on the SoCalGas system.*®> This represents a $2.713 million increase

over 2016 adjusted-recorded expenses for this category.

GAS MAJOR PROJECTS (In 2016 $)
2016 Adjusted- TY 2019 Change
Categories of Management Recorded Estimated (00 Osg)
(000s) (000s)
MAJOR PROJECTS 1,258 3,971 2,713
Total Non-Shared Services 1,258 3,971 2,713

482 Ex. 490 TURN/Borden at 1.
483 Ex. 50 SCG/Bermel at 2.
a4 gy

45 Id at9.
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No party opposed SoCalGas’ TY 2019 forecast of non-shared O&M expenses for the
$3.971 million. SoCalGas requests the Commission authorize the forecast for non-shared O&M
costs.

12.3 Capital Expenditures
SoCalGas requests approval of the forecast of $1.200, $8.969, and $37.714 million for

capital expenditures relating to major gas projects to support the SoCalGas system for 2017,
2018, and 2019.%%¢ These forecasts are comprised of the following capital projects: DOCC,
Methane Monitors & Fiberoptic Projects, and Pipeline Infrastructure Monitoring System
(PIMS).**” ORA and TURN offered testimony relating to this cost category that is addressed

below.*88

TOTAL CAPITAL - Constant 2016 ($000)

2017 2018 2019 Total Variance
SOCALGAS 1,200 8,969 37,714 47,883 --
ORA 143 8,969 37,714 46,826 -1,057
TURN 1,200 8,969 11,813 21,982  -25,901

12.3.1 ORA

ORA does not oppose SoCalGas’ 2018 and 2019 proposed capital expenditures for this
cost category.*®® For 2017, ORA recommends the Commission adopt SoCalGas’ 2017 recorded
capital expenditures instead of SoCalGas’ forecast.*”® SoCalGas does not oppose ORA’s
recommendation for 2017 capital expenditures.*!

12.3.2 TURN

TURN opposes the proposed DOCC and recommends disallowance of the forecasted test
year expenditures of $26 million in 2019.%? TURN does not oppose the proposed capital
expenditures for the DOCC in 2017 and 2018, which were previously approved by the

Commission.*”® TURN recommends setting additional requirements for SoCalGas to propose

486 14 at 19.

487 [d

488 Ex. 408 ORA/Lasko; Ex. 490 TURN/Borden.
489 Ex. 408 ORA/Lasko at 2.

490 [d

1 Ex. 53 SCG/Bermel at 6.

492 Ex. 490 TURN/Borden at 1.

493 Id at 49.
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the DOCC in a future rate case.** TURN’s position is based on several issues including
disputing whether the DOCC will improve safety and the amount of risk on the distribution
system.*%?

SoCalGas believes the DOCC will improve safety and reliability in SoCalGas’ and
SDG&E’s distribution systems and improve SoCalGas and SDG&E’s operational flexibility
during situational response.*® The DOCC will provide enhanced visibility into SoCalGas’ and
SDG&E’s distribution system resulting in more efficient management of the system operations
and improved ability to efficiently identify and respond to pressure abnormalities.*”” The DOCC
will provide real-time monitoring of the distribution system, including nearly 1,800 points of
high-pressure and over 4,000 miles of high-pressure pipeline.**® It will also control 200 of the
most critical distribution regulator stations with a long-term vision to control all 2200 regulator
stations, allowing SoCalGas to isolate runs that can impact the distribution system.*® Thus,
SoCalGas requests the Commission adopt its recommendation for the construction of the DOCC
to strengthen the ability to prevent and manage risk identified in RAMP Chapter SCG-10
through the real-time monitoring and oversight of its gas distribution pipeline system.

13. Gas Engineering

The Gas Engineering testimony and workpapers, supported by witness Deanna Haines,
describes and justifies SoCalGas’ and SDG&E’s forecasted activities and programs from 2017-
2019 including a compendium of key activities and programs that support Gas Transmission,
Gas Distribution, Storage, and Customer Services.”” Gas Engineering supports these activities
and programs by creating and issuing policies and standards that facilitate compliance with
applicable laws, regulations and internal policies; testing for gas and material quality to ensure
they meet specifications, implementing programs for regulatory requirements and contractual
obligations; providing and issuing engineering designs; and making capital investments that

support the safety and reliability of the transmission system.’”! SoCalGas and SDG&E take a

494 14 at 48-49.

495 Id. at 43-45.

49 Ex. 53 SCG/Bermel at 7-11.

497 [d

498 Id. at 7-8.

499 Id. at 11.

300 Exs. 60 to 66, SCG/Haines and SDG&E/Haines.

01 Ex. 60, SCG/Haines at iii; Ex. 64, SDG&E/Haines at ii.
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shared-service approach to many natural gas pipeline operator responsibilities, especially in Gas
Engineering. The shared-service approach benefits both Companies and their ratepayers by
enabling the Companies to pool their collective knowledge, experience, engineering expertise
and intellectual property.>??

13.1 SoCalGas

SoCalGas requests approval of its TY 2019 O&M and capital forecasts. For Gas
Engineering O&M, SoCalGas requests a total of $26.554 million.’”® Because of the mature
nature of the activities, most of the forecasts rely upon a five-year (2012 through 2016) average
or linear trend methodology.>* This forecast represents an increase of $9.331 million over
BY2016.°% In total, SoCalGas requests the Commission adopt a TY 2019 forecast of
$26,554,000 for Gas Engineering O&M expenses, which is composed of $12,226,000 for non-

shared service activities and $14,328,000 for shared service activities.>%

TOTAL O&M (In 2016 $)>"7

2016 Adjusted- TY 2019

Recorded (000s) | Estimated (000s) Change (000s)
Total Non-Shared Services 7,786 12,226 4,440
Total Shared Services (Incurred) 9,437 14,328 4,891
Total O&M 17,223 26,554 9,331

SoCalGas is also requesting approval of a 2017-2019 Gas Engineering capital forecast in
the amount of $38.778 million.”*® The forecast is composed of a 2017 forecast of $11.316
million, 2018 forecast of $13.361 million, and 2019 forecast of $14.101million for Gas

302 Ex. 60 SCG/Haines at 6.

303 Ex. 60, SCG/Haines at iii-v and 1; Ex. 63 SCG/Haines at 1; Ex. 63 SCG/Haines at 15 and Ex. 63B
SCG/Haines (errata) log correcting total forecast of $26,629,000 to $26,554,000 and correcting non-
shared services forecast from $14,403,000 to $14,328,000.

304 Ex. 60, SCG/Haines at 6.

305 Id. at 1, Table DRH-1. In light of the errata correction discussed in fn. 4, the increase changed from
$9,406,000 to $9,331,000.

506 74

7 [d. at iii, as modified by errata log, Ex. 63B modifying $14,403 to $14,328. This change also results
in the Change for shared services from $4,966 to $4,891 and $9,406 to $9,331.

3% Ex. 63 SCG/Haines at 13-15. SoCalGas stipulated to revised capital forecasts in the Land and Rights
of Way Budget category and to the Capital Tools & Laboratory Equipment Budget category. These
stipulated capital forecasts were not provided, in error, on the Total Capital tables in Ex. 63 SCG/Haines
at 1 and 13.
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Engineering capital projects.’® The table below summarizes SoCalGas’ capital request for each

of the capital cost categories.

TOTAL CAPITAL -1In 2016 $

2017 (000s) 2018 (000s) 2019 (000s)
SoCalGas 11,316 $13,361 $14,101
ORA $10,911 $11,809 $12,220
13.1.1 RAMP

Gas Engineering sponsored incremental costs associated with Records Management
(RAMP Chapter SCG-8) and Climate Change Adaptation (RAMP Chapter SCG-9) and capital
investments related to Catastrophic Damage Involving High-Pressure Pipeline Failure (RAMP
Chapter SCG-4).>!° The table below summarizes SoCalGas’ RAMP O&M and Capital requests.

Southern California Gas Company
Summary of O&M RAMP Overlay

GAS ENGINEERING (In 2016 $)

2016 TY 2019
. Embedded Estimated Total
RAMP Risk Chapter Base Costs Incremental (000s)

(000s) (000s)

SCG-8 Records Management 5,442 522 5,964
SCG-9 Climate Change Adaptation 230 1,290 1,520
Total O&M 5,672 1,812 7,484

Southern California Gas Company
Summary of Capital RAMP Overlay

GAS ENGINEERING (In 2016 $)
2017 2018 2019
. Estimated Estimated Estimated
RAMP Risk Chapter RAMP Total RAMP Total | RAMP Total
(000s) (000s) (000s)
SCG-4 Catastrophic Damage
Involving High-Pressure Pipeline 2,245 2,245 2,245
Failure
Total Capital 2,245 2,245 2,245

39 Ex. 63 SCG/Haines at 13-14.
310 Ex. 60, SCG/Haines at 6-7, 9-11.
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No party contested the incremental RAMP costs sponsored in the Gas Engineering
testimony. Accordingly, SoCalGas requests that the Commission adopt the RAMP risk
mitigation activities and the associated costs contained in SoCalGas’ Gas Engineering testimony.

13.1.2 SoCalGas — Non-Shared Operations and Maintenance

Only ORA and TURN submitted testimony on Gas Engineering’s Non-Shared O&M
request. Of the two, only ORA made specific dollar recommendations relating to each of Gas
Engineering’s individual cost categories. The table below summarizes SoCalGas’ O&M forecast

and compares it against ORA’s recommendations.

Gas Engineering - O&M 2019
(In 2016 $)
SoCalGas ORA
(000s) (000s)
Non-Shared Services
Gas Engineering 8,600 8,600
Land and Right of Way 3,626 2,772
| Total Non-Shared Services | 12,226 | 11,372 |

Shared Services

Gas Engineering 808 808
Measurement, Regulation, and Control 6,648 6,648
Engineering Design 4,376 4,225
Engineering Analysis Center’!! 2,058 2,058
Gas Operations Research and 438 438
Materials

Total Shared Services 14,403 14,177
Total 0&M $26,554 $25,549
Difference - ORA ($1,080)

TURN addressed a single issue: SoCalGas’ request for a memorandum account and
balancing account relating to the Morongo Rights-of-Way.>'? Where applicable, SoCalGas
addresses the issues that were raised by ORA and TURN, in the sections below.

311 This figure represents SoCalGas’ concession to ORA to remove $75,000 from its previous request of

$2,133,000. See Ex. 63 SCG/Haines at 13.
312 Ex. 503, TURN/Finkelstein at 12-21.
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13.1.2.1 Land Services and Right of Way

ORA recommended $2.772 million for the O&M associated with Land Services and
Right-of-Way activities.’'* This recommendation is $854,000 less than SoCalGas’ TY 2019
Land Services and Right-of-Way request.’'* ORA argued that the reduction is appropriate
because SoCalGas’ 2017 recorded costs were $398,000 less than SoCalGas 2017 forecast,
which, in turn, required an adjustment to the 2018 and 2019 forecast.’'®> In place of SoCalGas’
methodology, ORA proposed that a Year-On-Year (YOY) growth of 9.6% be applied to 2018
and 2019 forecasted costs.’'®

SoCalGas opposes ORA’s approach and recommendation of reducing the Land Services
and Right-of-Way TY 2019 request to $2.772 million compared to the forecast presented by
SoCalGas of $3.626 million because using 2017 recorded cost is not a reasonable forecast
methodology for year 2019.°'7 SoCalGas’ Land and Right-of-Way department needs resources
to appropriately execute renewals of right-of-way and ongoing land services preliminary
estimates.’'® The 2017 recorded costs are not sufficient to accommodate historical activities,
such as increased governmental fees and staffing needed to implement the FOF initiatives
proposed to enhance the Land Services and Right-of-Way records.>!

Further, ORA’s recommendation to apply a 9.6% YOY rate to 2018 and 2019 forecasts
ignores other drivers to the Land Services and Right-of-Way costs that SoCalGas considered
when selecting the five-year trend methodology.*?® First, 2017 is an attrition year for
expenditures that were approved in the previous GRC (TY 2016) and funds for attrition years
have already been approved for that year.’?! SoCalGas uses forecast methodologies to match the
cost of running the business for 2019 — the test year — and therefore, it is not appropriate to use

2017 recorded costs as the basis for forecasting costs for TY 2019.52? Second, many O&M

expenses, both labor and non-labor, are driven by governmental fees that are anticipated to

5

3 Ex. 408, ORA/Lasko at 3.

514 [d

15 1d. at 15.

51674

317 Ex. 63, SCG/Haines at 6-8.
318 Ex. 60, SCG/Haines at 16.
319 Ex. 63, SCG/Haines at 6-7.
20 14 at 7.

521 Id

522 Id
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increase as evidenced in the Bureau of Land Management’s schedule.’?® Finally, there is an
additional O&M expenditure — the implementation and deployment of the Land Services and
Right-of-Way central database which is a FOF initiative.>>* This will require additional
resources.’>> The Land Services and Right-of-Way department has experienced an upward trend
and the highest percent increase in SoCalGas’ original forecast was between 2016 and 2017 with
an increase of 28.4%, which reflect the adjustments for the initial forecast to operate the
department and to forecast TY year 2019.5%¢ As demonstrated above, SoCalGas’ five-year trend
methodology most reasonably captures the Land Services and Right of Way O&M expenses that
SoCalGas anticipates incurring in TY 2019.5?7 Therefore, SoCalGas requests that the
Commission adopt SoCalGas’ methodology and forecast for Land Services and Right of Way
O&M.

13.1.3 Morongo Rights-of-Way Renewal

SoCalGas requested the establishment of: (1) a memorandum account (MROWMA )to
record pre-construction costs associated with the possible relocation of transmission pipeline
around the Morongo Reservation, which would facilitate SoCalGas’ efforts to study, design, and
make informed decisions regarding potential relocation or renewal options; and (2) a separate
and distinct Morongo Right-of-Way Balancing Account (MROWBA), to potentially record costs
associated with renewal of expiring rights-of-way for pipelines that cross Morongo lands. Both
accounts would track any costs incurred beginning January 1 of TY 2019.5%8

ORA and TURN submitted testimony in response to SoCalGas’ request relating to the
Morongo Rights-of-Way Renewal. SoCalGas addresses each party’s position, below.

13.1.3.1 ORA

ORA opposed, in part, SoCalGas’ request and instead, recommends that only a
memorandum account be established to track the cost for the renewal of the rights-of-way
(renewal payment), subject to reasonableness review, and opposes SoCalGas’ request to

establish a balancing account.”?® ORA did not present any specific factual or policy testimony

523 [d

524 [d

525 Id.

526 [d

527 Id

528 Ex. 60, SCG/Haines at 4; Tr. V12:923:2-23 & 924:3-8 (Haines).
329 Ex. 408, ORA/Lasko at 18.
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supporting its recommendation. Therefore, SoCalGas reiterates its requests to establish the
MROWMA and MROWBA for the reasons set forth in testimony.
13.1.3.2 TURN

TURN opposes SoCalGas’ establishment of a MROWMA and MROWBA 33 TURN
argues that SoCalGas could and should have forecasted the costs associated with the renewal of
the expiring ROW agreements in its TY 2019 GRC.>*!

First, TURN does not dispute that this current GRC is the appropriate venue through
which SoCalGas can and should seek authority to track costs incurred relating to the Morongo
Rights-of-Way to provide reliable natural gas service to customers.>*? The stand-alone
application filed by SoCalGas (A.16-12-011) was ultimately denied on the basis that relief
should have been sought in a GRC.>** Second, with respect to attempting to prepare a reasonable
cost forecast versus requesting regulatory accounts to record specific costs that are difficult to
forecast, the Commission must weigh the record establishing that there were unique factors
involving ongoing negotiations with the Morongo tribe that made it impractical and unwise to
prepare a cost forecast.’*

At the time of the GRC filing, and throughout the course of the proceeding, negotiations
were active, and the possibility of renewal, and the terms under which renewal (including price)
could be mutually agreed upon, were not known.>**> SoCalGas acted prudently to request
authority to record a cost that was expected to be incurred in the upcoming GRC cycle, but
which was infeasible and imprudent to forecast while negotiations were ongoing.’*® Under those
circumstances, it was reasonable for SoCalGas to propose a balancing account to record renewal
costs, and a memorandum account to record relocation pre-construction costs. TURN’s
argument places SoCalGas and ratepayers in an untenable position. If SoCalGas forecasted these
costs in an active proceeding, as TURN claims SoCalGas should have done, SoCalGas would

materially de-position its customers in negotiations.>>’ Considering SoCalGas sought to reach an

330 Ex. 503, TURN/Finkelstein at 14-21.

531 [d

532 [d

533 See D.18-04-012, p. 19 (Conclusion of Law 7).

53 Ex. 60, SCG/Haines at 16-19; Ex. 63, SCG/Haines at 2-3; Tr V12:914:3-9 & 16-22 (Haines).
35 14
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optimal result for the benefit of customers , TURN’s request does not further the public’s interest
in receiving reliable service at a just and reasonable cost.*® In addition, TURN’s position should
be rejected because it would preclude SoCalGas from recovering operational costs reasonably
incurred by SoCalGas for the benefit of customers.>’

In terms of TURN’s testimony opposing SoCalGas’ Morongo-related proposals,
SoCalGas notes several flaws. First, TURN’s argument that D.18-04-012 somehow precludes
the Commission from granting SoCalGas’ requested relief in this GRC>*’ is not supported by the
Commission’s decision. Ordering Paragraph 2 was clear on this point, “This decision makes no
predispositions or findings regarding Southern California Gas Company’s request for authority
to establish a Morongo Rights-of-Way Memorandum Account in Application 17-10-008, which
is its Test Year 2019 general rate case application.”

Second, TURN claims that the forecast for Gas Engineering’s Land Services and Right-
of-Way O&M group includes Morongo-related costs because SoCalGas used a linear forecast
method.**! SoCalGas did not forecast Morongo-related costs; however, SoCalGas acknowledges
that that there are some historical costs related to Morongo.’** Nevertheless, any historical costs
that may have been captured through the O&M forecasting methodology are de minimis, and do
not reflect the magnitude of costs that can be incurred to renew the Morongo Rights-of-Way.>*

TURN also suggests that the Company’s Gas Transmission and Major Projects groups
includes a capital forecast for pipeline relocations that include pre-construction expenses for
Morongo Rights-of-Way renewal activities.>** Similar to the historical O&M costs identified
above, SoCalGas identified historical costs and an expense in the amount of $353,286 that may
relate to Morongo.>* Like the O&M costs, the amounts captured in the forecasting methodology
and the expense of approximately $350,000 do not reflect the amounts SoCalGas expected to
need for resolution of the Morongo ROW going forward, and a forecast based on these costs

alone will significantly understate anticipated needs.’*®

538 Tr. V12:914:16-22 (Haines).

33 Ex. 503, TURN/Finkelstein at 14.

340 Ex. 503, TURN/Finkelstein at 15-16.

41 Ex. 503, TURN/Finkelstein at 16-17.

42 Ex. 63, SCG/Haines at 9-10.

33 Id.; see also, Ex. 60, SCG/Haines at 18:16-22 & 27-30.
4 Ex. 503, TURN/Finkelstein at 18-20.

%5 Ex. 63, SCG/Haines at 10.
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TURN further argues that SoCalGas can record the pre-construction costs through: (a)
the “preliminary survey and investigations” balance sheet item included in the working cash
calculation (citing SCG-38-2R (Chan)); and through the (b) Construction Work In Progress
(CWIP) — i.e., that the amounts recorded in CWIP, if reasonable, are added to rate base.>*’
SoCalGas disagrees because the costs were too speculative at the time the forecast was prepared
and continued to be uncertain and could not reasonably have been forecasted to be included in
this GRC for recovery through working cash and rate base.*® Past and current negotiation
efforts demonstrate that the potential cost of renewal of the rights-of-way was uncertain.’*’ For
this reason, SoCalGas’ proposal for the balancing and memorandum accounts to record costs
associated with spending as of January 1, 2019 is appropriate and reasonable.

Third, TURN argues that there is no precedent for SoCalGas’ request. SoCalGas
disagrees because the Commission has approved other regulatory accounts, including two-way
balancing accounts such as the NERBA, where the expectation and nature of costs is reasonable
but the full range and level of costs are unforeseeable or uncertain.>>°

Based on the foregoing, SoCalGas requests that the Commission reject TURN’s
recommendation and authorize the MROWMA and MROWBA.

13.1.4 Uncontested Items — Non-Shared Services O&M

SoCalGas sought $8.6 million for the Gas Engineering cost category.>>! This category
includes the cost categories for (i) Engineering Analysis Center & Measurement, Regulation, and
Control, and (ii) Civil, Structural, and Hazard Mitigation Engineering.>>> Only ORA submitted
testimony in response to SoCalGas’ non-shared services costs for Gas Engineering and ORA did
not oppose SoCalGas’ forecasted amount of $8.6 million for TY 2019.> Therefore, SoCalGas
requests that the Commission adopt SoCalGas’ Gas Engineering O&M forecast in the amount of

$8.6 million as reasonable.

347 Ex. 503, TURN/Finkelstein at 20-21.

348 Ex. 63, SCG/Haines at 10-11.

34 Ex. 60, SCG/Haines at 18; Ex. 63 at 2-3.

350 Ex. 63, SCG/Haines at 11; Tr V12:912:14-22 (Haines).
331 Ex. 60, SCG/Haines at 12-13.
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333 Ex. 408, ORA/Lasko at 14.

103



13.1.5 Shared - O&M

SoCalGas and SDG&E take a shared-service approach to many natural gas pipeline

operator responsibilities, especially in Gas Engineering.>* The shared-service approach benefits

both Companies and their ratepayers by enabling the Companies to pool their collective

knowledge, experience, engineering expertise and intellectual property.>>> The table below

provides a summary of Gas Engineering’s Shared Services O&M request and reflects a

concession made with ORA.>%°

Southern California Gas Company
Shared O&M Summary of Costs

GAS ENGINEERING (In 2016 $)
Incurred Costs (100% Level)
2016 Adjusted- TY 2019 Change
Categories of Management Recorded Estimated (000sg)
(000s) (000s)

A. DIRECTOR OF GAS ENGINEERING 387 808 421
B. MEASUREMENT, REGULATION &

CONTROL 4,930 6,648 1,718
C. ENGINEERING DESIGN 2,128 4,376 2,248
D. ENGINEERING ANALYSIS CENTER 1,501 2,058 557
E. GAS OPERATIONS RESEARCH &

MATERIALS ol 438 -3
Total Shared Services (Incurred) 9,437 14,328 4,891

ORA was the only party to submit testimony addressing Gas Engineering’s individual

Shared Services O&M request. SoCalGas responds to ORA’s recommendation, below.

13.1.5.1

Engineering Network Design (HPDEND)

Engineering Design: High Pressure and Distribution

Within the Engineering Design cost category, there is a workpaper category called
HPDEND (Workpaper 2200-2377).%>" SoCalGas requested $1.290 million for HPDEND
O&M.>*® ORA recommended a forecast of $1.142 million, which is $148,000 less than

33 Ex. 60, SCG/Haines at 6.
555 [d

5% This figure represents SoCalGas’ concession to ORA to remove $75,000 from its previous request of

$2,133,000. See Ex. 63 SCG/Haines at 13.
357 Ex. 60, SCG/Haines at 33-34.
3% Ex. 60, SCG/Haines at 22-23 & 33-34; Ex. 61, SCG/Haines at 87.
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SoCalGas’ forecast.® In making this recommendation, ORA did not oppose SoCalGas’
incremental adjustment of $640,000 in 2019 for the Gas Engineering’s High Pressure and
Distribution Engineering Network Design (HPDEND) but ORA disagreed with the Test Year
O&M forecast for the Gas Engineering’s design group responsible for design and policy related
to high pressure distribution engineering and network design (HPDEND).>®® ORA
recommended using actual adjusted-recorded 2017 expenses of $502,000 as the base forecast for
2019.%¢!

SoCalGas opposes ORA’s recommendation because it did not reflect the increased
trending cost associated with the HPDEND.*%? A key cost driver for HPDEND is support for an
increasing number of Renewable Gas (RG) projects that require an assessment of system
capability to receive RG sources.”®® Examples of the increasing number of RG projects include
biogas from landfills, wastewater treatment facilities and dairy farm operations (SB 1383).°%* As
the RG projects increase, the need HPDEND support for those projects will necessarily
increase.’® Therefore, SoCalGas requests that the Commission reject ORA’s recommendation
and adopt SoCalGas’ TY 2019 request.

13.1.5.2 Engineering Analysis Center (EAC)

ORA recommended an adjustment of $75,000 for the EAC.’%® SoCalGas agreed with
ORA'’s recommended adjustment and has incorporated that adjustment in the Gas Engineering
section of the brief.*®’

13.1.5.3 Uncontested Items

ORA did not contest the following cost categories in SoCalGas’ Gas Engineering

request.>®

% Ex. 408, ORA/Lasko at 23.

560 [d
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392 Ex. 63, SCG/Haines at 12.
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% Id.; see, also, Ex. 60, SCG/Haines at 33-34.

395 Ex. 63, SCG/Haines at 12.

3% Ex. 408, ORA/Lasko at 23.

367 Ex. 63, SCG/Haines at 13 and Appendix B, Data Request ORA-SCG-154-YNL attached to Ex. 63.
%8 Ex. 408, ORA/Lasko at 14, 21-22
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GAS ENGINEERING — UNCONTESTED COST CATEGORIES 2019
(In 2016 $) (000s)
DIRECTOR OF GAS ENGINEERING 808
MEASUREMENT, REGULATION & CONTROL 6,648
ENGINEERING DESIGN — ENGINEERING DESIGN MANAGER,

DESIGN DRAFTING AND PROCESS DESIGN, PIPELINE 3086
ENGINEERING, MECHANICAL DESIGN, ELECTRICAL ’
ENGINEERING

GAS OPERATIONS RESEARCH & MATERIALS 438

13.1.6 Gas Engineering - Capital

SoCalGas requests approval of a 2017-2019 capital forecast in the amount of $38.778

million.>® The forecast is composed of a 2017 forecast of $11.316 million, 2018 forecast of

$13.361 million and 2019 forecast of $14.101million for Gas Engineering Capital projects.

570

The table below summarizes SoCalGas’ capital request for each of the capital cost categories.

GAS ENGINEERING — CAPITAL (In 2016 $)*"!

Categories of Management Estimated 2017 | Estimated 2018 | Estimated 2019
(000s) (000s) (000s)

Land and Rights of Way & Gas

Transmission (GT) Buildings and 3,892 5,468 5,468

Improvements>’2

Cap%tal TO(S)% & Laboratory 2,515 2,045 2,045

Equipment

Supervision & Engineering Pool 4,909 5,648 6,388

Total 11,316 13,361 14,101

369 SoCalGas conceded to revised capital forecasts in the Land and Rights of Way Budget category and to
the Capital Tools & Laboratory Equipment Budget category as described in Ex. 63 SCG/Haines at 13-15.

370 Ex. 63 SCG/Haines at 13-14.

571

Id. at 13-15. Modifications to the values are reflected in the narrative of Ms. Haines revised rebuttal

testimony, although the summary table was inadvertently not updated. The first value is found on page
13 line 19 in the Land and ROW for 2017 ($3.892). The second value for 2017 is the Capital Tools and
Lab Equipment found on page 14 at line 13 ($2.515). The third value for 2017 is the Supervision and
Engineering Overheads ($4.909) and is from the original forecast in Ex. 60 SCG/Haines at 37 but is also
referenced in Ex. 63 SCG/Haines at 15 lines 3-5. The total of these three values for 2017 capital forecast

is $11.316 MM.

372 Ex. 63 SCG/Haines at 14. In Ms Haines’ revised rebuttal, Ex. 63, SoCalGas stipulates to a reduction
in capital forecast for the 2018 and 2019 Land and Right of Way budget category as contingent upon the
Commission authorizing the MROWMA and MROWBA. Should the Commission authorize these
accounts, the forecast for Land and Right of Way budget category for 2018 and 2019 will be reduced to

$4,591 for each year.
573 Ex. 63 SCG/Haines at 14.
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13.1.6.1 Land and Rights of Way (Budget Code 617) & Gas
Transmission Buildings and Improvements (Budget Code
633)

SoCalGas requested a 2017 forecast in the amount of $5.468 million; a 2018 forecast in
the amount of $5.468 million; and a 2019 forecast in the amount of $5.468 million.>”* ORA
recommended a forecast of $3.892 million, $4.680 million, and $4.680 million for Land and
Rights of Way for years 2017, 2018, and 2019, respectively, which is $1.576 million, $788,000,
and $788,000 less than SoCalGas; forecast for years 2017, 2018, and 2019, respectively.’”
ORA did not oppose SoCalGas’ 2017 adjusted-recorded capital expenditures for Land and Right
of Way.”’¢

SoCalGas agreed to ORA’s recommended forecast and forecast method used for the last
two years (2016 and 2017) to forecast years 2018 and 2019.%”7 Since some Morongo-related
expenses are included in year 2016, SoCalGas agreed that its forecast for capital budget
workpapers 0617 should be adjusted to exclude these costs if the Morongo Memorandum
Account and the Morongo Balancing Account are authorized and created to capture future
8

expenses for the Morongo ROW resolution.’’

13.1.6.2 Capital Tools and Lab Equipment (Budget Codes 736, 730
& 714)

SoCalGas forecasted capital expenditures of $2.245 million for 2017; 2018 and 2019°7.
ORA recommended $2.515 million, $2.245 million, and $2.245 million for Capital Tools and
Lab Equipment for years 2017, 2018, and 2019, respectively, which is $270,000 more than
SoCalGas’ 2017 forecast.’®® SoCalGas agrees with ORA’s recommendation because it
anticipates and addresses SoCalGas tools and lab equipment need and cost drivers.’8!
13.1.6.3 Supervision and Engineering Overheads (Budget Code 908)
For Supervision & Engineering Overheads capital, SoCalGas requested a 2017 forecast

of $4.909 million; a 2018 forecast of $5.648 million; and a 2019 forecast of $6.388 million for a

374 Ex. 60, SCG/Haines at 38.

375 Ex. 408, ORA/Lasko at 27-28.
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377 Ex. 63, SCG/Haines at 13-14.
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37 Ex. 60, SCG/Haines at 37.

380 Ex. 408, ORA/Lasko at 29.

81 Ex. 60, SCG/Haines at 39-40; Ex. 63, SCG/Haines at 14.
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total forecast of $16.945 million.®* ORA recommended a downward adjustment in the amount
of $4.504 million, $4.884 million, and $5.295 million for 2017, 2018, and 2019, respectively,
which is $405,000, $764,000, and $1,093,000 less than SoCalGas’ request for 2017, 2018, and
2019, respectively.’®® ORA disagreed with SoCalGas’ five-year linear method for capital
forecast for Supervision and Engineering overheads.’®* In its place, ORA proposed a year-on-
year (YOY) growth of 8.43% between 2017-2019, which is the average of growth in 2016 and
20175

SoCalGas opposed ORA’s recommendation and approach because ORA only used two
years of historical data to average a growth rate and did not consider the variability with a
historical increasing trend from year 2012 to 2017.°% Also, ORA’s recommendation did not take
into account the fact that Supervision and Engineering overheads to continue to increase as they
are impacted by the capital projects in other areas such as Major Projects, Storage, and Gas
Transmission.”®” Therefore, SoCalGas’ five-year linear trend and forecast more accurately and
appropriately represents the Supervision and Engineering Overheads capital forecast. ORA’s use
of a YOY growth rate of 8.43 % should be rejected.

13.1.6.4 Uncontested Items

GAS ENGINEERING — CAPITAL (In 2016 $)

Categories of Management Estimated 2017 | Estimated 2018 | Estimated 2019
(000s) (000s) (000s)

Capital Tools & Laboratory Equipment 2,515 2,245 2,245

Based on the foregoing arguments and subject to SoCalGas’ agreement with certain

ORA’s recommendations, SoCalGas requests the Commission adopt the total capital forecast of

$38.778 million for Gas Engineering’s Capital projects.>*8

382 Ex. 60, SCG/Haines at 37.

383 Ex. 408, ORA/Lasko at 29-31
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386 Ex. 63, SCG/Haines at 15.

87 1d., see, e.g., Ex. 30, SCG/Bermel & Musich, Ex. 50, SCG/Bermel, Ex. 273, SCG/Navin.

58 Ex. 63 SCG/Haines at 13-15. Modifications to the values are reflected in the narrative of Ms. Haines
revised rebuttal testimony, although the summary table was inadvertently not updated. The first value is
found on page 13 line 19 in the Land and ROW for 2017 ($3.892). The second value for 2017 is the
Capital Tools and Lab Equipment found on page 14 at line 13 ($2.515). The third value for 2017 is the
Supervision and Engineering Overheads ($4.909) and is from the original forecast in Ex. 60 SCG/Haines
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13.2 SDG&E
13.2.1 RAMP

Gas Engineering’s operations at SDG&E are coordinated through Gas Engineering at
SoCalGas, where risk mitigation strategies are formed. Please refer to the relevant sections of
this Opening Brief for a discussion on the specific risk mitigations proposed in this GRC, such as
those addressing Records Management (RAMP Chapter SCG-8), Climate Change Related to
Catastrophic Damage Involving High-Pressure Pipeline Failure (RAMP Chapter SCG-4).

13.2.2 SDG&E - Capital (Uncontested Items)

ORA was the only party that submitted testimony in response to SDG&E’s Gas
Engineering testimony.’® ORA made certain recommendations concerning SDG&E’s capital
request for (1) Land Rights; (2) Auxiliary Equipment; (3) Capital Tools; and (4) Supervision and
Engineering Overheads.>*°

SDG&E accepts ORA’s recommendation that the Commission adopt SDG&E’s 2017
adjusted-recorded capital expenditure amount of $889,000 for Land Rights, Auxiliary
Equipment, and Capital Tools as well as ORA’s recommendation to provide zero funding in

2017 for Supervision and Engineering Overheads as stipulated in Exhibit 66.°°! The following

table provides a summary of the adjustments based on ORA’s recommendation.

TOTAL CAPITAL - (In 2016 $000s)

2017 2018 2019 Total Variance
SDG&E $268 $268 $268 $804
ORA $889 $268 $268 $1,425 $621

Based on the foregoing, SDG&E requests that the Commission adopt the total Capital
forecast in the amount of $1.425 million.
14.  Underground Storage

SoCalGas’ Underground Storage testimony and workpapers, supported by witness Neil
Navin, describes and justifies SoCalGas’ forecasted activities from 2017-2019 including

activities that support SoCalGas’ operation of its four underground storage fields;**? that promote

at 37 but is also referenced in Ex. 63 SCG/Haines at 15 lines 3-5. The total of these three values for 2017
capital forecast is $11.316 MM.

3% See generally, Ex. 408, ORA/Lasko.

3% Ex. 408, ORA/Lasko at 32-35.

91 Ex. 66, SDG&E/Haines at 2-3.

92 The storage fields are: Aliso Canyon, La Goleta, Honor Rancho, and Playa del Rey.
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the safety, integrity, design, operations, maintenance, and gas injection/withdrawal activities,
along with environmental and regulatory compliance functions, within the four storage fields;
and that relate to the capital investments necessary to provide storage services for SoCalGas
customers.>®® The critical goals for storage are safety, integrity, gas availability, and reliability,
which are achieved in compliance with governmental regulations.>**

14.1 Underground Storage — Non-Shared Operations and Maintenance

SoCalGas operates four underground storage fields — Aliso Canyon, Honor Rancho, La
Goleta, and Playa del Rey — as an essential part of its integrated transmission pipeline and
distribution system. This interconnected system consists of high-pressure pipelines, compressor
stations, and underground storage fields, designed to receive natural gas from interstate pipelines
and local production sources. The integrated system enables deliveries of natural gas to
customers or into storage field reservoirs, depending on system demands. SoCalGas uses its
storage assets to efficiently meet gas balancing requirements. To satisfy these needs, the
individual storage facilities act as “gas suppliers” or “consumers,” depending upon the
withdrawal or injection requirements as managed by Gas Control.>>> Fluctuating demands may
require storage operations to perform gas injection or withdrawal functions at any hour of the
day, 365 days per year.’”S Storage fields are continually staffed with operating crews and on-call
personnel to support these critical 24/7 operations.>®’

SoCalGas forecasts TY 2019 underground storage costs of $59.640 million.*® ORA and OSA
were the only parties to submit testimony relating to Underground Storage. The following table

provides a summary and description of the TY2019 forecast, and ORA and OSA’s position.

NON-SHARED O&M - Constant 2016 ($000)
Base Year Test Year Change
2016 2019
SOCALGAS $43,853 $59,640 $13,787
ORA $43,853 $59,640 $13,787
No No No
OSA recommendation recommendation recommendation

593
594
595
596
597
598

Exs. 273-276 SCG/Navin.
Exs. 273-276 SCG/Navin.
Ex. 273 SCG/Navin at 18.

Id. at 18-19.
Id. at 19.
Id. at 18.
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Even though ORA did not suggest any adjustments to SoCalGas’ non-shared O&M
forecast, ORA proposed the establishment of a one-way balancing account for the Routine
Aboveground (AGS) and Underground Storage (UGS) cost category of $38.699 million for TY
2019.5 As discussed in Mr. Navin’s Rebuttal Testimony, ORA’s request to establish a one-way
balancing account is not necessary or reasonable.®*

SoCalGas disagrees that a one-way balancing account is needed, because the components
of incremental activities forecasted in AGS and UGS O&M were developed to address new
regulations and legislation that had firm effective dates or were already in effect, are forecast in a
measurable way, are not anticipated to result in a wide range of variability or change, are
reasonable, and should not be subjected to a balancing account treatment.’®! Additionally, AGS
and UGS Routine O&M activities and its associated costs are incorporated into the
Commission’s new RAMP process,®? and as a part of the Commission’s new risk-informed
GRC framework, will be subjected to two annual reports, the Risk Mitigation Accountability
Report and the Risk Spending Accountability Report, which provides for an additional layer of
ratepayer protection.

14.1.1 OSA

OSA does not recommend any adjustment to Underground Storage’s costs for TY 2019
as presented in this GRC.®® However, OSA asserts in its testimony that Underground Gas
Storage would benefit from a Safety Management System approach,’* and states that “[t]he
Utilities should develop a safety management system (SMS) framework to address [] gas storage
assets/operations, and present its proposal in the next GRC. The framework/s should leverage
the API 1173 framework’s emphasis on safety culture.”%%

SoCalGas agrees with OSA that Underground Gas Storage would benefit from an SMS

approach, and is committed to a voluntary implementation of API RP 1173. SoCalGas also

agrees with OSA that “[t]he Utilities must develop a long-term multi-year plan based on what

3% Ex. 409 ORA/Lee at 7-8.

600 Ex. 276 SCG/Navin at 4-10.

01 1d. at 5.

602 Ex. 274 SCG/Navin at 18-22.

603 Ex. 442 OSA/Contreras at 2-20 to 2-25.
604 14 at 2-20.

605 1d. at 2-4, 2-25.
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will be prioritized and how to get there,”®%

and SoCalGas highlights several new and emerging
regulations Underground Storage is prioritizing which shares elements of API RP 1173 in Mr.
Navin’s Rebuttal Testimony.*"?

14.1.2 Uncontested Items

ORA does not recommend any adjustment to SoCalGas’ Underground Storage Non-
Shared O&M TY 2019 forecast for Storage Risk Management (Non-Refundable) expenses of
$2.031 million for TY 2019.5%8

14.2  Storage Integrity Management Program — O&M

ORA did not recommend any adjustment to SoCalGas’ forecasted TY 2019 expenses of
$18.910 million for Refundable Storage Integrity Management Program (RSIMP).%® However,
ORA recommended the Commission modify the Storage Integrity Management Program
Balancing Account (SIMPBA) from a two-way balancing account to a one-way balancing
account “to better protect the ratepayers.”®!® As discussed in Mr. Navin’s Rebuttal Testimony,
SoCalGas agrees with ORA’s recommendation to keep the TY 2019 forecast of $18.910 million
for the SIMP O&M and requests that the Commission adopt this forecast.®!! However, regarding
the balancing account treatment, SoCalGas disagrees with ORA’s proposal and rationale for a
one-way balancing account.

First, SIMP work is variable, not discrete, and regulations relating to SIMP work are
dynamic and changing in this context. Two-way balancing account treatment of SIMP would
allow for excess funds to be returned to ratepayers and would also allow for cost recovery if
activities should exceed forecast due to the unpredictability of inspections and remediation
subject to certain reasonableness reviews.

Second, proposed regulations impose new requirements for SIMP related work such as
additional well inspection logging and data analysis, improved data management systems, and
broader requirements for training and emergency response plan measures which includes costs or

requirements that are variable.%!?

606 14 at 3-4.

607 Ex. 276 SCG/Navin at 15-16.
608 Ex. 409 ORA/Lee at 9.

609 1d at 11.

610 4

6l Ex. 276 SCG/Navin at 10-15.
612 Ex. 273 SCG/Navin at 25-26.
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Third, ratepayers are equally protected, under a two-way balancing account as under a
one-way balancing account while two-way balancing still allows SoCalGas to recover
reasonably incurred costs to maintain safety and system integrity and provides SoCalGas the
flexibility to address unforeseen integrity work and to present costs incurred to perform that
work for the Commission to review for reasonableness, which promotes the shared goal of safe
system operation.®!?

Notably, in D.16-06-054, the Commission approved a two-way balancing account for
SIMP and found the two-way balancing account reasonable, stating “the costs of inspecting and
remediating potential problems at the underground storage facilities may vary. In order to
remediate potential problems at other wells, more monies than what the parties agreed to may be
necessary. Accordingly, the provision in the Attachment 5 settlement agreement to institute a
two-way balancing account procedure for the SIMP expenditures is reasonable.”!*

Additionally, the SIMP is designed similarly to the already existing TIMP and DIMP and
should be treated similarly. From a system-wide perspective, the safety objectives, project
uncertainties, and unpredictable nature of inspection and repair work for SIMP are similar to
DIMP and TIMP. ORA does not dispute continuing the two-way balancing account treatment
for TIMP and DIMP and should similarly accept two-way balancing account for SIMP.

14.3 Underground Gas Storage — Shared Operations and Maintenance

SoCalGas forecasts $434,000 in TY 2019 for this cost category which represents the
Senior Vice President’s activities. These activities extend beyond Underground Storage since
the Senior Vice President is also responsible for the Transmission, Capacity Planning, Gas
Control & System Planning and Emergency Services. These expenses include technical and
financial support, as well as policy issuance to successfully staff the operation and further the
goals of the company.®’> ORA does not oppose SoCalGas’ forecast. SoCalGas requests that the
Commission adopt SoCalGas’ forecast as reasonable. The following table provides a summary

of SoCalGas and ORA’s position.

613 Ex. 276 SCG/Navin at 13-14.
614 D.16-06-054 at Ordering Paragraph (OP) 8.
615 Ex. 273 SCG/Navin at 29-30.

113



SHARED O&M - Constant 2016 ($000)

Base Year Test Year Change
2016 2019
SOCALGAS $454 $434 (520)
ORA $454 $434 (320)

14.4 Underground Gas Storage — Capital

SoCalGas proposed a capital forecast in the amount of $208.535 million in 2017,

$180.646 million in 2018 and $172.606 million in 2019.5'® ORA was the only party that
submitted testimony in response to SoCalGas Underground Storage capital request and in its
report, ORA recommended adoption of SoCalGas’ 2017 adjusted-recorded capital expenditures
and did not recommend any adjustment to 2018 and 2019 forecasted expenditures for each of the
Storage Capital Areas: Compressors, Wells, Pipelines, Purification, Auxiliary Equipment, SIMP,
and Compressors - ACTR. The following table provides a summary of SoCalGas and ORA’s

positions.
TOTAL CAPITAL - Constant 2016 ($000)
2017 2018 2019 Total Variance
SOCALGAS $208,535 $180,646 $172,606 $561,787
ORA $180,249 $180,646 $172,606 $533,501 | ($28,286)

SoCalGas agrees that its 2018 and 2019 forecast should be adopted. However, as stated
in Mr. Navin’s Rebuttal Testimony, SoCalGas disagrees with ORA’s recommendation to adopt
2017 recorded capital expenditures because (1) ORA fails to provide a basis as to why 2017
recorded costs are more appropriate; (2) ORA fails to consider that the total amount of project
work has not changed and that the delays in 2017 will not change the overall funding needed to
complete the work; and (3) ORA did not contest SoCalGas’ capital forecast methodology for
2018 and 2019.

ORA'’s recommendation to adopt 2017 recorded capital expenditures rather than 2017
forecast, casts a narrow year-to-year cost view of activities that were forecast over the span of
three years, and ignores the broader spectrum of various projects’ total costs and activities that

were reasonably forecasted. SoCalGas developed project level cost forecast details for 2017-

616 Id. at 1.
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2019 in workpapers,®'7 and provided additional detail via responses to ORA discovery, and those
details were not disputed.

ORA disregards the multi-year forecast cost drivers detailed in Mr. Navin’s direct
testimony and workpapers.’!® Because the overall three-year forecast (2017, 2018, 2019) was
established with each year being dependent on and building off the others, the 2017 forecast
should not be adjusted. A variety of operational impacts such as delays, re-prioritization and
project constraints has created a variance between 2017 forecast and recorded costs, however,
SoCalGas expects this work to be completed in 2019 and believes the overall total cost forecast
of these capital projects remain reasonable and should be adopted in its entirety.

14.4.1 Storage Wells Recovery Mechanism Subcategory- Capital

ORA does not recommend adjustment to SoCalGas’ cost forecast for 2018 and 2019, but
recommends a one-way balancing account for SoCalGas’ capital expenses subcategory “Storage
Wells” during this GRC period. ORA does not provide any rationale for this recommendation
beyond stating “[f]lrom 2017 to 2018, SCG only planned to replace four wells total, or an average
of 2 wells a year. SCG’s plan to replace seven storage wells in 2019 is over four times its current
pace,”®!” implying that SoCalGas’ forecast is overstated.

SoCalGas disagrees with ORA’s recommendation because ORA’s observation of the well
replacement activity increase in 2019 fails to acknowledge the relative inverse correlation of this
forecast with other well activities such as well plug and abandonments, tubing upsizing, and well
workovers as presented in Mr. Navin’s direct testimony and rebuttal. %>

SoCalGas’ storage wells forecast considers a comprehensive outlook of the activities
required to correspond to well integrity assessment activities, well performance history, coupled
with system reliability and deliverability needs. SoCalGas’ wells forecast also considers the
potential of phasing in higher-deliverability replacement wells and eliminating higher cost wells
over time to reduce long term operating costs (reducing need for mitigation such as gravel packs)

and a redesign of wells for tubing flow only to create a dual barrier of safety. Well capital

projects have been reasonably forecasted to account for various operational drivers and

6

7 Ex. 275 SCG/Navin.

8 Ex. 273 SCG/Navin at 30-57; Ex.275 SCG/Navin.
° Ex. 409 ORA/Lee at 18.

620 Ex. 273 SCG/Navin at 35-42; Ex. 276 SCG/Navin.

N
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interdependencies of activity and should not be subjected to a one-way balancing account
treatment.

Furthermore, storage wells capital activities and associated costs are incorporated into
Exhibit SCG-10-R in accordance with the Commission’s new RAMP process. As a part of the
Commission’s new risk-informed GRC framework,*?! GRC cost requests for risk mitigation
activities will be subjected to two annual reports, the Risk Mitigation Accountability Report and
the Risk Spending Accountability Report, which provides for an additional level of ratepayer
protection. 6?2

14.4.2 SIMP - Capital

ORA does not oppose SoCalGas’ SIMP capital forecast in the amount of $71.370 million
in 2018, and $53.382 million in 2019 but recommends adoption of adjusted-recorded costs for
2017 (which is addressed in Section 14.4, above). ORA also recommends that the Commission
modify SIMPBA for capital expenditures from a two-way balancing to a one-way balancing to
“better protect ratepayers.”*?

SoCalGas disagrees with ORA’s recommendation and recommends that SIMP related
costs continue to be recovered through a two-way balancing account due to the unpredictable and
potentially variable nature of inspection and remediation costs.®** SIMP capital work is variable,
not discrete, and regulations are dynamic and changing for: proactive plugging and abandonment
of wells, inspection/return to operation, data management, pilot emerging monitoring integrity
and safety technologies, and for cathodic protection. A two-way balancing account is the most
appropriate way to address these costs, for the reasons explained above in Section 14.2 and
ordered by the Commission in D.16-06-054.

In addition, there are also external market resource uncertainties. SIMP inspection and
return to operation of gas storage wells is dependent on the availability of equipment and
personnel, which are the same types of resources used throughout the oil and gas industry. The
ability to timely secure these assets is dependent on energy demand and rig availability
nationwide, and financial outlays to secure rigs and oil/gas field services can vary greatly over

time due to domestic and foreign developments related to energy.

021 D.14-12-025.

622 Ex. 276 SCG/Navin at 21-22.
23 Ex. 409 ORA/Lee at 25.

024 Ex. 276 SCG/Navin at 22-25.
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15.  Aliso Canyon Turbine Replacement

In D.13-11-023, the Commission authorized SoCalGas to recover its total capital costs
for the Aliso Canyon Turbine Replacement Project (ACTR or Project) up to $200.9 million.®*
The Commission authorized a process for SoCalGas to seek recover of any reasonably incurred
costs that exceed the authorized amount of $200.9 million.%® Specifically,

1. The Commission directed SoCalGas to record in a memorandum account any costs

exceeding $200.9 million so that SoCalGas can track those costs for potential future

recovery in rates.®?’

2. If'the Project costs exceed $200.9 million, the Commission directed a reasonableness
review of the costs of the Project and consideration of increasing the authorized
reasonable cost of the Project in SoCalGas’ next GRC following project

completion.®?®

In compliance with D.13-11-023, SoCalGas presented direct testimony in this GRC
establishing the reasonableness of $275.5 million in capital expenditures to complete the Project;
demonstrating the present and future public convenience and necessity require construction of
the Project at the increased cost; and requesting authorization from the Commission to recover in
rates the $74.6 million in costs that exceed the previously-authorized cost of $200.9 million for
the Project.®®

The Project was placed into service on May 17, 2018, several months after this
Application was filed.®*° Although the final Project cost exceeds the amount presented in
SoCalGas’ direct testimony,®! SoCalGas did not seek an update to the revenue requirement
presented in this GRC.%?

ORA is the only party who submitted testimony concerning the Project.*> ORA does not

oppose SoCalGas’ justification of the reasonableness of the costs and does not recommend any

625 D.13-11-023 at OP 9.

626 D.13-11-023 at 33 and OP 9.

627 [d

28 Id. at 33 and OP 12.

029 Ex. 277, SCG/Buczkowski at 1; Ex. 278, SCG/Buczkowski.

630 Ex. 279, SCG/Buczkowski at 2.

631 1d.

32 Id at 2-3. SoCalGas reserves the right to seek recovery of these additional costs in a subsequent GRC.
633 See Ex. 409, ORA/Lee.
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adjustments to SoCalGas’ forecast for the Project.®** ORA recommends that after the Project is

completed and put in service, a full audit of SoCalGas expenditures be performed by the
Commission or an assigned entity to determine the reasonableness of all the charges, or even
perform another reasonableness review in the next GRC.%%

SoCalGas opposes ORA’s recommendation for a second reasonableness review, as it is
unnecessary and inefficient. SoCalGas’ position is consistent with D.13-11-023, which states,
“If actual Aliso Canyon Turbine Replacement Project (Project) costs exceed $200.9 million, a
reasonableness review of all Project costs must be conducted in Southern California Gas
Company’s (SoCalGas’s) general rate case following completion of the Project.”®*¢ Since
SoCalGas demonstrated the reasonableness of the $275.5 million in Project costs with substantial
evidence in this GRC,%7 and no party presented evidence to rebut this showing or otherwise
challenged the reasonableness of incurred costs for the Project, SoCalGas requests the
Commission determine that the Project costs presented in this GRC are reasonable, and deny
ORA’s request to either put off its determination or repeat the entire reasonableness review
process all over again in the next GRC.

Given that SoCalGas presented compelling evidence of the reasonableness of incurred
costs and no party opposes SoCalGas’ presentation of the Project costs, SoCalGas requests
authorization to recover the $74.6 million in costs that exceed the previously-authorized cost of
$200.9 million for the Project.®*® SoCalGas also requests a finding that the $74.6 million above
the authorized $200.9 million cost cap were reasonably-incurred and can be recovered in rates.®’
SoCalGas further asks for authorization to continue to maintain the existing Aliso Canyon
Memorandum Account (ACMA) to record additional capital-related costs in excess of $275.5
million, which may be presented for review in a subsequent GRC.**

16. Gas Control and System Operations/Planning (SoCalGas)

SoCalGas’ Gas Control and System Operations/Planning testimony and workpapers,

supported by witness Devin Zornizer, describe and justify SoCalGas’ forecasted activities for

634 Id. at 3 and 25.

035 Jd at 29.

036 D.13-11-023 at OP 12.

637 Exs. 277-278, SCG/Buczkowski.
038 Ex. 279, SCG/Buczkowski at 3.
639 14

640 Jg

118



2017-19.%4! Applicants forecast a level of O&M costs in the test year necessary to support

system utility operations and emergency response.

. SoCalGas requests the Commission to adopt a TY 2019 forecast of $8,958,000 for Gas
Control and System Operations/Planning O&M costs; which consists of $2,972,000 for
non-shared service activities and $5,986,000 for shared service activities.

Mr. Zornizer’s Rebuttal Testimony responded to issues raised by ORA%*? and TURN®#
regarding forecasted requests contained in Mr. Zornizer’s Direct Testimony and workpapers. %44

ORA disputes SoCalGas’ TY 2019 forecast for Emergency Services and recommends the
funding request to be lowered to $1.145 million.**> TURN contests the need for and costs
associated with the Distribution Operations Control Center (DOCC).%*® While Mr. Zornizer
sponsored the business justification for the DOCC, the costs for the DOCC are sponsored by Mr.
Michael Bermel’s Gas Major Projects testimony. SoCalGas addresses TURN’s cost
recommendation for the DOCC in Section 12, above.

The table below summarizes SoCalGas’ and ORA’s position:

Table 16.A.
TOTAL O&M - Constant 2016 ($000)
Base Year Test Year Change
2016 2019
SOCALGAS/SDG&E 6,027 8,958 2,931
ORA 6,027 7,287 1,260

In addition, Mr. Zornizer’s Rebuttal Testimony responded to issues raised by SCGC and
EDF, which were not a part of Mr. Zornizer’s GRC request, not raised in his Direct Testimony or

workpaper, and which SoCalGas maintains are outside the scope of this proceeding.®*’ Those

641" See generally Exs. 17-19 SCG/Zornizer.

642 Ex. 406 ORA/Phan at 87, 92, 94.

643 Ex. 490 TURN/Borden at 44.

644 Exs. 17-18 SCG/Zornizer.

645 Ex. 406 ORA/Phan at 87. In the errata dated August 2018, ORA deleted its recommendation to
normalize the capital costs associated with the revenue requirement recorded in the Operational Flow
Cost Memorandum Account (OFCMA) over 2018 and 2019. Ex. 406A ORA/Phan. Based on ORA’s
deletion, SoCalGas believes that ORA does not oppose SoCalGas’ ability to recover the entire amount of
recorded in the OFCMA.

646 The costs for the DOCC are sponsored in the Gas Major Projects testimony and capital workpapers of
Michael A. Bermel, Exs. 50 and 52 SCG/Bermel, and the rebuttal to TURN’s cost approach is contained
in Ex. 53 SCG/Bermel at 7-11.

%7 Ex. 19 SCG/Zornizer at 12-17, 19-20.
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issues were ruled outside the scope and are not addressed in this brief. TURN recommends the
Distribution Operations Control Center (DOCC) project be disallowed®*® and EDF’s proposal to
shift requested dollars to risk mitigation strategy.®*

16.1 Non-Shared Services O&M

16.1.1. Contested Item — Emergency Services and RAMP

SoCalGas is requesting TY 2019 forecast of $2,816,000, which is an increase of
$2,176,000 from BY 2016 adjusted- recorded costs. The incremental request is for 14 additional
positions: One Director, three Emergency Services Managers, six Emergency Services Advisors,
and four Emergency Services Responses Technologists, and non-labor costs associated with
company-wide, full-scale emergency preparedness functional activities. This need is based on
large service territory and compliance requirements of state and federal rules on emergency
response and procedures. ORA, relying on historical spending, recommends the funding request
to be lowered to $1.145 million,%° which is $1.670 million less than SoCalGas’ request. ORA’s
arguments, however, do not reflect: (1) costs that are driven by safety mitigation activities in
RAMP, (2) the need for additional first responder training and enhanced emergency response
associated with significant prolonged and recurring Southern California wildfires and related
natural disasters, and (3) SoCalGas’ requirements associated with corrective actions and
recommendations from agency audits.

16.1.1.1 The SoCalGas Emergency Services TY 2019 Request
Mitigates RAMP Safety Risks and ORA’s
Recommendation Undermines that RAMP Funding

SoCalGas’ Emergency Services department’s costs are all tied to the safety risk and risk
mitigation activities from RAMP Report Chapter SCG-2, Employee, Contractor, Customer, and
Public Safety. SoCalGas Emergency Services develop and drive emergency preparedness and
response programs for the safety of SoCalGas employees, first responders and the public. The
estimated incremental requests include costs for the following mitigations: (1) the development
and implementation of full-scale and functional emergency preparedness/response exercise

training in compliance with regulatory requirements to maintain an Incident Command System

648 Ex. 490 TURN/Borden at 44.
49 Id. at 21.
650 Ex. 406 ORA/Phan at 87-89.
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(ICS) structure; (2) enhancing SoCalGas response/recovery programs for employees and
operations; and (3) expanding SoCalGas public awareness program with first responders.
SoCalGas supported its request for the Emergency Services department,%! with the
understanding that additional layers of Commission oversight and ratepayers’ protection are in
place as the Emergency Services’ RAMP cost activities will be subject to two annual reports—
the Risk Mitigation Accountability Report and the Risk Spending Accountability Report.5>?

16.1.1.2 SoCalGas Needs Additional First Responder Training and
Enhanced Emergency Response Pursuant to GO 112-F and
Due to Extreme Weather

SoCalGas’ Emergency Services department is on call twenty-four hours a day, seven
days a week, three hundred and sixty-five days of the year. Compliance requirements of GO
112-F and extreme weather have increased emergency response needs. In 2016, SoCalGas
Emergency Services group only had one director and five employees, but in 2017, SoCalGas
restructured the department into four key groups to meet the increased demands: (1) Core
Emergency Operations Center Operations; (2) Emergency Preparedness & Response
Advancement Program; (3) Regulatory Compliance, Communications, Stakeholder Outreach,
and Training Program; and (4) Enterprise Planning, Technology Advancement & Training
Program Development Program.®

SoCalGas has the responsibility to train its employees on the company’s emergency
procedures as well as establishing liaison with first responders in accordance with Title 49 CFR
Part 192, section 192.615 and GO 112-F section 143.6. SoCalGas is required to establish and
maintain liaison with appropriate fire, police, and other public officials and to ensure that
SoCalGas employees are knowledgeable of emergency procedures and are trained.®>* Although
SoCalGas is already in compliance with existing requirements to meet and train with first
responders, the incremental positions are needed to support an enhanced first-responder outreach
program as further described below, greater communications during emergency response,
maintain adequate response plans, and implement emergency procedures and trainings and

outreach.

051 Ex. 17 SCG/Zornizer at 15-16; Ex. 18 SCG/Zornizer at 11-21.
052 Ex. 19 SCG/Zornizer at 6.

653 Ex. 19 SCG/Zornizer at 8-9.

654 49 CFR Part 192, § 192.615(c).
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Moreover, over the past several years, the prevalence of extreme weather has increased
emergency response needs—e.g., wild fires—and recent studies state that California will
experience much greater extreme weather seasons.®> SoCalGas Emergency Services department
plays a critical role in executing and managing the incident command structure during disaster
relief efforts.

16.1.1.3 SoCalGas Emergency Services Proposes These FTEs to
Implement Corrective Actions and Recommendations
Made by Governmental Agencies

SoCalGas’ increased funding request for Emergency Services is due to incremental
responsibilities associated with the recommendations by SED of CPUC and the California
Division of Occupational Safety and Health department. In 2016, SED conducted GO-112
Inspection and identified process improvements needed to SoCalGas’ first responder outreach
program and emergency exercises program.®*® SED also recommended SoCalGas enhance the
frequency it performs emergency preparedness and response exercises and regularly coordinate
with first responders and appropriate public official on these trainings.®>’ California Division of
Occupational Safety and Health department cited SoCalGas for failure to ensure that the Incident
Commander (IC) was trained to the first responders operations level, and to certify that the IC
knew how to implement the employer’s Incident System®®; in response, in late 2017, SoCalGas
launched a program requiring SoCalGas responders to take certain courses and obtain their
certification. The incremental FTEs will allow SoCalGas to monitor and administer these
trainings. Moreover, the incremental positions will support the roll-out of the new WebEOC
application (SoCalGas’ Incident Tracking and Management System) to over 2,000 employees,
which will be in place in the beginning of 2019.%%°

55 Ex. 19 SCG/Zornizer at 8, FN 28, citing Colgan, David, Study Forecasts a Severe Climate Future for
California (April 23, 2018) UCLA Newsroom, available athttp://newsroom.ucla.edu/releases/california-
extreme-climate-future-ucla-study (“[California] will experience a much greater number of extremely wet
and extremely dry weather seasons—especially wet—by the end of the century.”).

636 Lee, Dennis, SED Closure Letter for the General Order (G.O.) 112 Inspection of Southern California
Gas Company’s Emergency Management Program (Aug. 15, 2017).

657 [d

38 QOccupational Safety and Health, Inspection 1111741.015, Violation Item #4, Citation 02001. Standard
5192(Q)(6)(E), United States Department of Labor (Issued June 10, 2016), available at
https://www.osha.gov/pls/imis/establishment.inspection_detail?id=1111741.015.

63 Ex. 19 SCG/Zornizer at 10.
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16.1.2. Uncontested Item — Storage Products Manager

The Storage Products Manager group manages the sale of storage products and California
Energy Hub (CEH) services through sales campaigns, open seasons, and bi-lateral negotiations
to meet customer needs and to maximize reliability and value for SoCalGas and SDG&E and
their ratepayers. This group also procures and sells spot purchases and baseload gas supply to
support System Reliability. SoCalGas is requesting TY 2019 forecast of $156,000, which is an
increase of $10,000, and the parties do not dispute this request.

16.2 Shared Services O&M

The parties do not dispute SoCalGas’ TY 2019 forecast of $5,986,000 for (1) Energy
Markets & Capacity Products; (2) Gas Scheduling®®; (3) Gas Transmission Planning; and (4)
Gas Control and SCADA Operations. Energy Market & Capacity Products shared services
schedules gas transportation and storage services on the SDG&E and SoCalGas transportation
and storage system; and, provides capacity services for gas marketers that serve both SoCalGas
and SDG&E customers, large nonresidential customers who choose to act as their own supplier,
and core aggregators. Energy Markets & Capacity Products also manages business relationships
with upstream pipelines that serve the SoCalGas and SDG&E systems. Gas Scheduling is a 24/7
operation that manages the day-to-day system and operations for nominations, allocations and
scheduled gas transportation for non-core customers and implements the Operational Flow Order
(OFO) rules. Gas Transmission Planning assesses the transmission system’s ability to meet
standards, obligations, demand, and accesses new sources of gas supply. It also works closely
with departments tasked with maintaining the safety and integrity of the gas transmission system
and assesses the impact on operation and customer service resulting from these maintenance
activities. The Gas Control units are responsible for 24/7 staffing for control room monitoring
and the remote control of pipeline and compression facilities on the transmission system. The
Supervisory Control and Data Acquisition (SCADA) Operations department manages the
planning, operation, and maintenance of the SCADA system.

16.2.1 Operational Flow Cost Memorandum Account (OFCMA)

SoCalGas’ $1.696 million in capital expenditures currently recorded in the OFCMA in

connection with the OFO/EFO implementation have been reasonably incurred. These costs

660" Although parties do not dispute the forecast amount, they raise issues with certain automated
functions within the ENVOY® system. This is covered more in detail below.
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directly supported the achievement of SoCalGas’ objective of replacing circa-1998 winter

balancing rules, which in turn has enhanced operational stability.

Table 16.B.
OFO/EFO Cost Summary
Internal Labor $ 560,251
Consultants $ 944,575
Other Direct Costs $ 1,756
Indirect Costs $ 135,791
AFUDC $ 53,512

Grand Total $ 1,695,885

SoCalGas and SDG&E requested authorization to replace their winter balancing rules
with OFO and EFO procedures; SoCalGas and SDG&E proposed to have a low OFO be
triggered when they forecasted exhaustion of the 340 million cubic feet per day of storage
withdrawal allocated to balancing.%®! They also proposed that they be authorized to invoke
EFOs when they forecast or actually experience a supply and/or capacity shortage that threatens
deliveries to end-use customers.®®> The Commission authorized the proposed changes but

ordered a memorandum account to track the costs.®3

Major system enhancements were required
in the ENVOY® and Specialized Contract Billing System (SCBS) applications to execute the
OFO/EFO Implementation. The enhancements included (1) creation of new screens to view,
process, and archive the Low OFO Calculations; (2) modifications to the Gas Scheduling
processes to replace the Winter balancing rules with the new Low OFO rules; (3) creation of new
alerts and notices specific to the Low OFO; and (4) Updates to the ENVOY® and SCBS
interface to accommodate the transfer of Low OFO declaration, stage, and tolerance to the billing
system.%®* To execute these enhancements, SoCalGas’ Information Technology department (IT)

formed and utilized a team structure led by management personnel who are experienced and

knowledgeable in the IT enhancements.

661 See D.15-06-004 at 3.
662 Id.

663 Id. at 40-44.

664 Id
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16.3 Support for Other Witnesses

SoCalGas’ Gas Control and System Operations/Planning testimony and workpapers,
supported by witness Devin Zornizer, also provide policy support for the following witness
areas: (1) Mr. Michael Bermel — Gas Major Projects; (2) Mr. Christopher Olmsted — Information
Technology; and (3) Ms. Carmen Herrera — Fleet Services and Facility Operations.

16.3.1 Contested Items — DOCC and EDF’s Miscellaneous Proposals

SoCalGas and SDG&E intend to establish Distribution Operations Control Center
(DOCC)® that is similar and integrated into the existing Gas Control Center, which monitors
and controls pipeline and compression facilities on the transmission system. DOCC will be the
single point of coordination to operate the gas distribution system and will enhance SoCalGas’
ability to operate, monitor, and acknowledge events, support emergency response, provide
reliable service to customers, and improve the health of the distribution system. While the
system will not be fully completed until 2022, select assets will be placed in service in 2018/9
and require maintenance and operating resources in and/or prior to TY 2019.

TURN takes issue with a centralized DOCC because it states that SoCalGas did not
“justify the large capital cost of the DOCC project” nor compared it to “other alternatives.”®*¢ In
addition, TURN recommends that SoCalGas hire a third party to investigate how PG&E’s
DOCC has reduced risk and enhanced safety.%®’

SoCalGas’ safety-first culture focuses on public, customer, and employee safety, and this
safety culture efforts include developing a trained workforce, operating and maintaining the gas
infrastructure, and providing safe and reliable gas service. The proposed DOCC meets these
objectives via a centralized control room where operator qualified trained controllers are
prepared to quickly identify and respond to abnormal operating conditions (AOC). Contrary to
TURN’s statement that distribution pipeline pressure is highly variable and therefore monitoring
of the pressure will not be useful, SoCalGas operates many distribution pipelines with pressures
well above 60 psig, which can have operating patterns similar to transmission pipelines. DOCC

is needed to monitor the pressure on these types of distribution pipelines.

85 Sponsored by Witness Michael Bermel — Gas Major Projects, Ex. 50 SCG/Bermel.
6% Ex. 490 TURN/Borden at 44.
667 Id
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DOCC’s purpose is to monitor, operate, and control with an emphasis on proactive
operation and control. Moreover, the benefit of DOCC is to enhance the identification of and
reaction to outages and blowing gas events, and the potential to reduce the timing associated with
these events. Operator qualified controllers operating in a 24-hour control room enhance safety
as the DOCC would provide more robust real-time monitoring and response via call-outs to
operations personnel. Further, having flow meters and pressure monitoring in the control room
are intended for detecting anomalies and abnormal operating conditions on the system.

SoCalGas opposes TURN’s recommendation to hire a third party to investigate how
PG&E’s DOCC reduced risk and enhanced safety; SoCalGas has already conducted a study that
establishes a plan for the development and implementation of a Gas Distribution Control Center.

16.3.1.1 EDF’s Proposal of “Workable Plan” Around Gas Electric
Coordination

EDF recommends that SoCalGas create a “workable plan” to address both the operational
and market risks associated with gas and electric coordination.®® Such a proposal is unnecessary
as SoCalGas’ RAMP is predicated on a risk framework that incorporate risk, value transparency,
and place safety of the public, employees, and contractors as a top priority. Moreover,
operational risk is mitigated by operating the transmission system in a real-time control room
environment. Further, SoCalGas and SDG&E work with grid operators, primarily CAISO and
LADWP, on a regular basis at the operational level to keep each apprised of expected usage, and
scheduled and emergency outages that impact the reliability of the respective gas and electric
operating system.®®® SoCalGas and SDG&E have developed Low OFO and EFO procedures and
revised its curtailment rules in part to better address the requirements of the electric grid
operators.5”°

16.1.3. Uncontested Items — WebEOC, Emergency Field Communication

Services, ENVOY® Enhancements, Emergency Command Vehicle
Centers, and Physical Relocation of Gas Control Facility

Mr. Christopher Olmsted — Information Technology (IT) Ex. 300 SCG/Olmsted

J Web Emergency Operation Center (WebEOC) needs to be replaced to support CPUC GO
112-F. Currently SoCalGas uses a system called WebEOC, which was implemented
more than eight years ago, and the system has not kept pace with current information

668 Ex. 367 EDF/Lander at 4.
069 Ex. 19 SCG/Zornizer at 12-13.
670 1d. at 13-14.
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technology advancements, preventing WebEOC from being able to be integrated with
other mission critical systems that SoCalGas uses. A new system is needed to be
compatible with current technologies and to allow the ease of access to multiple systems
through a single portal, providing real-time information and reduced workloads.
Emergency Field Communication Systems are communication trailers that support
company employees and first responders. Currently, IT has eight emergency
communication trailers that have older technology and no longer meet the needs of
emergency field operations communication and coordination. These communication
trailers will require a complete redesign and/or replacement to support the emergency
events in the field.

In D.16-06-039, the Commission approved SoCalGas’ request to seek recovery of costs
related to High OFO information system enhancements.®’! System enhancements were
implemented in ENVOY® and in the Specialized Contract Billing System (SCBS).
Costs in 2017 will relate to the completion of the enhancements and modifications.
SoCalGas was permitted to implement Low OFO and EFO procedures and establish
OFCMA to track costs associated with the implementation.®”> The execution required
system enhancements in the SCBS, including modifications to the SCBS billing logic,
and in ENVOY®, including modification of affected reports, monitoring pages, and
noticing pages.

ENVOY® Generation MA (Microservice Architecture) — SoCalGas proposes to replace

the existing ENVOY® system, which is difficult and costly to modify and adjust in a new
regulatory environment. Modularizing the architecture of ENVOY® will make it more
configurable and further enhance and optimize the mobile capabilities on multiple
platforms.

ENVOY® Next Generation — The SoCalGas ENVOY® Next Generation Project entails a
fully revamped interface and navigational menus, expanded to provide customers with
up-to-date information, additional data querying functions and reporting, additional

accessibility (neutral web browser use and mobile platforms), customizable account
functions, and stronger web security.

Ms. Carmen Herrera — Fleet Services and Facility Operations Ex. 188 SCG/Herrera

SoCalGas is requesting three (3) Emergency Command Vehicle centers that will provide
field company employees and first responders a place to have meetings as well as allow
them access to communication tools and mapping and printing capabilities. Currently,
SoCalGas does not have any Emergency Command Vehicle Center. The ability to
manage and communicate on-site is essential to supporting the company’s emergency
response in the field.

SoCalGas requests funding for planning, permitting, construction, and relocation of a
new Gas Control Center.%”> The existing building facility can no longer be renovated to

871" See D.16-06-039 at Ordering Paragraph (OP) 12.

672 See D.15-06-004 at OP 6-13.

673 ORA does not contest the justification for this project but disagrees with the estimated date for the
facility relocation. See Ex. 414 ORA/Waterworth at 24-25. The estimated date for the relocation and
facility relocation costs are discussed in the Fleet Services rebuttal testimony of Carmen Herrera. See Ex.
192 SCG/Herrera.
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meet workforce space requirements. The facility houses the Gas Control and SCADA
departments which are mission-critical and are responsible for the remote monitoring,
control, and real-time operation of SoCalGas and SDG&E’s combined gas-transmission
system, including associated pipelines, line compressor stations, and underground storage
facilities.

17. Pipeline Integrity for Transmission and Distribution

SoCalGas and SDG&E’s Pipeline Integrity for Transmission and Distribution testimonies
and workpapers, supported by witness Maria Martinez, describe and justify SoCalGas and
SDG&E’s forecasted Pipeline Integrity O&M and capital expenditures.®’* Pipeline Integrity is
responsible for managing two major, federally mandated pipeline programs to reduce the risk of
pipeline failure, the Transmission Integrity Management Program (TIMP) and the Distribution
Integrity Management Program (DIMP).®”> TIMP and DIMP are two-way balanced programs.®’®

The RAMP risks represented and supported as part of these testimonies are Catastrophic
Damage Involving High-Pressure Failure, Catastrophic Damage Involving Medium-Pressure
Pipeline Failure, and Records Management, as further detailed in Section II of Ms. Martinez’s
direct testimonies. All of the TIMP and DIMP programs and activities sponsored by Ms.
Martinez are RAMP costs, as TIMP and DIMP are performed pursuant to relatively new federal
code requirements that go above and beyond routine maintenance activities by monitoring and
remediating risk on the pipeline system with the goal of reducing overall risk. The TIMP
manages this risk reduction through the execution of assessments and remediation of
transmission pipelines with a primary focus in populated areas (High Consequence Areas
(HCAs) on a reoccurring set schedule. The DIMP manages this risk reduction by implementing
targeted activities, programs, or projects that provide an extra layer of monitoring, assessment, or
proactive remediation on distribution pipelines, such as the wholesale early vintage pipeline
replacement programs.®”’

Intervenors’ summary positions are compared to SoCalGas and SDG&E’s in the tables

below:

674 See Exs. 111-14 SCG/Martinez and Exs. 115-18A SDG&E/Martinez.

75 Ex. 111 SCG/Martinez at iii-iv, 2-4, 21-28 and Ex. 115 SDG&E/Martinez at 2-3, 9-21.
76 Ex. 111 SCG/Martinez at 14, 20 and Ex. 115 SDG&E/Martinez at 10, 16.

677 Ex. 111 SCG/Martinez at 10-11 and Ex. 115 SDG&E/Martinez at 7-11.
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Summary of SoCalGas O&M Request and Intervenor Proposals

TOTAL NON-SHARED + SHARED SERVICES O&M (TIMP and
DIMP) - Constant 2016 ($000)
Test Year Variance®’®
2019

SoCalGas 86,000
ORA 86,000 0
TURN 85,996 (4)57°
CUE 89,743 3,743
CFC 86,000 0
OSA not specified n/a
IS not specified n/a

Summary of SoCalGas Capital Request and Intervenor Proposals

TOTAL CAPITAL (TIMP and DIMP) - Constant 2016 ($5000)
2017 2018 2019 Total Variance

SoCalGas 125,184580 125,184 215,000 465,368
ORA 193,425 125,184 215,000 533,609 68,241
TURN 193,425 125,184 215,000 533,609 68,241
CUE 193,425 125,184 532,72 851,333 385,965
CFC 193,425 125,184 145,000 463,609 (1,759)
OSA not specified n/a
IS not specified n/a

Summary of SDG&E O&M Request and Intervenor Proposals

TOTAL NON-SHARED + SHARED SERVICES O&M (TIMP and DIMP) -

Constant 2016 ($000)
Test Year
2019 Variance

SDG&E 11,000

ORA 11,000 0
TURN 11,000 0
CUE 11,762 762
CFC 11,000 0
OSA not specified n/a

IS not specified n/a

678 Intervenor’s forecast — Utility’s forecast = Variance.

67 TURN recommends a minor O&M adjustment for removal clothing and gear other than uniforms for

$4,359.06 (in whole 2016 dollars). Ex. 494 TURN/Marcus at 77-78.
80 SoCalGas does not oppose ORA’s recommendation to use 2017 adjusted recorded expenditures for
2017 capital. Ex. 114 SCG/Martinez at 2, 11.
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Summary of SDG&E Capital Request and Intervenor Proposals

TOTAL CAPITAL (TIMP and DIMP) - Constant 2016 ($000)
2017 2018 2019 Total Variance

SDG&E 24,216%! 24,216 49,000 97,432
ORA 36,808 24,216 49,000 110,024 12,592
TURN 36,808 24,216 49,000 110,024 12,592
CUE 36,808 24,216 190,534 251,558 154,126
CFC 36,808 24,216 49,000 110,024 12,592

not specified n/a
OSA

not specified n/a
IS

17.1 Common Issues (SoCalGas and SDG&E)

With regard to O&M expenses, as shown in the tables above, no party recommended
reductions to SoCalGas or SDG&E’s funding level requests (TURN almost exactly matches
SoCalGas’ forecast). No party appears to have disputed SoCalGas’ forecast for shared service
costs. CUE recommends higher levels of non-shared services O&M funding for both Companies
($3.743 million above SoCalGas’ forecast and $0.762 million above SDG&E’s forecast) based
on its recommendations to accelerate the Vintage Integrity Plastic Plan (VIPP) for both
Companies, and the Bare Steel Replacement Plan (BSRP) and Distribution Riser Inspection
Program (DRIP) that are specific to SoCalGas.%®? As indicated in Ms. Martinez’s rebuttal
testimony, because SoCalGas and SDG&E’s forecasts endeavored to strike an appropriate
balance between DIMP’s pipeline safety, risk reduction effectiveness, and impact on ratepayer
costs, the Commission should adopt the Companies’ forecasts as reasonable.’®®> SoCalGas
requests approval of a TY 2019 forecast of $86 million for Pipeline Integrity O&M, which is
composed of $82.710 million for non-shared service activities and $3.290 million for shared

service activities. This forecast represents an increase of $10.342 million over 2016 adjusted-

881 SDG&E does not oppose ORA’s recommendation to use 2017 adjusted recorded expenditures for
2017 capital. Ex. 118 SDG&E/Martinez at 2, 4.

%2 Ex. 370 CUE/Marcus at 28, 36, 92; Ex. 375 CUE/Kick at 5.

3 Ex. 114 SCG/Martinez at 7; Ex. 118 SDG&E/Martinez at 4.
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recorded costs (BY 2016).%* SDG&E requests a TY 2019 forecast for non-shared O&M of
$11.0 million, an increase of $3.256 million over BY 2016.%%°

SoCalGas and SDG&E are also requesting capital expenditures for TIMP and DIMP. To
support these areas, SoCalGas originally proposed expenditures of $125.184 million in 2017,
$125.184 million in 2018, and $215 million in 2019. SDG&E originally proposed expenditures
of $24.216 million in 2017, $24.216 million in 2018, and $49 million in 2019. As with O&M
expenses, CUE again forecasts significantly higher values for capital expenses ($385.965 million
above SoCalGas’ total forecast and $154.126 million above SDG&E’s total forecast) based on its
recommendation to accelerate the VIPP, BSRP, and DRIP programs. As with O&M, SoCalGas
and SDG&E consider their capital forecasts to more appropriately consider impact on ratepayers’
costs than CUE’s higher values. All of the parties recommend adopting SoCalGas and
SDG&E’s actual 2017 recorded capital expenses ($68.241 million higher than SoCalGas’
forecast and $12.593 million higher than SDG&E’s forecast), and which SoCalGas and SDG&E
do not dispute.®®® All of the parties also recommend adopting SoCalGas and SDG&E’s
forecasted 2018 capital expenses. ORA and TURN recommend adopting SoCalGas and
SDG&E'’s forecasted 2019 capital expenses, while CFC disputes DIMP capital expense for
SoCalGas only. As CFC’s recommended $1.759 million under SoCalGas’ total forecast is the
only disputed cost in Ms. Martinez’s witness area that would result in a lower value, this is
discussed in further detail in Section 17.2.1 below.

17.2  SoCalGas Issues

17.2.1 Disputed Capital

CFC argues to reduce funding by $1.759 million for DIMP capital expenses, but this
appears to be based on fundamental misunderstandings of the proactive DIMP early vintage
pipeline replacement programs (i.e., VIPP or BSRP) sponsored in Ms. Martinez’ testimony
versus routine repair or replacement work sponsored in the Gas Distribution testimony of Gina

Orozco-Mejia. The basis for CFC’s proposal presumes the goal of the DIMP early vintage

04 Ex. 111 SCG/Martinez at 13, Table MTM-7.
%5 Ex. 115 SDG&E/Martinez at 9, Table MTM-6.
86 Ex. 114 SCG/Martinez at 2; Ex. 118 SDG&E/Martinez at 2.
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replacement programs is a targeted leak rate®’

rather than the wholesale replacement of early
vintage plastic and steel. SoCalGas’ objective is the wholesale replacement of early vintage
plastic and steel pipe within the 25- to 30-year time frame described in Ms. Martinez’s
testimony.®®® These programs proactively prioritize high-risk vintages, such as plastic pipe with
brittle-like cracking characteristics (e.g., Aldyl-A) and unprotected steel in order to reduce
integrity risks, such as the release of gas or pipeline failures. The early vintage replacement
programs (VIPP for plastic and BSRP for bare steel) are important safety and risk mitigation
activities pursuant to federally mandated programs that need an adequate level of funding, as
generally recognized by other parties such as ORA and TURN who did not take issue with
SoCalGas’ forecasts and increased the level for 2017 to account for actual expenditures.®’
Indeed, as discussed above, CUE requests to significantly accelerate the pace of such
replacement programs. ®°

Limiting DIMP capital funding would hinder the VIPP and BSRP programs from
successfully achieving the co-benefit of these programs that CFC seeks: eliminating leaks from
those classes of pipe when replaced. As these programs ramp-up in the coming years, the
programs’ risk prioritization replacement strategy explained in Ms. Martinez’s rebuttal testimony
will optimize scheduling by considering such criteria as vintage pipeline quantity, pipeline age,
installation conditions, available resources and other constraints, and performance, which
includes evaluation of completed and pending leak repairs.®! Accordingly, this strategy already
accounts for ways to be cost-effective in executing these high-risk vintage pipeline replacement
programs over the GRC cycle and makes adjustments as appropriate based on continuous
improvement and better performance information.

CFC’s basis for its proposed reduction to DIMP capital expenditures also misunderstands

SoCalGas’ request for the added advisors by Gas Distribution in Ms. Orozco-Mejia’s

testimony.®? The advisors will not have any role in “determin[ing] the optimal pace of asset

7 As explained in Ms. Martinez’ rebuttal testimony, these programs have not established, nor should be
driven by, a target leak rate for determining levels of replacement of mains and services. Ex. 114
SCG/Martinez at 12 (citing CFC-SEU-Data Request-018, Questions 1, 3-4, as attached in Appendix A).
88 Ex. 111 SCG/Martinez at 24-26.

09 See Ex. 398 ORA/Stannik at 2; Ex. 114 SCG/Martinez at 11.

60 Ex 370 CUE/Marcus at 3-4 and 4-5.

81 Ex. 114 SCG/Martinez at 12-13.

02 Ex. 07 SCG/Orozco-Mejia at 79; Ex. 484 CFC/Roberts at 11.
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replacement,”%%3

as incorrectly assumed by CFC, and so there is no basis to delay increasing
DIMP’s capital expenditures to await the advisors’ work on leak analysis and performance
metrics. As explained in Ms. Martinez’s rebuttal testimony, those advisors are focused on Gas
Distribution’s main leak inventory reduction effort, which is part of routine repair work that is an

entirely different effort than the separate DIMP wholesale replacement programs under the VIPP

or BSRP.%** CFC did not question or dispute SoCalGas’ characterizations of these
misunderstandings during hearings or in subsequent data requests.

17.3  Other Policy or Non-Cost Issues Raised by Parties
17.3.1 CUE

In regard to the DRIP, CUE raises concerns with contract inspectors’ ability to detect
abnormal conditions given they may be unfamiliar with the SoCalGas facilities.®*> Ms. Martinez
noted in rebuttal testimony that CUE’s concerns regarding its contractors are unwarranted, as
many of the contractors have worked on SoCalGas’ facilities for many years, and SoCalGas
selects contractors that are qualified on the necessary operator qualifications elements and are
required to participate in hands-on training to verify their understanding of the inspections
policies and procedures.®®

Moreover, the DRIP inspections completed as part of DIMP are in addition to the routine
maintenance inspection requirements. The routine MSA inspections are completed at least once

every 3 years which provide sufficient monitoring during the implementation of the DRIP.%%’

17.3.2 OSA

The rupture that occurred on Line 235-2, demonstrates according to OSA, “that it is
necessary to go beyond meeting the minimum standards and implement best management
practices to achieve safe and effective pipeline operation.”®® As Ms. Martinez testified in
rebuttal testimony, SoCalGas’ “TIMP is a continual assessment process that takes such lessons
learned from pipeline incidents into account. . . . [T]he purpose of TIMP is to continually

identify threats on transmission pipelines, determine the risk posed by these threats, schedule

093 Ex. 484 CFC/Roberts at 7.
4 Ex. 114 SCG/Martinez at 8.
95 Ex. 375 CUE/Kick at 3.

9 Ex. 114 SCG/Martinez at 7.
697 Id

8 Ex. 442 OSA/Au at 4-8.
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assessments to address threats, collect information about the condition of the pipeline, and take
actions to minimize applicable threats and integrity concerns to reduce the risk of a pipeline
failure.”® Accordingly, SoCalGas already indicated agreement with OSA that TIMP should be
expanded beyond HCAs, which is already reflected in Ms. Martinez’s direct testimony
demonstrating that SoCalGas has proactively over the years gone above and beyond compliance
requirements by extending TIMP into less populated areas:

Of the 2,300 miles of transmission pipeline that can be in-line inspected (ILI),
60% (1,380) of those miles are located in less populated areas while 80% of the
HCAs are able to be in-line inspected. This proactive approach to enhancing
safety above and beyond compliance requirements is accomplished through
adequate funding and a two-way balancing account. TIMP is an existing program
with proposed costs in this GRC, including the expansion into non-HCAs, that
would address the Risk Assessment Mitigation Phase (RAMP) risk of
Catastrophic Damage Involving High-Pressure Gas Pipeline Incident.”®

As the October 2017 incident on Line 235-2 occurred after SoCalGas’ GRC Application
and testimony was submitted, and the root cause analysis (RCA) was ongoing during the course
of this proceeding, SoCalGas did not include as part of this TIMP funding request any amounts
for the mitigations that will need to take place related to the incident.””! Rapid-response
mitigation actions as a result of the RCA, which was just completed in April 2018, should not be
litigated in a three- to four-year forecast application process like the GRC, which is not suited for
this purpose:

The RAMP filings feed into the utilities’ GRC filings in a three-year cycle. This
can work well for ordinary procedures and procurement and as a forward-looking
approach to mitigating risk. However, some risks may be discovered that will
require action on a much shorter time horizon. . . . The utilities must respond to
shorter-term needs through processes other than the RAMP and GRC."??

The Commission has thus signaled that short-term mitigation following ongoing
investigations of safety incidents, and even the funding for such mitigation, should not be
considered within the scope of a general rate case. On a longer time horizon, SoCalGas does
agree to look to adapt the final recommendations and improvements resulting from the RCA into

the TIMP over the next rate case cycle.”®

69 Ex. 114 SCG/Martinez at 8.

70 14, at 9.

01 Tr. V16:1286:20-28 (Martinez).

792 D.16-08-018 at 145 (emphasis in original).
793 Tr. V16:1295:7-9 (Martinez).
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17.3.3 IS

While Indicated Shippers (IS) did not specify any recommendation regarding Pipeline
Integrity’s forecasts, nor submit testimony on this witness area, IS recommended on a broad
basis to reduce the total SoCalGas revenue requirement by $125 million for TY 2019. 7* This
reduction in revenue requirement is due to proposed reduction to both PSEP capital expenditure
and other capital expenditures excluding PSEP. IS’ justification for this blanket reduction is by
alleging that SoCalGas’ capital expenditures “are not based on transparent and verifiable specific
capital programs justified by safety, and risk mitigation.””® IS recommended keeping total
SoCalGas capital expenditures for 2019 to the 2018 forecasted levels, which would decrease
capital expenditures by $287 million. 7 This $287 million reduction is separated into 3 buckets:
Non-RAMP, PSEP, and RAMP (excluding PSEP) and in the amounts of $120 million, $81
million, and $86 million respectively. TIMP and DIMP would be part of the bucket RAMP
(excluding PSEP) but were not addressed specifically in IS’ testimony other than stating
SoCalGas’ cost-of-service increase is largely RAMP-related projects, of which TIMP and DIMP
are included. Based on IS’ general criticism of SoCalGas’ RAMP-to-GRC showing, it appears
that IS’ basis for its reductions that would affect TIMP and DIMP capital is that SoCalGas “did
not provide details that specifically prioritized each proposed capital project or incremental
O&M program based on safety-related or risk mitigation metrics.”’"’ Please see Section 6 of this
brief regarding SoCalGas’ broader arguments against IS’ RAMP-related testimony, which
effectively seeks to re-litigate the S-MAP Decisions’ requirements for this GRC cycle. As noted
earlier in this section, Section II of Ms. Martinez’s direct testimony, with references to other
portions of her testimony and workpapers, provided the RAMP showing for TIMP and DIMP in
this GRC pursuant to the S-MAP Decisions’ requirements that currently apply.

Moreover, during IS’ cross examination,’*® Ms. Martinez described that TIMP was
designed to meet the requirements of 49 Code of Federal Regulations, Section 192 Subpart O

and is being carried out efficiently and from a prudent operator standpoint. SoCalGas has

704 Ex. 436 IS/Gorman at 2, Table MPG-1.
705 See id. at 3.

706 Jd. at 17, Table MPG-3.

7 Id. at 7.

798 Tr. V16:1298-1303 (Martinez).
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performed a relative risk assessment of its pipelines.”” Ms. Martinez further indicated that
TIMP is driven by the requirement that lines must be inspected at a maximum of seven years and
the costs for this is based on historical average costs and applied to the set of lines to be
completed in 2019.71°

Accordingly, IS’ basis for reduction to capital expenditures for transparency and
verifiability reasons is unsupported. TIMP and DIMP are mandatory safety programs; thus, it is
patently evident that their purpose is justified in mitigating safety risk, and there is no doubt that
there is a “priority or need for the project[s] in the 2019 GRC,” contrary to IS’ assertions that this
detail is missing from SoCalGas’ testimony.’”!! Therefore, TIMP and DIMP’s activities should
be adequately funded as requested by SoCalGas. IS has not offered any evidence to substantiate
why less funding for capital expenditures would be appropriate for these compliance activities.

17.4 Conclusion

The SoCalGas and SDG&E forecasts of the Pipeline Integrity O&M expenses and
planned capital expenditures balance compliance obligations, risk, as well as the cost to deliver
natural gas safely and reliably. In order to enable SoCalGas and SDG&E to continue to safely
and reliably deliver natural gas to customers, comply with applicable rules and regulations, and
expand their safety efforts, the Commission should adopt SoCalGas’ TY 2019 forecast of $86
million for O&M expenses ($82.710 million for non-shared service activities and $3.290 million
for shared service activities) and adopt the capital expenditures of $193.425 million in 2017
(actuals), $125.184 million in 2018, and $215 million in 2019. The Commission should adopt
SDG&E’s TY 2019 forecast of $11 million for O&M expenses ($11.0 million for non-shared
service activities and $0.0 million for shared service activities) and adopt capital expenditures of
$36.808 million in 2017 (actuals), $24.216 million in 2018, and $49 million in 2019.

18. Pipeline Safety Enhancement Plan (PSEP)

18.1 Introduction and Summary of SoCalGas’ Request
SoCalGas requests the Commission to adopt its forecasts of $249,467,456 for O&M and

$649,326,239 for Capital in order to execute the eleven pressure test projects, eleven replacement

projects, and 284 valve bundle projects in furtherance of continuing to implement the

79 I1d. at 1309:12-16.
71014 at 1310-1317.
711 See Ex. 436 IS/Gorman at 7.
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Commission-mandated and approved Pipeline Safety Enhancement Plan (PSEP). All of the
requested funds are linked to mitigating a top safety risk that has been identified in the RAMP
Report, namely SCG-4 Catastrophic Damage Involving High-Pressure Pipeline Failure.”'? The
following represent the O&M and Capital requests by year.”!?

Table 18.A
O&M Requests by Year ($000)

2019 2020 2021 Total
O&M714
$83,156 $83,156 $83,156 $249,468
Table 18.B
Capital Expenditure Forecasts Requests by Year ($000)
2015 2016 2017 2018 2019 2020 2021 Total
Capital

$1,693 | $6,462 | $7,575 | $18,328 | $126,950 | $177,944 | $310,374 | $649,326

As explained in the written and hearing testimony of, and workpapers’'® supported by,
witnesses Richard D. Phillips and Sharim Chaudhury, these forecasts are based on the specific,
scoped projects anticipated to be executed during 2019-2021; actual costs may differ, and thus
SoCalGas requests these costs continue to be recorded to a two-way balancing account — the to-

be created Pipeline Safety Enhancement Plan Balancing Account (PSEPBA).”!®

Moreover,
SoCalGas requests authority to substitute projects currently anticipated to be executed during
2019-2021 in the event there is an unavoidable delay in commencing construction of one of the
projects or when it is prudent to accelerate the execution of a PSEP project for operational,
reliability, or safety enhancement reasons. Finally, SoCalGas requests the Commission clarify
whether, by ordering “that all natural gas transmission pipelines in service in California must be

2717

brought into compliance with modern standards for safety,”’"’ and further ordering SoCalGas

712 Ex. 231 SCG/Phillips at 17.

13 Assumes three-year period of 2019-2021. Fourth year (2022) costs discussed infia at Section 18.10.
714 As stated in Ex.231 SCG/Phillips at 21, because 2019 will be a transition year as PSEP is incorporated
into the GRC process, forecasted costs for 2019 do not reflect the level of forecasted spend in the post-test
years. Therefore, the PSEP TY 2019 O&M forecast has been normalized to reflect the forecasted total
level of expenditures over 2019-2021.

15 Detailed workpapers are provided for each project proposed to be executed in 2019-2021. See Ex.
233-R SCG/Phillips.

16 See Ex. SCG/Yu at 15-17 for further discussion on this balancing account.

7 D.11-06-017 at 18.
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and other California pipeline operators to file a plan to “comply with the requirement that all in-
service natural gas transmission pipelines in California has been pressure tested in accord with
49 CFR 192.619, excluding subsection 49 CFR 192.619 (c),””!® the Commission intended
SoCalGas to validate that all in-service natural gas transmission pipelines have been tested to the
“modern” pressure test standard set forth in 49 CFR 192 Subpart J (Subpart J).

18.2 Summary of Forecast Variances

Intervenors opposing SoCalGas’ forecasts for PSEP (ORA, SCGC and TURN (jointly,
SCGC/TURN), and IS) do not oppose the projects SoCalGas proposes to execute during 2019-
2021, nor the proposed scope of work for each. Rather, they dispute the amount forecasted by
SoCalGas for the execution of the projects. The tables below show a summary of the Capital and
O&M forecast differences between the parties after evidentiary hearings:

Table 18.C
Summary of Differences — O&M7!° (Thousands)

Total O&M Variance
SoCalGas $249,468 N/A
CUE™ $249,468 $0
ORA $162,704 ($86,764)
SCGC/TURN $200,210 ($49,258)
IS $202,054 ($47,414)
Table 18.D
Summary of Differences — Capital (Thousands)
Total Capital Variance
SoCalGas $649,326 N/A
CUE $649,326 $0
ORA $645,502 ($3,824)
SCGC/TURN $522,567 ($126,759)
IS $444,300 ($205,026)

The bases for variances are discussed below in the context of the intervenors’ positions.

"8 Id. at OP 4.

19 Ex. 235 SCG/Phillips and Chaudhury at 1.

20 CUE submitted testimony supporting SoCalGas’ request for PSEP and did not propose any reductions
to SoCalGas’ forecasts.

138



18.3 PSEP Background

In response to the rupture and ignition of a 30-inch diameter natural gas transmission
pipeline in San Bruno, California in 2010, the Commission issued R.11-02-019, “a forward-
looking effort to establish a new model of natural gas pipeline safety regulation applicable to all
California pipelines.””?! In a subsequent decision, the Commission found that “natural gas
transmission pipelines in service in California must be brought into compliance with modern
standards for safety,” and ordered all California natural gas transmission pipeline operators “to
prepare and file a comprehensive Implementation Plan to replace or pressure test all natural gas
transmission pipeline in California that has not been tested or for which reliable records are not
available.””*? These plans were to provide for testing or replacing all such pipelines “as soon as
practicable.”’® The Commission also required that the plans “address retrofitting pipelines to
allow for in-line inspection tools and, where appropriate, automated or remote controlled shut off

724 and include “increased patrols and leak surveys, pressure reductions, prioritization of

valves
pressure testing for critical pipelines that must run at or near Maximum Allowable Operating
Pressure (MAOP) values which result in hoop stress levels at or above 30% of Specified
Minimum Yield Stress (SMYS), and other such measures that will enhance public safety during
the implementation period.”’*> The requirements of this decision were later codified at
California Public Utilities Code sections 957 and 958.

Accordingly, SoCalGas and SDG&E filed an implementation plan which the
Commission approved in June 2014. Specifically, the Commission “adopt[ed] the concepts
embodied in the Decision Tree” to guide whether specific segments should be pressure tested,
replaced, or abandoned; “adopt[ed] the intended scope of work as summarized by the Decision
Tree;” and “adopt[ed] the Phase 1 analytical approach for Safety Enhancement... as embodied in
the Decision Tree... and related descriptive testimony.”’?® The Commission acknowledged the

broad scope of SoCalGas and SDG&E’s PSEP:

In addition to the testing or replacing pipeline, Safety Enhancement includes
modifications of 541 valves, and the addition of 20 valves, to provide for

21 R.11-02-019 at 1.

722 Id

3 Id. at 19.

4 Id. at 21.

25 Id. at OP 5.

26 D.14-06-007 at 2, 22, 59.
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automated shut-off capability in order to isolate, limit the flow of gas to no more
than 30 minutes, and thereby facilitate timely access of “first responders” into the
area surrounding a substantial section of ruptured pipe. Safety Enhancement also
includes: 1) improvements to communications and data gathering to ascertain
pipeline conditions; 2) installing backflow valves to prevent gas from flowing into
sections intended to be isolated from other connected lines; 3) expand the
coverage of SDG&E and SoCalGas’ private radio networks to serve as back-up to
other available means of communications with the newly installed valves to
improve system reliability; 4) installing remote leak detection equipment; and 5)
increasing physical patrols and leak survey activities.”?’

Although PSEP has been underway since 2011, this constitutes PSEP’s first request in a
general rate case. The Commission initially ordered an after-the-fact review of the costs of
implementing PSEP.”?® To enable this review, the Commission ordered SoCalGas and SDG&E
to create certain balancing accounts to record Capital and O&M costs and to “file an application
with testimony and work papers to demonstrate the reasonableness of the costs incurred which
would justify rate recovery.”’?* However, subsequently the Commission ordered PSEP to be
brought within the GRC regulatory process.”*® Accordingly, SoCalGas and SDG&E filed two
reasonableness review applications (in 2014, in which the Commission found SoCalGas and
SDG&E’s actions and expenses [save one deferral’*!] were reasonable and consistent with the
reasonable manager standard; and in 2016, which is pending a decision from the Commission),
and one forecast application in 2017, which is pending a decision from the Commission.

2

SoCalGas and SDG&E intend to file another reasonableness review application this year.”
18.4 Project Forecasts
18.4.1 SoCalGas’ Proposal’?
Given the parameters defined by the Commission for the program, forecasts for the PSEP
projects proposed in this GRC cycle are prepared differently than the forecasts for the bulk of

other activities in this proceeding. Individual projects are identified for execution based on a

27 Id. at 8.

28 Id. at OP 5.

9 Id. at 39, 60.

30 D.16-08-003 at OP 5.

31 D.16-12-063, granting A.14-12-016. The decision declined to authorize recovery of costs for PSEP-
specific insurance, without prejudice, after determining that SoCalGas and SDG&E did not make a
sufficient factual showing in the proceeding to support the reasonableness of costs. Id. at 54.

32 Ex. 231 SCG/Phillips at 5.

33 Includes post-test year costs. Id. at 54-55.
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risk-based prioritization methodology,”** then each project is analyzed according to the
applicable decision tree methodology.”*> Preliminary design, engineering, and planning
activities’*® are then undertaken,”” and once the project scope is confirmed, a preliminary
estimate for the project is prepared by a dedicated estimating team.”*® Subject matter experts in
different functional areas use their professional experience and expertise to provide estimate
assumptions.”>® Actual costs as they are incurred in the field are incorporated into the
estimates.”*® Subject matter experts identify potential risks as well as their potential for
occurrence, resulting in a risk assessment factor, or contingency, that is applied to projects.’!, 742
This method is the most suitable for deriving forecasts for PSEP because it accounts for the fact
that each PSEP project is unique in scope, size, and complexity and has its own potential for
risks.”® Details for each project proposed to be addressed in 2019-2021 are presented in
workpapers.’**

As aresult of all these efforts, which include site visits to visually perceive the work area
and conditions,’* SoCalGas has derived forecasts for the eleven pressure test projects, eleven
replacement projects, and 284 valve bundle projects identified herein.”*® Costs that the
Commission has disallowed from recovery have been excluded from the forecasts.’”*’

All the while, efforts are made to reduce the costs of executing PSEP. Pipeline records

and operational needs are reviewed prior to initiating construction activity in an effort to

34 1d. at 5.

35 1d. at 7-12.

3¢ Such activities are advanced to an approximate 30% design level in order to comply with the
Commission’s directive in D.14-06-007 that “It is only fair that ratepayers should have the benefit of
detailed plans for this Commission to consider before authorizing or preapproving the expenditure of
many hundreds of millions of dollars.” D.14-06-007 at 23; Ex. 235 SCG/Phillips and Chaudhury at 6.
37 Tr, V22:2176-2187 (Phillips).

738 Ex. 231 SCG/Phillips at 23; Ex. 235 SCG/Phillips and Chaudhury at 7.

73 Ex. 231 SCG/Phillips at 23; Tr. V22:2169-2170 (Phillips).

iy

" Id. at 27.

742 Tr. V22:2175-2176 (Phillips).

3 Ex. 231 SCG/Phillips at 22.

744 Ex. 233-R SCG/Phillips.

5 Tr.V22:2167, 2172, 2219 (Phillips).

6 SoCalGas’ request is inclusive of certain miscellaneous costs: an allowance for pipeline failures
($6,170,000), implementation continuity costs ($5,599,000), and PMO costs ($41,438,000). Ex. 231
SCG/Phillips at 34-38.

"7 1d. at 27.
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descope, i.e., avoid the need to pressure test or replace, a pipeline.”*® As of October 2017, this
due diligence resulted in reducing the scope of PSEP by approximately 270 miles.”*
Alternatives to pipeline replacement are considered as well in an effort to reduce costs: as
appropriate, SoCalGas analyzes whether a smaller pipeline diameter can be utilized and whether
direct assessment can be used to validate the strength of a pipeline segment rather than
replacement.”® “Incidental” and “accelerated” mileage is addressed to realize cost and
operational efficiencies.””! The Performance Partner Program or other competitive sourcing
methods are used to select contractors and materials.”>?> From a management perspective, a
Program Management Office (PMO) provides oversight at the organizational level, helps
develop policies to promote oversight and accountability, and develops reporting metrics.’>
Accordingly, SoCalGas requests approval of the revenue requirement associated with the

following O&M and Capital expenditures to continue execution of PSEP “as soon as

practicable””** during 2019-2021:7%

Table 18.E
Expenditure Forecast for Three-Years (2019-2021) ($000)
0&M Capital Total

Pressure Test Projects | $233,895 $64.,443 $299,338
Replacement Projects $301,250 $301,250
Valve Enhancement $246,000 $246,000
Plan

Miscellaneous Costs | $15,573 $37,634 $53,206
Total $249,468 $649,326 $898,794

8 Id. at7,12.

9 1d. at 12.

750 Id

U Id. at 13.

32 Id. at 15.

33 Id. at 36.

34 D.11-06-017 at 19.

35 1In the event the Commission grants Applicants’ request to add a fourth year to this GRC cycle,
SoCalGas proposes adoption of the revenue requirement associated with the costs set forth in Section
18.10 infra.
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18.4.2 ORA’s Proposal
18.4.2.1 Summary

ORA does not oppose the scope of any of the projects proposed in this proceeding.
ORA’s opposition to SoCalGas’ proposal is simply to the forecasted costs estimated by
SoCalGas. ORA proposes costs for the projects — with the same scopes of work proposed by
SoCalGas — utilizing statistical models (one for pressure test projects and one for replacement
projects) that use five years of purported actual cost data associated with pressure test and
pipeline replacement projects completed by SoCalGas, SDG&E, and other utilities, namely,
PG&E and Southwest Gas Company (Southwest).”*® The result is forecasts — for the same scope
of work — that are $90.5887°7 million less than that estimated by SoCalGas.”®

However, ORA’s linear regression models are neither reliable nor credible for multiple
reasons: (a) they are missing important project factors/explanatory variables; (b) they produce
biased forecasts; (c) they are based primarily on PG&E data, but do not recognize or account for
differences among utilities; and (d) the database underlying ORA’s model for pressure test
projects is composed almost entirely of PG&E projects and does not include the necessary and
759

significant capital component of PG&E’s pressure test projects.

18.4.2.2 ORA’s Models Do Not Include Important Cost Drivers

SoCalGas’ witnesses explain:

A prerequisite of a good regression model is that the model include al// critical
project factors or explanatory variables that can explain the variations in costs
across projects. Omitting essential explanatory variables results in bias and
inaccuracy in the estimates of the effects of the explanatory variables (estimated
coefficients) that are included in the model, the model’s forecast, and the
prediction intervals of those forecasts. This renders such a model unreliable for
forecasting purposes.’®

ORA’s models consider a limited number of cost drivers: project duration, project

length, and pipeline diameter.”®' Based on these factors, ORA derives predicted costs for 19 of

736 Ex. 398 ORA/Stannik and Li at 21-22.

57 Excludes fourth-year projects. Including fourth-year projects, ORA’s total recommendation is
$100.189 million less than Applicants’ request.

8 Id. at 21.

73 Ex. 235 SCG/Phillips and Chaudhury at 9.

760 Id. at 10, citing Green, W.H. (2008) Econometric Analysis, p. 133-34. Upper Saddle River, N.J.:
Prentice Hall.

6 Ex. 444 ORA/Stannik and Li at 0120-21.
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the 29 projects proposed by SoCalGas herein.’> However, the models exclude critical
explanatory variables that drive project costs. The models are not able to project cost differences
due to urban/rural locations, terrain, or differing environmental mitigation requirements.”® The

absence of these essential cost drivers results in biased models that are inappropriate for

forecasting PSEP project costs.”%

18.4.2.3 ORA’s Models Fail to Include Essential Cost Drivers,
Which Results in Biased Forecasts

To test ORA’s models’ suitability for forecasting the costs of replacement and pressure

test projects, SoCalGas replicated ORA’s forecasting models’®®

and compared the results from
the models to the actual costs stated in ORA’s database. SoCalGas found that both of ORA’s
models — for pressure test projects and for replacement projects — are biased systematically:
lower-cost projects are over-forecasted and higher-cost projects are under-forecasted.’¢®

Figure 18.A

ORA Pressure Test Model: ORA Fitted Cost vs Actual Cost
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762 Ex. 398 ORA/Stannik and Li at 26.

763 Ex. 235 SCG/Phillips and Chaudhury at 11.

74 Id. at 11.

765 The replication was based on ORA’s workpapers, data request responses, and database underlying
ORA’s models. Id.

7 Id. at 11-14.
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Figure 18.B

ORA Replacement Model: ORA Fitted Cost vs Actual Cost
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As seen in Figures 18.A and 18.B above, the under-forecasting of costs by ORA’s models
is particularly egregious for the most-costly projects.”®’ For the 265 lowest cost pressure test
projects, the model over-forecasts by an average of $674,370 per project. (This is largely
irrelevant to ORA since, when ORA’s 90% threshold exceeds SoCalGas’ forecasted amount,
ORA recommends the Commission adopt SoCalGas’ lower amount.’®® [This inconsistency by
ORA in applying the results of its own models underscores the unreliability of the models.])
However, for the remaining 110 pressure test projects, the model under-forecasts by an average

of $1,624,620 per project — more than double the average cost variance of the over-forecasts!”®

7 Id. at 12.
%8 Id. at 19. ORA proposes to apply the results of its models inconsistently: when its model results in

cost forecasts that are lower than SoCalGas’ forecast, ORA proposes to apply its model; but when its
model results in cost forecasts that are higher than SoCalGas’ forecast, ORA proposes to ignore the
results of its own model. Id.

7% Id. at 12-13.
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Figure 18.C

ORA Pressure Test Model: Average Error
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Similarly, for replacement projects, ORA’s model over-forecasts the 112 lowest-cost
replacement projects by an average of $833,209 per project.”’® Again, this is not particularly
germane to cost because, when ORA’s 90% threshold exceeds the cost forecasted by SoCalGas,
ORA recommends the Commission adopt SoCalGas’ lower projected cost. But, the 75 highest-
cost replacement projects are under-forecasted by ORA’s model by an average of $2,851,668 per
project!”’! The tendency to deviate so significantly from actual costs indicates the models are
unreliable.

Figure 18.D

ORA Replacement Model: Average Error
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0 Id. at 13-14.
" Id. at 14.
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Importantly, the bias in ORA’s models’ forecasts is directly translated into the 90%
thresholds ORA applies to the forecasts to derive its recommended costs for the pressure test and
replacement projects.”’> Although ORA purports its use of a 90% threshold is conservative,’”
its use does not make up for the inherent bias created by the model.

18.4.2.4 ORA’s Models Fail to Recognize or Account for Differences
Among Utilities, Which Results in Unreliable Forecasts

The overwhelming majority of the historical projects comprising the database underlying
ORA’s models are those of PG&E, yet neither model accounts for differences between
Applicants and PG&E.””* This is a significant difference that should not be ignored, as
evidenced by the improved results yielded by SoCalGas when it enhanced ORA’s models to
account for it.””

SoCalGas augmented ORA’s pressure test model with an additional explanatory variable
that captures additional project cost due to project length for SoCalGas and SDG&E projects
only.”’® The enhanced model, which incorporated this very important and highly statistically
significant variable, explained PSEP project costs nearly 50% better than ORA’s model.””’
ORA'’s replacement model was similarly augmented to capture additional SoCalGas and
SDG&E project costs related to the duration of the projects. This model yielded similar results,
i.e., an indication that the additional variable is important for forecasting PSEP project costs.”’
There are aspects of SoCalGas and SDG&E projects that are in some way different from PG&E

projects, and they are significant enough that they must be accounted for.””’ Nevertheless,

ORA'’s models do not do so. It is important to note that, even enhanced, ORA’s models forecast

2 Id. ORA calculates 80% prediction intervals centered on its cost forecasts. This means that, if
calculated correctly, there is an 80% probability that a project’s cost will fall inside the interval and a 10%
probability that a project’s cost will fall below the interval. Thus, in actuality there is a 90% chance that a
project’s cost falls at or below the upper limit of this threshold. This is referred to as the “90% threshold”
herein.

73 Ex. 398 ORA/Stannik and Li at 23.

77 Ex. 235 SCG/Phillips and Chaudhury at 15.

5 Id. at 15-16.

776 Id. at 16.

7 Id.

8 Id. at 16-17.

™ Id.
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PSEP project costs poorly and are far inferior to SoCalGas’ bottoms-up approach to detailed cost
estimating which incorporates the relevant and unique cost drivers for each project.’’

As stated in the prior section, biases in the forecasts produced by ORA’s models flow
fully into the 90% thresholds and are not diminished by use of the thresholds. Similarly,
SoCalGas found that by improving ORA’s models with an additional explanatory variable
resulted in improvements in the 90% threshold as well.”®! Based on the foregoing, ORA’s
models, as used and applied by ORA, are not suitable for predicting the costs of the PSEP

projects proposed herein.

18.4.2.5 ORA'’s Pressure Test Database Is Composed Almost
Entirely of PG&E Projects Which Do Not Include the
Significant Capital Component of PG&E’s Pressure Test
Projects

The database underlying ORA’s pressure test model is composed of 365 PG&E projects
(approximately 95% of the database) compared to only 20 of Applicants’ projects
(approximately 5%).7®? The basic assumption underlying ORA’s entire analysis is that another
utility’s project costs are representative of Applicants’ project costs. However, as illustrated by
SoCalGas’ enhancement of ORA’s models,’®? there is strong statistical evidence that this is
wrong. Moreover, there is evidence that there are fundamental differences in project scope,
geography, and cost components.”®* As a consequence, ORA’s pressure test model is wholly
unreliable for predicting the costs of pressure tests.

PG&E’s PSEP sequences projects different from Applicants’ PSEP.”®> Whereas
Applicants’ initial pressure test projects (which are in ORA’s pressure test database) were
executed primarily in more populated/dense areas, it is SoCalGas’ understanding that PG&E’s
earliest completed PSEP projects were executed in less populated/dense areas, where generally it
is less costly to complete projects.’®® This is validated by comparing the cost-per-mile adopted
by the Commission for PG&E in its 2015 Gas Transmission and Storage rate case

($840,000/mile) with the amount proposed by PG&E in its recent 2019 Gas Transmission and

80 1d. at 18-19.
81 Id. at 17-19.
82 Id. at 19.
™ Id. at 15.
8 Id. at 19-20.
85 Id. at 19.
8 Id. at 20.
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Storage rate case ($2,500,000/mile).”®” PG&E’s request for the PSEP pressure test projects it
intends to execute in the near future is three times the allowance the Commission approved in its
prior rate case.

Further compounding the lack of parity, the PG&E pressure test projects in ORA’s
database exclude the capital component of each project’s costs, but ORA nevertheless proposes
to use just the O&M proportion of the project costs in its dataset to establish an effective cap for
SoCalGas’ pressure test projects, which include both O&M and capital costs.”®® ORA’s attempt
to use PG&E’s data to predict the cost of SoCalGas’ pressure test projects is thus flawed.
Approximately 23% of SoCalGas’ proposed pressure test cost estimates are capital.”
According to PG&E’s 2019 Gas Transmission and Storage rate case filing, the capital
component of PG&E’s pressure tests adds approximately 24% to the cost of PG&E’s pressure

tests.”” This is a material component that is missing from ORA’s proposed forecasts.

18.4.2.6 ORA’s Proposal Does Not Satisfy the Commission’s
Requirement that PSEP Forecasts Be Based on Detailed
Plans, and Thus Should Be Rejected as a Matter of Law.

In addition to the aforementioned factual reasons for rejecting the cost forecasts
recommended by ORA based on its statistical models, ORA’s methodology should be rejected as
a matter of law because it does not comply with the Commission’s mandate regarding forecast
ratemaking for PSEP. The Commission stated in D.14-06-007, “It is only fair that ratepayers
should have the benefit of detailed plans for this Commission to consider before authorizing or
preapproving the expenditure of many hundreds of millions of dollars.””! This decision was
rendered following assertions that the Class 5 or Class 4 estimates submitted by Applicants in

that proceeding were too rudimentary for ratemaking.”?

87 Id. at 20 (citing D.16-06-056 COL 21) and Appendix C.

88 Id. at 20.

789 Id

"0 Id. and Appendix D.

1 D.14-06-007 at 23.

2 A.11-11-002, Opening Brief of The Utility Reform Network on Pipeline Safety Enhancement Plan
Issues at 76-79. TURN argued that the “Commission should defer adopting a forecast-based revenue
requirement until it has the benefit of the more detailed engineering and design.” Id. at 79. SCGC argued
that “Applicants should be required to submit cost estimates in EAD proceedings that are no worse than
Class 3 estimates and hopefully much better.” A.11-11-002, Southern California Generation Coalition
Opening Brief at 30.
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ORA’s proposed forecasts are derived from no more than three project characteristics:
length, diameter, and duration.”® These are not the “detailed plans” the Commission has stated
are necessary for forecast ratemaking for PSEP.”* “Detailed plans” can be found in SoCalGas’
workpapers for the proposed projects.””> But ORA did not use this information — other than the
three aforementioned characteristics — in deriving its forecasts. ORA relied on the three project
characteristics only. As such, these rudimentary forecasts do not satisfy the Commission’s
directive and therefore must be rejected as a matter of law.

18.4.3 SCGC/TURN?’s Proposal
SCGC/TURN propose that the Commission adopt SoCalGas’ forecasts for the projects

with two modifications: the “risk assessment,” or “contingency factor,” should be disallowed
from pressure test and replacement projects on the basis that it represents a significant and
unreasonable cost to ratepayers;’*® and construction costs for the Line 44-1008 project should be
deferred on the basis that SoCalGas may not complete the necessary environmental review
process in order to enter construction on this project during this rate case cycle.”’
SCGC/TURN?’s first argument ignores the standard custom of the industry to include a
risk assessment factor in order to produce a more accurate cost estimate.””® As explained by Mr.
Phillips, a risk assessment factor is a necessary component of an estimate and reflects expected,
real costs.””?, 3% AACE International (AACE), the industry association of professionals in the

field of estimating, states, “[c]ontingency is a cost element of an estimate to cover the probability

of unforeseeable events to occur and that if they occur, they will likely result in additional costs

793 Ex. 235 SCG/Phillips and Chaudhury at 16.

74 D.14-06-007 at 23.

95 Ex. 233-R SCG/Phillips.

76 Ex. 506 TURN-SCGC/Yap at 20.

7 Id. at 43-46.

8 Ex. 235 SCG/Phillips and Chaudhury at 21-26, Appendices A, E, F, G, I; Ex. 236 Technical Article
Cost Contingency as the Standard Deviation of the Cost Estimate.

7 Ty, V22:2191-2193 (Phillips).

800 Ex. 235 SCG/Phillips and Chaudhury at 22, 26.
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within the defined project scope.”®®! Inclusion of contingency is not only expected, but it is
integral to the development of accurate cost estimates.®*?

SoCalGas developed the risk assessment factor for each individual project by assembling
a cross-functional team of subject matter experts within the PSEP project execution team and
risk assessment experts within the PSEP cost estimating team to review risk variables (e.g.,
assumptions on productivity for contractors, environmental costs, permit conditions, material
costs, etc.).8 These experts then discuss the plausible variances for these cost components.’%4
For example, regarding contractor productivity, the team would discuss the probability of the
contractor being less productive than planned and the magnitude of a potential reduction in
productivity.?%> A similar discussion is had for each project-specific issue. The team uses their
individual experiences and knowledge of the specific conditions of each particular project to
develop a consensus opinion of potential outcomes.**® This project-specific process aligns with
AACE’s recommended practices: “Project specific risks are those that are unique to a particular
project’s scope, strategies, attributes, and so on. The nature of these risks and extent of their
impact are not consistent between projects in a given company.”®"” SoCalGas’ methods of
developing the risk assessment factor is consistent with AACE’s recommendation and the
standard industry practice.?%

An estimate that does not include contingency cannot be accurate. Contingency is
expected to be expended.’” To illustrate, Mr. Phillips provided an example of a recent
occurrence on the Line 36-9-09 North Section 12 project proposed in this proceeding that will

drive costs in excess of the base estimate. SoCalGas assumed, when at least 30% engineering

was completed, that the pipeline would cross a creek through boring under the creek; however, a

01 1d. at Appendix E, p. 7 (AACE International Transactions RISK.08 2009 Report “Defining Risk and
Contingency for Pipeline Projects™).

802 Ex. 235 SCG/Phillips and Chaudhury at 21-22. According to AACE, “[i]dentifying risk and
determining an appropriate amount of contingency is a challenge that must be addressed to ensure
accurate information is available to base critical financial decisions upon.” Id. at Appendix E, p. 1.

803 Id. at 22-23.

804 Id.

805 Id.; Tr. V22:2175-2176.

896 Ex. 235 SCG/Phillips and Chaudhury at id.

807 Id. at Appendix E, p. 8.

898 Id. at 23-25.

899 Id. at 26; Ex. 236 Technical Article Cost Contingency as the Standard Deviation of the Cost Estimate.
Tr. V22:2191-2193 (Phillips).
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bore sample revealed the presence of 0il.*!° In order to avoid extensive oil clean-up costs, it was
determined that the pipe would be routed to a different location.®!! The result is that the
engineering work completed thus far is largely unusable and will have to be done anew.®!? And,
the new route will have to cross a street, which will result in additional costs.®'> These are
additional costs that were not contemplated at the time of design and thus have not been
accounted for in the base estimate.®'* This is but one example, and Mr. Phillips stated that he
had many more similar examples.®!3

Disallowing contingency would be equivalent to disallowing another integral factor in a
cost estimate, such as the cost of materials or inspectors.®!® Nevertheless, SCGC/TURN
maintain this argument, and go even further to suggest that SoCalGas has already overpredicted
the costs of the PSEP projects proposed to be completed during this rate case cycle.’!” However,
SCGC/TURN do not, and cannot, support this with evidence. SoCalGas’ bottoms-up approach
to developing detailed cost estimates with a risk assessment factor derived from the collaboration
of various subject matter experts based upon their experience and knowledge of the individual
unique characteristics of each project is consistent with industry practices; SoCalGas’ forecasts,
inclusive of the risk assessment factor, should therefore be approved.

Similarly, SCGC/TURN have no factual basis — only speculation — to support their theory
that SoCalGas will not be able to complete the portion of the Line 44-1008 project it proposes
during this rate case cycle.®!® This theory, even if it were to bear out, ignores that SoCalGas has
considered that any project — not just Line 44-1008 — may be delayed and, as such, has asked the
Commission to adopt its project substitution proposal, discussed at Section 18.8, infra.

SCGC/TURN support this proposal, which renders its position on Line 44-1008 baseless.

810 Tr, V22:2196-2197 (Phillips).

811 1d. at 2197.

812 1d.

813 14

814 Mr. Phillips also explained that the estimators do not want to assume that the bad things will always
happen. Tr. V22:2198 (Phillips). Thus, the estimates provided by SoCalGas, even including the risk
assessment factor, may not be sufficient to cover reasonable costs that will be incurred in executing a
project; thus, two-way balancing account treatment is all the more necessary.

815 14

816 Ex. 235 SCG/Phillips at 26.

817 Ex. 506 TURN-SCGC/Yap at 32-34.

818 Id. at 45.
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SoCalGas’ mandate from the Commission is to execute PSEP “as soon as practicable;”%!”

delaying execution of PSEP on the basis that delays may come to fruition is inconsistent with the
Commission’s explicit orders. SCGC/TURN’s proposal to exclude construction costs associated
with the Line 44-1008 project therefore should be rejected.

18.4.4 IS Proposal

IS also proposes to disallow the risk assessment component of SoCalGas’ PSEP forecasts
(pressure test and replacement projects as well as the Valve Enhancement Plan) based on its
opinion that SoCalGas can reduce the number of PSEP projects it executes during this rate case
cycle if costs (exclusive of the risk assessment component) exceed the allowed forecasts.®?° In
other words, IS proposes that SoCalGas slow down the pace of executing PSEP such that less
costs are incurred in this rate case cycle. However, this is inconsistent with the Commission’s
directive that PSEP be executed “as soon as practicable.”®?! IS proposal to reduce the scope of
PSEP work in this rate case cycle should be rejected by the Commission on the basis that it is
inconsistent with the Commission’s safety objectives.

And, as stated in Section 18.4, supra, because the risk assessment factor is a necessary
component of any estimate prepared in accordance with accepted industry practices, IS request to
exclude the contingency factor from pipeline and Valve Enhancement Plan projects should be
rejected.

18.5 Pace of Implementation of Valve Enhancement Plan

18.5.1 SoCalGas’ Proposal

The Commission directed pipeline operators to address the installation of “automated or
remote controlled shut-off valves” in their proposed implementation plans.®?? In response to
that, Applicants submitted the Valve Enhancement Plan as part of their PSEP. The Valve
Enhancement Plan works in concert with PSEP’s pipeline testing and replacement plan to

enhance system safety by enhancing existing valve infrastructure to accelerate Applicants’

819 D.11-06-017 at 19.

820 Ex. 436 IS/Gorman at 33, 37.

821 D.11-06-017 at 19; Pub. Util. Code § 957-958. Section 957 provides that “the commission shall
additionally establish action timelines, adopt standards for how to prioritize installation of automatic
shutoff or remote controlled sectionalized block valves pursuant to paragraph (1), ensure that remote and
automatic shutoff valves are installed as quickly as is reasonably possible.” See also Ex. 235
SCG/Phillips and Chaudhury at 34.

822 D.11-06-017 at 21, COL 9, OP 8.
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ability to identify, isolate, and contain escaping gas in the event of a pipeline rupture.®?* In order
to maximize the cost effectiveness of this investment, Applicants’ Valve Enhancement Plan
enhances public safety through: (i) installation of Automatic Shutoff Valve (ASV)/Remote
Control Valve (RCV) capability at intervals of approximately eight miles or less on pipelines that
are twenty inches or greater in diameter; (ii) installation of ASV/RCYV capability at intervals of
approximately eight miles or less on pipelines twelve inches or greater in diameter that operate at
a hoop stress level of 30% or more of SMYS;%?* and (iii) installation of ASV/RCV capability at
shorter interval spacing (one-half to one mile) on up to twenty pipeline segments that meet the
above criteria and also create a known geologic threat (e.g., earthquake faults, landslide areas,
washout areas, and other potential geologic or man-made hazards).5?°

SoCalGas’ Valve Enhancement Plan has been underway for years as part of PSEP, and
we propose to complete execution of the Commission-approved Valve Enhancement Plan by
826

2021, which is during this general rate case cycle.

18.5.2 IS’ Proposal

IS proposes that SoCalGas implement the Valve Enhancement Plan over six years (i.e.,
two general rate case cycles).®?” This request, however, appears to be on the mistaken belief that
the Valve Enhancement Plan is not an ongoing program and, instead, is commencing anew.??® In
fact, the Valve Enhancement Plan was mandated by the Commission in D.14-06-007,%* has been
well underway (Applicants have sought cost recovery for projects under the Valve Enhancement
Plan in A.16-09-005%), and, in accordance with its natural life cycle of being implemented “as

29831

soon as practicable,”®! the Valve Enhancement Plan is anticipated to come to an end by 2021.53?

It is contrary to the explicit mandate of the Commission to slow down the implementation of the

823 Ex. 231 SCG/Phillips at 13-14.

824 Tr. V22:2216-2217 (Phillips).

825 Ex. 231 SCG/Phillips at 14.

826 14

827 Ex. 436 IS/Gorman at 41.

828 Ex. 235 SCG/Phillips and Chaudhury at 32-34.

829 D.11-06-017 at 21, COL 9, OP 8.

830 A.16-09-005, Application of Southern California Gas Company and San Diego Gas & Electric
Company to Recover Costs recorded in the Pipeline Safety and Reliability Memorandum Accounts, the
Safety Enhancement Expense Balancing Accounts, and the Safety Enhancement Capital Cost Balancing
Accounts at 8-9.

81 D.11-06-017 at 19.

832 Ex. 231 SCG/Phillips at 14.
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Valve Enhancement Plan as IS propose, and IS have proposed no reason for doing so other than
to defer costs. This, however, is inconsistent with the Commission’s expressly stated safety
goals.?¥3 No other intervenors have opposed the pace recommended by SoCalGas for continuing
execution of the Valve Enhancement Plan.

18.6 Allowance for Pipeline Failures

SoCalGas forecasted and requested an allowance for pipeline failures over the course of
the rate case cycle in the event such costs are necessary. No party has opposed this request,
except that ORA has proposed that the allowance not be provided if the Commission orders that
PSEP costs should continue to be recorded to a two-way balancing account.?3* SoCalGas is
unable to discern any reason for this distinction, and ORA has provided no argument in support
of its request.®*> As such, ORA’s request should be denied.

18.7 Two-Way Balancing Account Treatment
18.7.1 SoCalGas’ Proposal

SoCalGas seeks two-way balancing account treatment,**® on an aggregate basis, for costs
incurred in executing the PSEP projects proposed to be executed during this general rate case
cycle. This is consistent with the Commission’s decision to order two-way balancing account
treatment of costs incurred in executing Phase 1.%*7 The Commission implemented balancing
account treatment in order “to strike a fair balance between ratepayers and shareholders.”%3®
While the Commission ordered certain disallowances — activities and items for which Applicants
would bear costs rather than ratepayers®* — the Commission was clear that ratepayers should

bear the reasonable costs of implementing PSEP that have not been disallowed:

This decision does not propose or adopt any penalty for SDG&E or SoCalGas.
We do however identify certain costs that should be absorbed by shareholders
instead of ratepayers. Consistent with long-standing ratemaking principles,
ratepayers will generally bear the reasonable costs for a safe and reliable natural
gas transmission system.34?

833 Ex. 235 SCG/Phillips and Chaudhury at 32-34.

834 Ex. 398 ORA/Stannik and Li at 30.

835 [d

86 The mechanics of the proposed PSEPBA are detailed in Ex. 181 SCG/Yu at 15.
87 D.14-06-007 at OP 4.

88 Id. at 19, 22.

839 Id. at 32-34, as modified by D.15-12-020.

840 Id. at 31 (emphasis added).
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As ORA’s witness Nils Stannik reasonably recognized on the record in a pending PSEP
proceeding:

As far as what the projects will ultimately cost, no one knows for certain what
those will cost, not me, not anyone here. It won’t be 100 percent certain until
those are done. So I wouldn’t want to say I know for sure or I can even be quite
sure exactly what those are going to cost when they’re completed because no one
can. !

Indeed, no one can know what the actual costs of the twelve projects will be; therefore,
the reasonable way to implement the Commission’s intent for ratepayers to “bear the reasonable

costs for a safe and reliable natural gas transmission system”%+?

is to allow two-way balancing
account treatment. In this way, if costs come in higher than estimated, SoCalGas is not
penalized.®* And, if costs come in lower than projected, ratepayers benefit from lower costs.

18.7.2 ORA’s Proposal

ORA opposes two-way balancing account treatment on the basis that the time lapse
between when the cost estimates are developed and the projects enter construction does not alone
warrant such treatment, and that SoCalGas has not demonstrated that PSEP project costs
inherently are unpredictable.®** ORA acknowledges that the project costs are “fairly well-
developed” and that the estimates include contingencies in certain categories to account for some
level of cost uncertainty.?*

These arguments, however, do not support requiring the PSEP projects proposed herein
to be completed within a fixed budget. As indicated in Section 18.4, supra, contingency is not an
addition to a cost estimate; it is a necessary component of a cost estimate. This is true no matter

how well-developed the cost estimate is, i.e., contingency is applied to all classes of estimates,

from Class 5 to Class 1.54¢

841 A.17-03-021, Tr. V2:328:26 — 329:5 (Stannik).

842 D.14-06-007 at 31.

843 Mr. Phillips explained that costs can and do deviate from a base estimate due to factors outside the
control of SoCalGas. Tr. V22:2196-2198. While some of these costs may be captured by the risk
assessment factor, there is still a chance that reasonable costs that will be incurred in executing PSEP
projects have not been accounted for in the estimate, thus underscoring the need for a two-way balancing
account.

844 Ex. 398 ORA/Stannik and Li at 29.

845 Id

846 Ex. 235 SCG/Phillips and Chaudhury at 20-25.
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In opposing two-way balancing account treatment because PSEP projects should not be
unpredictable inherently (notwithstanding the clear statement to the contrary by ORA’s
witness®*”), ORA fails to account for the nature of PSEP projects. PSEP is the result of specific
Commission and Legislative directives to pressure test or replace in-service transmission lines.?*3
SoCalGas has provided specific scopes of work for specific pipeline projects proposed to be
completed during this rate case cycle.’* This is different from the vast majority of work
proposed in this proceeding. SoCalGas will not have discretion to manage broad categories of
activities within an overall authorized amount. Where, as here, there are detailed and discrete
scopes of work for specific projects which must be executed, and where the only certainty is that
actual costs will deviate from even the most robust estimates, a two-way balancing account is the
best way to protect the interests of both ratepayers and SoCalGas.?*® Even more, during the (at
minimum) three-year lapse between the preparation of the cost estimates in this Application and
the start of construction, external forces are likely to come into play that may impact what was a
reasonable cost estimate at the time it was prepared.®! Construction, contractor, and material
costs may change, and new environmental regulations may be enacted.®*? To illustrate: as PSEP
transitions into the GRC process, there will be a time lag between the completion of Phase 1A
work and commencing construction on the projects included in this Application. During this
time, specialized contractor resources, such as welding and coating inspectors, that have
completed the appropriate operator qualification process and training on applicable safety
requirements can — and will — leave jobs with Applicants to find steadier work during this dip in
pipeline construction activity, often venturing outside California.®>* A reduction in the labor
pool in all likelihood will drive up costs and impact rates. The alternative — adding new

specialized contractor personnel that are not well-versed in Applicants’ standards — would not be

847 A.17-03-021, Tr. V2:328:26 — 329:5 (Stannik).

848 Ex. 235 SCG/Phillips and Chaudhury at 37.

849 14

850 74

851 Id

82 Jd. As noted by the witnesses, at the time rebuttal testimony was submitted in this proceeding, steel
tariffs had been announced, implemented, and put on hold multiple times, for various countries. /d. at
n.104.

853 Id. at 38-39.
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as productive or efficient as new personnel would need to become familiar with company-
specific work methods.®**

Moreover, ORA’s proposal for no regulatory accounting treatment whatsoever is contrary
to the Commission’s prior PSEP decision in that it would act as a penalty against SoCalGas and
would not allow for the reasonable costs of implementing PSEP to be paid by ratepayers.
Without a two-way balancing account, SoCalGas would have to absorb unanticipated, but
reasonably incurred costs — effectively a penalty, which the Commission explicitly stated was not
intended.?> There is no support for ORA’s proposal to deviate so significantly from the

Commission’s prior PSEP decisions.

18.7.3 SCGC/TURN’s Proposal

SCGC/TURN also oppose balancing account treatment on the theories that PSEP projects
are not fundamentally different from other natural gas utility activities that do not receive
balancing accounting treatment, PSEP projects are well-defined, and Phase 1B and 2A projects
have fewer uncertainties than Phase 1A projects because they are in more rural locations.

For the reasons stated in Section 18.7.2 supra, SCGC/TURN’s proposal is also
unsupported. PSEP projects are different from the vast majority of the requests in this general
rate case Application. Even a brief review of the requests in this proceeding establishes this fact.
Moreover, it is not only untrue that Phase 1B and 2 projects necessarily should cost less than
Phase 1A projects; it simply is not relevant whether Phase 1A projects were more expensive than
the projects proposed herein because SoCalGas developed cost estimates utilizing a bottoms-up,
h, 856

zero-based approac

duration, etc.) based on a handful of shared attributes (as ORA and SCGC/TURN did).

not likening similar-ish projects (due to project length, diameter,

SoCalGas derived estimates for each specific project based on its unique collection of individual
characteristics; relativity to Phase 1A projects is thus irrelevant. SCGC/TURN’s
recommendation against continuing two-way balancing account treatment for PSEP should be

denied.

854 Id. at 39.
855 D.14-06-007 at 31.
856 Ex. 231 SCG/Phillips at 22.
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18.7.4 IS Proposal

IS opposes two-way balancing account treatment on the basis that such an account would
remove any economic incentive for SoCalGas to manage PSEP costs. This argument, however,
devalues the facts that this regulatory accounting mechanism (a) exists and (b) was already
granted to PSEP projects; and moreover ignores that Applicants commenced PSEP under the
auspices of reasonableness reviews, wherein intervenors and the Commission scrutinize the
reasonableness of costs and decisions made by Applicants in executing PSEP. IS appears to
assume that SoCalGas would change their prudent decision-making processes and methods of
executing PSEP simply because they are no longer subject to reasonableness reviews. The
results of the first reasonableness review for PSEP strongly support granting SoCalGas a two-
way balancing account because Applicants are proven reasonable and prudent managers: the
Commission reviewed and approved all costs requested in executing PSEP, with the exception of
certain specific insurance costs which Applicants may re-present to the Commission in the future
for recovery.®>’

18.7.5 CUE’s Proposal

CUE supports SoCalGas’ request for two-way balancing account treatment for PSEP
project costs in recognition of the fact that the costs in question are subject to upward and
downward uncertainty.®® CUE astutely notes that, because ORA’s models have predicted costs
greater than SoCalGas’ forecasts for certain projects, SoCalGas may in fact have under-
forecasted some of their projects.®>

CUE also states that if the Commission were to adopt one-way balancing account
treatment — although CUE does not advocate this — then it should only do so if the Commission
also adopts the higher forecast, whether ORA’s or SoCalGas’, for each project.¢

18.8 Authority for Project Substitution
18.8.1 SoCalGas’ Proposal

SoCalGas requests authority to substitute one or more PSEP projects with other PSEP

projects in the event there is a delay in commencing construction of one of the projects presented

87 D.16-12-063 at OP 5.

858 Ex. 370 CUE/Marcus at 20.
89 Id. at 21.

860 14 at 7.
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herein due to circumstances not within SoCalGas’ control (e.g., if there is a delay in obtaining a
necessary permit or land rights) or when it is prudent to accelerate the execution of a PSEP
project for operational, reliability, or safety enhancement reasons.®¢!

When project substitution is necessitated, substitute projects would be selected such that
the costs of completing the substituted project(s) would not cause SoCalGas to exceed the
aggregate amount authorized for recovery by a decision in this proceeding.®®* Prior to
substituting a project, SoCalGas proposes to file a Tier One advice letter to notify the
Commission and interested parties of the following: (a) the identity and general scope of the
delayed project; (b) the circumstances that led to the change in the execution timing of the
substituted project; (c) the project(s) proposed to be executed in lieu of the substituted project;
(d) a description of the scope of the substitute project; and (e) an estimate of the cost to complete
the project.®6

This proposal is based on the possibility that circumstances might arise which necessitate
advancing another project or delaying a scheduled project during the general rate case cycle. To
illustrate, Line 235 experienced a service rupture in October 2017 that necessitated remediation.
It is likely that some of this remediation work will address portions of the pipeline that were
proposed to be addressed by a project in this proceeding (the Line 235 Section 1 and/or Section 2
pressure tests).*** In the event some of the scope of work proposed in these projects is addressed
outside of PSEP, then SoCalGas would like the authority to address another project so as to
maintain the pace of executing PSEP.

18.8.2 ORA’s Proposal

ORA supports the concept of project substitution, but proposes that the recommended
substitutions be scrutinized through an expedited pre-approval process similar to what the
Commission uses in evaluating “some interstate gas capacity contracts”%® by a working group
composed of representatives from Applicants, the Commission’s Energy and Safety and

Enforcement Divisions, ORA, TURN, and OSA.%® Alternatively, ORA proposes that project

861 Ex. 231 SCG/Phillips at 56.

862 17

863 1

864 Id

865 Ex. 398 ORA/Stannik and Li at 31.
866 Id. at 30-31.
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substitution should be permitted in a narrow, well-defined set of circumstances, or if projects are
of similar cost and scope (e.g., same type, length, cost, etc.).®” ORA argues that, unless the
Commission modifies SoCalGas’ project substitution proposal as it recommends, the
Commission should deny the proposal.

While SoCalGas appreciates ORA’s acknowledgement that project substitution is both
reasonable and necessitated under certain circumstances, ORA’s proposals add too much time
and complexity to implementing PSEP.#*® Even with an “expedited” approval process, the
length of time required for the parties to convene and review the reasonableness of cost estimates
will take significant time and interfere with SoCalGas’ ability to execute PSEP “as soon as
practicable.” ¥ As such, the Commission should approve SoCalGas’ project substitution
proposal.

18.8.3 SCGC/TURN’s Proposal

SCGC/TURN support SoCalGas’ project substitution proposal so long as the
Commission is clear that unanticipated conditions necessitating project substitution do not
include mere exceedance of forecasts.®’® SoCalGas has been clear that it does not intend to use

the project substitution process for this purpose;®’!

thus, there appears to be consensus between
SoCalGas and SCGC/TURN with respect to SoCalGas’ project substitution proposal.

18.9 “Modern Standards” Requirement
18.9.1 SoCalGas’ Proposal
SoCalGas seeks clarification as to the Commission’s intent in concluding in its primary
PSEP decision “that all natural gas transmission pipelines in service in California must be
brought into compliance with modern standards for safety. Historic exemptions must come to an
end with an orderly and cost-conscious implementation plan.”®”? In furtherance of this directive,

the Commission ordered SoCalGas and other California pipeline operators to “file and serve a

867 Id. at 31-32.

88 Moreover, ORA’s proposal is not a new concept. SCGC made a similar proposal in A.11-11-02 for
an Expedited Application Docket procedure to review Applicants’ PSEP projects, but the Commission
rejected this proposal in D.14-06-007. Ex. 235 SCG/Phillips and Chaudhury at 39 (citing D.14-06-007 at
23).

89 D.11-06-017 at 19.

870 Ex. 506 TURN-SCGC/Yap at 48.

871 Ex. 235 SCG/Phillips and Chaudhury at 39-40; Ex. 231 SCG/Phillips at 56.

872 D.11-06-017 at 18.
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proposed Natural Gas Transmission Pipeline Comprehensive Pressure Testing Implementation
Plan (Implementation Plan) to comply with the requirement that all in-service natural gas
transmission pipelines in California has been pressure tested in accord with 49 CFR 192.619,
excluding subsection 49 CFR 192.619(c).”®"®> SoCalGas understands this language to require gas
utilities to propose a plan to validate that all in-service natural gas transmission pipelines in
California “have been pressure tested in accord with 49 CFR 192.619, excluding subsection 49
CFR 192.619(c),” i.e., to the “modern standard” set by 49 CFR 192 Subpart J.

SoCalGas included this request in this proceeding pursuant to an agreement with ORA
and SCGC/TURN in a pending PSEP proceeding.®”* In prior PSEP proceedings, parties have
expressed different interpretations of the language in D.11-06-017 and SoCalGas’ obligations
with respect to PSEP.3”> SoCalGas requests that the Commission clarify State policy regarding
pipelines that have documentation of a pressure test that pre-dates adoption of federal pressure
testing requirements (i.e., those categorized as Phase 2B in Applicants’ PSEP). Resolution of
this issue in this Application will enable SoCalGas prudently to design and plan remaining PSEP
projects without delay.

18.9.2 ORA’s Proposal

ORA disagrees with SoCalGas’ understanding of the Commission’s intent that the work
that is defined as Phase 2B has been ordered by the Commission to be executed as part of
PSEP.#¢ In support of its position, ORA cites language from D.15-03-049, which found that
Applicants’ shareholders are responsible for the cost of testing pipelines installed between 1956
and 1961 for which Applicants do not have a record of a pressure test.*”” However, reliance on
this decision is misplaced because it does not address pressure testing pre-1970 pipelines for

which there is a record of a pressure test, which is the question at issue here.

873 D.11-06-017 at OP 4 (emphasis added).

874 Ex. 235 SCG/Phillips and Chaudhury at 41, n.121 (citing A.16-09-007, Assigned Commissioner’s
Scoping Memo and Ruling at 4-5). Notwithstanding this agreement, and after the Scoping Memorandum
and Ruling in this proceeding specifically included this issue within the scope of this proceeding,
SCGC/TURN filed a petition for modification of D.11-06-017 on just this issue. See Assigned
Commissioner’s Scoping Memorandum and Ruling at 4-5.

875 Ex. 231 SCG/Phillips at 57.

876 Ex. 398 ORA/Stannik and Li at 32.

87 Id. at 33.
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Moreover, ORA’s interpretation ignores the plain language of D.11-06-017 which states
pipeline operators should be required to pressure test or replace all pipelines not tested in
accordance with federal regulations adopted in 1970 (i.e., Subpart J):

Natural gas transmission pipelines placed in service prior to 1970 were not
required to be pressure tested, and were exempted from then-new federal
regulations requiring such tests. These regulations allowed operators to operate a
segment at the highest actual operating pressure of the segment during the five-
year period between July 1, 1965 and June 30, 1970.%78

Natural gas transmission pipeline operators should be required to replace or
pressure test all transmission pipeline that has not been so tested.t”

The intent of the Commission is clear, and ORA’s position is not supported.
18.9.3 SCGC/TURN?’s Proposal

SCGC/TURN also argue that SoCalGas is not required to comply with these explicit
directives from the Commission and on that basis argue that the Commission clarify that Phase
2B need not be executed.®® In making this recommendation, SCGC/TURN selectively quote
language in Commission decisions regarding when the costs of testing or replacing post-1955
pipe cannot be recovered in utility rates.3®! Specifically, Catherine Yap states on behalf of
SCGC/TURN, “the Applicants’ interpretation of D.11-06-017 is clearly contradicted by Ordering
Paragraph 3 of the same decision, which states: ‘A pressure test record must include all elements
required by the regulations in effect when the test was conducted. For pressure tests conducted
prior to the effective date of General Order 112, one hour is the minimum acceptable duration for
a pressure test.””*%? Witness Yap further states:

In subsequent decisions the Commission made it abundantly clear that the PSEP
does not include pipeline segments for which the Applicants have a record of a
pressure test that was required at the time the pipeline was constructed. In D.16-
06-007, the Commission ordered that the costs of pressure tests “must be
absorbed by the shareholders of SDG&E and SoCalGas in situations where the
company has failed to maintain records of strength testing required at the time of
installation of the pipeline.®?

878 D.11-06-017 at FOF 6.

879 Id. at FOF 7 (emphasis added).

880 Ex. 235 SCG/Phillips and Chaudhury at 41.
881 Ex. 506 TURN-SCGC/Yap at 49.

882 Jd. (emphasis in original).

83 17
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This language pertains to disallowances, not whether the pipelines must be pressure
tested or replaced. Witness Yap states further: “about eighteen months later, in D.15-12-020,
the Commission said there should be a disallowance ‘where pressure test records are not
available that provide the minimum information to demonstrate compliance with the industry or
regulatory strength testing and record keeping requirements then applicable....”%* Again, this
language does not address the Commission’s express mandate that all transmission pipelines in
the State must be brought into compliance with 1970 pipeline regulations. Rather, this language
pertains to certain segments for which Applicants may not obtain rate recovery. It is
incongruous for SCGC/TURN to argue that the above-quoted language about rate recovery
indicates Phase 2B work has not been ordered: work would have to be performed as part of
PSEP for rate recovery to even be implicated.

If, however, the Commission did not intend for Phase 2B work to be included within the
scope of PSEP, SoCalGas has two requests with respect to this clarification. First, the ruling
should be applied prospectively, and certain Phase 2B work should be permitted on a case-by-
case basis depending on pipeline condition and project needs.®®> Second, SoCalGas requests that
the Commission clarify that the documentation requirements set forth in Subpart J subsection 49
CFR 192.517 are not required for pipelines that are constructed prior to the adoption of the
federal regulation (to be clear, a record of a pressure test meeting then-applicable standards
would still be required). According to SoCalGas’ interpretation of D.11-06-017, a pipeline
operator would be out of compliance if it does not have all the documentation required by
Subpart J, even if that documentation was not required by earlier standards and guidelines. The
following table summarizes SoCalGas’ understanding of documentation requirements that were

not required prior to adoption of 49 CFR 192 in 1970:

884 Id
885 Ex. 235 SCG/Phillips and Chaudhury at 42.
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Table 18.F
Documentation Requirements - >20% Specified Minimum Yield Strength (SMYS)

Post 1970
Pre-1955 | 1955-1961 l(zfé'ﬁg’ (49 CFR 192
Subpart J)
Test Duration No No No Yes
Record of No No No Yes
Pressure
Readings
Significant No No No Yes
Elevation
Changes
Disposition of No No No Yes
Leaks and
Failures

If it is the Commission’s intent that the documentation requirements of 49 CFR 192.169
(excluding subsection 49 CFR 192.619(¢)) are not required for tests conducted prior to the
effective date of Subpart J in November 1970, the Commission should state so explicitly.

18.10 Fourth Year

18.10.1 SoCalGas’ Proposal

In the event the Commission grants SoCalGas’ request for a four-year GRC term,3%

SoCalGas anticipates completing an additional five pressure test projects and three replacement
projects within the additional year. These eight individual projects have been identified and
scoped, and preliminary cost estimates have been prepared for them totaling $51,879,000 in
O&M and $107,034,000 in Capital expenditures.®®” Thus, if a fourth year is added to the GRC
cycle, SoCalGas’ PSEP’s request should be considered to be for the revenue requirement

associated with the following O&M and Capital expenditures:

886 Ex. 242 SCG/Malik at 2-3.
887 Ex. 231 SCG/Phillips 49-54. Additional PMO costs are also expected to be incurred in the fourth year
as follows: $3,897,000 in O&M and $9,092,000 in Capital. Id. at 54.
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Table 18.G
Summary of O&M and Capital Expenditures for Four-Year (2019-2022) GRC Cycle

(Thousands)
O&M Capital Total
Pressure Test Projects | $285,774 $86,610 $372,384
Replacement Projects $386,117 $386,117
Valve Enhancement $246,000 $246,000
Plan
Miscellaneous Costs | $19,470 $46,726 $66,196
Total $305,244 $775,453 $1,070,697
18.10.2 ORA'’s Proposal

ORA has not opposed Applicants’ requests for fourth-year costs pertaining to
replacement projects or miscellaneous costs for PMO.*® ORA has proposed a reduction of
approximately $9,601,000 with respect to pressure test projects proposed to be executed by
Applicants if the Commission adopts a four-year GRC cycle.?®® These reductions are based on
the results of applying ORA’s pressure test linear regression model. As such, Applicants
recommend that these reductions be rejected for unreliability and inaccuracy, for the same
reasons stated supra at Section 18.4.

18.10.3 SCGC/TURN’s Proposal

SCGC/TURN do not oppose Applicants’ request for fourth-year miscellaneous costs for
PMO. SCGC/TURN do, however, propose reductions of approximately $14,569,000 for
pressure test projects and $77,713,000 for replacement projects. The reduction for pressure test
projects is based on SCGC/TURN’s misconception that a risk assessment factor is not a
necessary component of an estimate. For the reasons stated supra at Section 18.4, this request
must be rejected. With respect to replacement projects, SCGC/TURN also propose to exclude
the risk assessment factor to the tune of $37,505,000; this request should be rejected for the same
reasons.

SCGC/TURN also propose to omit the construction costs associated with the completion
of the Line 44-1008 project (SCGC/TURN propose Applicants recover $700,000, whereas
Applicants’ have requested $76,582,000) on the basis that Applicants may not complete the

888 Ex. 398 ORA/Stannik and Li at 27-28.
889 [d
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necessary environmental review process during the four-year GRC cycle.®”° This is the same
basis for SCGC/TURN’s recommendation that construction costs expected to be incurred during
the three-year GRC cycle should be rejected. SCGC/TURN?’s position that there certainly will
be at least a two-year delay in commencing construction on the Line 44-1008 project is
untenable. Moreover, Applicants’ project substitution proposal more than accounts for the
possibility that projects could be affected by delays, and SCGC/TURN support this proposal (as
discussed supra at Section 18.8). SCGC/TURN’s request to plan to delay the Line 44-1008
project should be rejected.

18.10.4 Indicated Shippers’ Proposal

Indicated Shippers has not opposed the amounts requested by Applicants for fourth-year
projects.®”! Indicated Shippers has, however, stated an opposition to a four-year GRC cycle; this
position is addressed in the Direct Testimony of Jawaad Malik and the Rebuttal Testimony of
Sandra Hrna.®%?

18.11 Conclusion

In summary, Applicants developed detailed cost estimates in support of the scoped-out
PSEP pipeline pressure test and replacement and Valve Enhancement Plan projects proposed in
this proceeding. In accordance with industry standards, the forecasts for the individual projects
include a risk assessment component based on the attributes of that project; any cost estimate
would be woefully incomplete without it. The Commission should approve the forecasts
presented to it so Applicants may continue to execute important safety work and to meet the
Commission’s directive to execute PSEP as soon as practicable while meeting Applicants’ PSEP
objectives to (1) enhance public safety; (2) comply with Commission directives; (3) minimize
customer impacts; and (4) maximize the cost effectiveness of safety investments. Moreover, the
Commission should approve Applicants’ request for two-way balancing account treatment as it
provides assurance to customers that they will not pay more than the actual costs of completing
these safety-related projects. Applicants’ requests for project substitution and a pipeline failure
allowance also should be granted in their entirety. Finally, the Commission should clarify

whether Phase 2B work is required to be executed as part of PSEP.

890 Ex. 506 TURN-SCGC/Yap at 43-44, 46.
891 Ex. 436 IS/Gorman.
82 Ex. 242 SCG/Malik; Ex. 244 SCG/Hrna.
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19. Procurement
19.1 Gas Procurement

SoCalGas’ Gas Procurement’s (Gas Acquisition) request is described and justified in Gas
Acquisition’s requested funding and forecasted activities for 2017-2019.%3 SoCalGas requests
TY 2019 O&M funding totaling $4.230 million, an increase of $317 thousand over BY 2016
costs of $3.913 million. The $317 thousand increase consists of $267 thousand in labor for
primarily filling existing vacancies and a reasonable $50 thousand increase in non-labor costs.

ORA was the only party to contest Gas Acquisition’s request. ORA recommended an
adjustment of $250,000% related to the two vacancies in the department.?*> ORA took issue
with the TY 2019 O&M forecast for Gas Acquisition labor costs opposing ratepayer funding for
two vacant positions, (1) a Director and (2) a Supply Forecast Analyst. ORA stated that
SoCalGas had requested and was approved funding for these two positions in the previous TY
2016 GRC.* In addition, ORA stated that although the Commission previously authorized
funding for the two positions, SoCalGas did not fill the positions and has been able to conduct its
procurement activities without staffing the two positions since 2014.%7

The following table summarizes SoCalGas’ and ORA’s positions:

Table 19.A
TOTAL O&M - Constant 2016 ($000)
Base Year Test Year Change
2016 2019
SoCalGas $3,913 $4,230 $317
ORA $3,913 $3,990 $77

893 See generally Exs. 282-284 SCG/Lazarus.

894 Table 15-1, included in the ORA Report on the Results of Operations for San Diego Gas & Electric
Company, Southern California Gas Company Test Year 2019 General Rate Case, SDG&E Electric and
Fuel Procurement, SCG Gas Acquisition by Fransiska Hadiprodjo, incorrectly reflects as $250,000 the
difference between Sempra Proposed and ORA recommended funding on the “SCG Gas Procurement”
line of the table. Ex. 410 ORA/Hadiprodjo at 2. The corrected dollar difference for ORA’s recommended
adjustment should be $240,000. For the purposes of this brief, the $250,000 number will be used
throughout instead of the $240,000 that would be reflective of the difference of $4.230 million and $3.990
million.

895 Id. at 8:5-9.

8% Ex. 410 ORA/Hadiprodjo at 7:13-15 (referring to D.16-06-054.)

87 Id. at 8:3-5.
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SoCalGas disagrees with ORA’s recommendation. SoCalGas’ TY 2019 requested O&M

funding is necessary to support the procurement of natural gas for SoCalGas and SDG&E core

9

customers,® as well as the procurement of Cap-and-Trade emissions compliance instruments for

SoCalGas covered end-use customers and transmission and storage facilities. More importantly,

the requested O&M funding will enable Gas Acquisition to meet department priorities including

899

providing reliable gas supplies to core customers cost-effectively,®” and to lower customer

carbon emission costs using Commission-authorized procurement tools. SoCalGas’ forecast is a
conservative one, proposing no incremental increase in headcount and filling two existing
vacancies.”” In an effort to control labor costs, Gas Acquisition is striving to maintain staffing
at BY 2016 levels despite significant incremental activities/responsibilities being placed on its
staff such as the procurement, regulatory, and administrative activities associated with Cap &
Trade®! as well as other Gas Acquisition recent and expected future increased activities
including the following:

. Procurement of Renewable Natural Gas’*? (RNG): Anticipated potential future
procurement’® and recent Commission approved procurement’®* of RNG volumes to
meet a portion of core load will increase workload including the following activities:

1) RNG / biogas market analysis, 2) physical and financial trading, 3) contract
negotiation and administration, 4) settlement, 5) regulatory reporting, 6) management and
administration of environmental credits that are generated when RNG is used for
transportation load, and 7) regulatory and financial accounting.

. Operational Constraints’®’: Certain pipeline and storage field operational constraints
(primarily maintenance-related events) occurring on SoCalGas’ system have resulted in

898 Pursuant to the Omnibus Decision (D.) 07-12-019 at Ordering Paragraph (OP) 4, the core portfolios of
SoCalGas and SDG&E were consolidated into one single portfolio managed by SoCalGas’ Gas
Acquisition Department, effective April 1, 2008.

899 Under SoCalGas’ Gas Cost Incentive Mechanism (GCIM) Years 1-24, Gas Acquisition has saved
ratepayers a total of $1.027 billion in gas costs. Application of Southern California Gas Company
Regarding Year 24 of Its Gas Cost Incentive Mechanism, A.18-06-009 at Attachment A, Table 1, p.3.

90 Ex. 282 SCG/Lazarus at 8:9-19.

N 1d. at 8-9; Ex. 284 SCG/Lazarus at 4-5.

%2 Ex. 282 SCG/Lazarus at 11:26-29

%03 SB 1440, pending signature by the Governor, proposes that California gas corporations procure
biomethane consistent with specified conservation requirements and policies in current law, and other
requirements including that the gas corporations collectively procure RNG at a level to be determined by
the CPUC.

9% The Commission approved SoCalGas Advice Letter No. 5295, “Balancing Account and Rate
Schedule Modifications Supporting a Voluntary Renewable Natural Gas Procurement Pilot” on July 5,
2018.

%5 Ex. 284 SCG/Lazarus at 5-7.
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increased procurement and related support activities to ensure reliability of core flowing
supplies at SoCalGas’ city gate and to maximize core storage gas.

o Increased Analytical Work: Increased monitoring and analysis of factors impacting gas
prices and understanding of price interactions among various producing regions.
. Monitoring Exports Activity: Monitoring increased exports to Mexico, as well as

increasing LNG exports, and their impact on domestic prices.

Also, the incremental responsibilities related to RNG, operational constraints, increased
analytical work and export activities facing Gas Acquisition would have justified adding
additional employees. However, Gas Acquisition elected to maintain the same BY 2016 staffing
level with the assumption that the two vacant positions would be filled and used to meet the
additional responsibilities. In fact, the Director position was filled on an interim basis as of April
2018 (after direct testimony was filed in October 2017), and Gas Acquisition is currently in the
process of filling the Supply Forecast Analyst position.””® As such, SoCalGas disagrees with
ORA'’s recommended decrease in labor funding for the Director and Supply Forecast Analyst
positions as these positions are instrumental to Gas Acquisition’s success in both the near and
long-term in meeting department goals of cost-effective and reliable natural gas and cost-
effective Cap-and-Trade compliance instruments.

Further, ORA’s argument that Gas Acquisition has been able to conduct its procurement
responsibilities without filling the vacancies assumes that Gas Acquisition responsibilities have
remained unchanged since 2014 and fails to consider the additional responsibilities”’ that Gas
Acquisition has been and continues to face. To continue to meet its goals, Gas Acquisition relies
upon a skilled, experienced and professional department at optimal staffing levels. Funding for
Gas Acquisition’s two existing vacant positions contributes to the optimal staffing level,
therefore ORA’s recommendation to eliminate funding for the two vacant positions should be
denied.

19.2  Electric and Fuel Procurement (E&FP) — (SDG&E Only)

SDG&E’s Procurement, also referred to as E&FP, testimony and workpapers, supported
by witness Kendall Helm, describes and justifies SDG&E’s forecasted activities from 2017-
19.°9% SDG&E forecasts a level of O&M costs in the test year necessary to plan, manage, and

maintain the required expertise in order to sustain its mission of providing clean, safe, and

906 Ex. 284 SCG/Lazarus at 2:5-12.
N7 Id. at4:2-7.
908 Exs. 285-286 SDG&E/Helm.
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reliable energy under an evolving technology and regulatory landscape.””® Accordingly,
SDG&E is requesting the Commission adopt SDG&E’s E&FP TY 2019 forecast of $8.641
million of O&M expenses for E&FP to fulfill its responsibility for planning, procuring,
managing, and administering the energy supply resources needed for SDG&E to deliver clean,
safe, and reliable electricity to its approximate 3.6 million customers.”!® This request is
consistent with O&M expenses recorded in prior years and represents an increase of $679,000 in
O&M expenses from the 2016 adjusted recorded amounts.”!!

As explained in Ms. Helm’s Direct Testimony, the TY2019 forecast is needed to support
E&FP’s function of procuring electricity of SDG&E’s customers. Since 2013, the value of
supply resources has exceeded $1.2 billion dollars on an annual basis, and in 2016, 43 percent of
the electricity supplied to customers was from renewable sources.”'? E&FP must meet customer
demand by acquiring both long-term and short-term resources, optimizing those resources in the
wholesale energy and ancillary services markets, prudently administering contracts, and
accurately settling all energy procurement transactions.’’®> To meet state policy goals and
comply with legislative and regulatory requirements, E&FP also develops comprehensive
procurement strategies and tools to capture the benefits of clean and evolving technologies, such
as energy storage, demand response, and distributed energy resources.”'* While costs for
electricity supply are forecasted and recorded in SDG&E’s Energy Resource Recovery Account
(ERRA), E&FP’s O&M costs’!® are part of the General Rate Case (GRC).

In addition to sponsoring the E&FP organization’s costs, Ms. Helm’s testimony
supported the need for technology upgrades to enable SDG&E to maintain its legal obligation to
provide scheduling services within the CAISO market.”'¢ There are four capital projects; (1)

2016 CAISO Mandates; (2) 2017 CAISO Mandates; (3) 2018 CAISO Mandates; and (4) Allegro

%9 Ex. 285 SDG&E/Helm at 1.

910 Id. at 1 and n.1 (“E&FP procures electricity for its bundled customer load, which represents the total
demand from those customers that buy the commodity of electricity from SDG&E.”).

911 Id

912 Id

913 1d.

914 Id. at 1-2.

915 Id. at 2 and n.2. (“Exclusive of applicable software and subscription costs used exclusively for
purposes of energy procurement-related requirements, which may be recovered through ERRA (for
example, Tullett Prebon pricing subscriptions used exclusively for SRAC price indices).”).

%16 Id. at 2.
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Technology Upgrades.’!” The associated capital costs are sponsored by Mr. Christopher

Olmsted.”'®

ORA was the only party to submit testimony in response to SDG&E’s E&FP’s request.’!’
ORA did not oppose SDG&E’s TY2019 expense forecast of $8.641 million.”?° In addition,

ORA did not take issue with SDG&E’s business justifications for the capital technology

upgrades.®?!

ORA'’s table below compares SDG&E’s TY 2019 forecast to ORA’s forecast of the

E&FP function groups:®*?

Table 19.B
Non-Shared Electric & Fuel Procurement Expenses

2012-2016 Recorded and 2019 Forecast

(in Thousands of 2016 Dollars)

SDG&E ORA
Description 2012 2013 2014 2015 2016 2019 2019
LT Procurement $2504 | $2414 | $2253| $2,083| $1,762 $2,203 $2,203
Trading & Schedule | $3280 | $2745| $2991| $2900| $2,830 $2,949 $2,949
Mid & Back Office $3379 | $3531| $3610| $3554| 3,370 $3,489 $3,489
Total $9,163 | 98690 | $8854 | $8537| $7,962 $8,641 $8,641

Source: 2012-2016 data from Ex. SDG&E-12-WP, pp. 6-20. SDG&E 2019 forecasts from Ex.
SDG&E-12, p. KKH-1, Table KKH-1.

Based on the foregoing, SDG&E requests that the Commission adopt its proposal for
$8.7 million of O&M expenses in TY 2019 for E&FP in order to allow SDG&E to meet its
electric commodity procurement responsibilities through the rate case cycle.

20. Advanced Metering Infrastructure (AMI) (SoCalGas Only)
20.1 Advanced Metering Infrastructure

SoCalGas’ Advanced Metering Infrastructure (AMI) testimony and workpapers,

supported by witness Rene F. Garcia, describe and justify the Companies’ O&M and capital

923

expenditure forecasts, ~ which in turn form the basis for the TY 2019 revenue requirement

9
9
9

—_

7 Id. at 14-16.

8 Ex. 304 SDG&E/Olmsted.
 Ex. 410 ORA/Hadiprodjo.
o0 Id at 1.

21 Id. at 4.

922 This table appears as Table 15-2 in Ex. 410 ORA/Hadiprodjo at 3 but is renumbered in this brief.
923

by witness areas impacted by the AMI deployment.
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request for this area. The Advanced Meter Operations organization (AMO) is responsible for
deploying, operating, monitoring and maintaining SoCalGas’ AMI technology.

The Rebuttal Testimony of Mr. Garcia summarizes SoCalGas’ forecast request and
corresponding Intervenor proposals in this area.”>* Except as otherwise set forth below, no
Intervenors have contested SoCalGas’ requests for the forecasted items identified the AMI
testimony and workpapers. While SoCalGas does not specifically address the uncontested items
here, the items were fully supported in the direct testimony and workpapers and should be
adopted by the Commission.

20.2 AMI-Related Operations and Maintenance Issues

The AMO organization has deployed nearly 6,000,000 AMI modules (MTUs) throughout
SoCalGas’ service territory. These MTUs are mounted on the gas meter as an additional piece of
telemetry/communications equipment. Approximately 96,500 MTUs will be maintained by the
Measurement and Regulation (M&R) workgroup within SoCalGas’ Gas Distribution
organization, with the balance being maintained by Customer Services-Field (CS-F)
organization.”?

As with any asset, there is ongoing maintenance for which costs must be accounted. In
the case of MTUs, the annual module failure rates estimated in this GRC are driven by
mechanical and electrical failures that can occur with such devices. SoCalGas estimates the
annual MTU failure and field replacement rates for CS-F and M&R are 0.68% and 1.92%,
respectively.”?®

The Coalition of California Utility Employees (CUE) proposes that “the O&M budget for
the CS-F group be increased to allow for the same 1.92% per year failure rate expected for MTUs
maintained by the M&R group.”?’ CUE’s proposed AMI module failure rate would result in an
increase of the CS-F organization MTU maintenance cost forecast of $3.308 million. This CUE-
proposed increase would raise the forecasted total cost for CS-F maintained MTUs to $5.122
million in TY 2019.

SoCalGas does not believe aligning the failure rates between the CS-F and M&R is

appropriate. The failure rates for module types maintained by CS-F and the M&R are separately

924 Ex. 290, SCG/Garcia at 1-3.

925 Ex. 7, SCG/Orozco-Mejia at 129 and Ex. 119 SCG/Marelli at 25.
926 Ex. 290, SCG/Garcia at 6.

927 Ex. 370, CUE/Marcus at 28-29.
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defined because the M&R group maintains meters and modules that are more mechanically and
electronically complex than those maintained by CS-F.°?® The increased complexity of the M&R
maintained devices results in higher annual failure rate than those maintained by CS-F.
Consequently, because SoCalGas finds no evidence or support for aligning M&R and CS-F
MTU failure rates, SoCalGas does not believe the increased TY 2019 forecast increase proposed
by CUE is appropriate or necessary, therefore, the CUE proposal should be rejected.

20.3 AMI-Related Capital Issues

Ms. Orozco-Mejia’s testimony addressed Remote Meter Reading labor and non-labor
capital expenditure forecasts. In particular, these forecasts covered CS-F curb meter
replacements as part of the Planned Meter Changeouts (PMC) associated with the AMI
implementation. As further summarized below, the resulting SoCalGas capital forecast for 2017
and 2018 is $0.727 and $2.032 million, respectively.®?’

For 2017, ORA recommends adopting the 2017 recorded expenditure of $1.278 million
for remote meter reading, but disputes SCG’s request of $2.032 million for 2018, and instead
recommends a total disallowance of SoCalGas’ 2018 request. ORA’s proposal would result in a
potential $1.411 million total disallowance associated with 2018 curb meter replacements.

ORA, recommends the total disallowance for 2018 based on the following assumptions:
(1) the Commission-authorized AMI deployment period was to terminate at the end of 2017, and
(i1) delays in manufacturing MTU issues meant that “ratepayers would be paying twice for the
same parts if the Commission authorizes” the 2018 request.”>* ORA’s assumptions for its
recommended disallowance are incorrect.

First, while it is true that AMI deployment was originally intended to be completed in
2017, the Commission, pursuant to Advice Letter 5134-G: (i) extended the AMI deployment
period for at least one year beyond the seven-year deployment period (2010-2017) through 2018,
or until the associated costs and benefits are incorporated in a subsequent General Rate Case
(GRC); and (ii) allowed for the establishment of separate subaccounts in the AMIBA to record
costs associated with the deployment and post-deployment periods of the AMI project as well as

for on-going meter reading costs in areas where the AMI network is not constructed.” 3!

928 Ex. 290 SCG/Garcia at 6

92 Ex. 7, SCG/Orozco-Mejia at 142.
930 Ex. 406, ORA/Phan at 84.

31 Ex. 290 SCG/Garcia at 4.
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Second, ORA misunderstands the costs contained in this category. SoCalGas’ capital
funding request for curb meter replacements excludes AMI-related parts. Parts-related costs for
MTUs and curb meters being installed as described in the corresponding testimony are not
included in this cost category since these costs are funded by the AMI project implementation.®*?

Nonetheless, SoCalGas acknowledges the curb meter deployment effort’s one-year delay
in deployment due to vendor product manufacturing issues and appreciates ORA’s position
regarding unanticipated ratepayer impacts in 2018.2° Therefore, SoCalGas agrees with ORAs
recommendation adopting the 2017 recorded expenditure of $1.278 million, and the resulting total
disallowance of $1.141 million in SoCalGas forecasted capital-related curb meter installation
costs in 2018.

21. Electric Generation
21.1 Introduction
21.1.1 Summary of Costs
Exhibits 97-100°* support SDG&E’s TY 2019 forecasts for O&M and capital costs for
the forecast years 2017, 2018, and 2019 associated with the Electric Generation area for
SDG&E. Table DSB-1, from SDG&E’s direct testimony (Ex. 97), summarizes these costs.

Table DSB-1
Test Year Summary of Costs

ELECTRIC GENERATION &
SONGS (In 2016 $)

2016 Adjusted- TY2019 Change

Recorded Estimated (000s)
(000s) (000s)

Total Non-Shared Services 36,435 62,316 25,881
Total Shared Services (Incurred) 747 1,095 348
Total 0&M 37,182 63,411 26,229

932 Ex.290 SCG/Garcia at 4-5.

933 Exs. 97-99 SDG&E/Baerman and Ex. 100 SDG&E/Baerman/Shimansky.

175




NEW GENERATION (In

2016 $)

Categories of Management 2016 Estimated Estimated Estimated
Adjusted- 2017 (000s) 2018 (000s) | 2019 (000s)
Recorded

A. Generation Capital 22,984 12,807%% 292,826 17,371

Total 22,984 13,314 292,826 17,371

21.1.2 Summary of Activities

As discussed in SDG&E’s direct testimony (Ex. 97), the Electric Generation testimony
covers four primary areas: Generation Plant, Administration, San Onofre Nuclear Generating
Station (SONGS)-related O&M, and Resource Planning.

21.1.2.1 Generation Plant

SDG&E owns and operates two combined-cycle generating facilities, the Palomar
Energy Center in Escondido, CA and the Desert Star Energy Center in Boulder City, NV.
SDG&E owns and operates two peaking plants, Miramar Energy Facility in San Diego, CA and
Cuyamaca Peak in El Cajon, CA. SDG&E also added two battery energy storage system
projects to its fleet in early 2017, the 30 megawatt/120 megawatt-hour Escondido project and the
7.5 megawatt/30 megawatt-hour El Cajon project. A solar energy project located in Ramona,
CA was also added to the portfolio that can produce up to 4.32 megawatts using smart inverters
and fixed photovoltaic panels. SDG&E also includes costs associated with the potential
acquisition of the Otay Mesa Energy Center (OMEC) into its test year forecast, as described in
greater detail below.

With the exception of OMEC (separately addressed below), forecasting for Generation
plant O&M is largely based on a 5-year average. This method was selected because it allows for
inclusion of a variety of planned (e.g., scheduled maintenance outages and repairs) and
unplanned but typical (e.g., steam valve damage, combustion turbine component failures,
auxiliary equipment failures) maintenance events and provides a more representative history of

recorded spending.

94 SDG&E agreed to accept ORA’s recommended 2017 actual capital expenses in rebuttal Ex. 100
SDG&E/Baerman/Shimansky at 12. SDG&E’s original request of $13,314,000 is replaced with
$12,807,000.
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With the exception of OMEC (separately addressed below), a 5-year average also is
generally used to forecast capital expenditures. The average has been adjusted by removing
some large, one-time, capital projects from the history. This method is appropriate because it
reflects the operational needs of the assets, through the averaging period. SDG&E does not
propose a specific list of capital projects, but instead will plan, schedule and perform capital
projects, as appropriate, to best support the safe and reliable operation for Generation plants.

21.1.2.2 Administration

Generation Plant Administration provides managerial oversight and analytical support for
the generating fleet. Electric Project Development supports Generation and Resource Planning,
Smart Grid Projects and Distribution Planning.

The Base Year Recorded method is used for the forecast because of changes in the
Administration staffing level during the historical period that are not representative of current
staffing.

21.1.2.3 SONGS-related O&M

SDG&E’s testimony also requests recovery of the following reasonably incurred
SONGS-related O&M costs in this TY2019 GRC filing:

o $1.015M (20199) for SONGS Marine Mitigation; and

. $0.461M (2019$) for Worker’s Compensation under the Master Insurance Program
(MIP) (Pre-2000) and SCE’s self-insured Worker’s Compensation (Self-Insured
Worker’s Compensation) (Post-1999 through June 7, 2013) programs (collectively
“Worker’s Compensation™)

. Continuation of the SONGS Balancing Account, first authorized in D.06-11-026, and
most recently re-authorized in SDG&E’s TY2016 GRC (D.16-06-054).%%

21.1.2.4 Resource Planning

Resource Planning is responsible for planning the long-term electric generation needs of
SDG&E’s bundled customers as well as planning for adequate resources to meet local capacity
requirements of all customers. This group is managed by the Director — Resource Planning and
supports the goals of safely delivering reliable power at the lowest possible cost while meeting
the state’s policy goals to reduce greenhouse gas emissions. Software-based production cost

models are used to achieve this and these models are also used to evaluate resources proposed in

935 D.16-06-054 at 329, Ordering Paragraph (OP) 8(b) (“SDG&E shall continue the two-way balancing
account for San Onofre Nuclear Generating Station through this rate cycle.”).
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request-for-offers, develop CPUC-required filings such as the integrated resource planning
process, the annual ERRA filing, and to forecast greenhouse gas emissions.

Forecasting for labor and non-labor are largely based on the 5-year average with some
adjustments to reflect some more recent information. This method was selected because it
represents a reasonable foundation for forecasting the future needs of the organization.

21.1.3 Challenges Facing Operations

The key challenges facing Electric Generation during the next decade include the
following:

. Maintaining high reliability and availability. As equipment ages and is called on for
more frequent starts than originally anticipated, it is important to invest time and
resources to ensure that equipment is kept up to date with the best available technologies
and that the latest innovations in monitoring and maintenance practices are employed.
Current industry best practice predictive maintenance techniques, predictive data
analytics, transformer condition monitoring, vibration monitoring for rotating machinery
and high energy pipe weld inspections are used to reduce unplanned failures and forced
outages.

o Efforts to increase the effectiveness of network security, physical security and
environmental monitoring are ongoing to address increased risk.

21.1.4 RAMP Costs

Certain costs supported in SDG&E’s Electric Generation testimony are driven by
activities described in SoCalGas and SDG&E’s November 30, 2016 Risk Assessment Mitigation
Phase (RAMP) Report.”**

Table DSB-2, from SDG&E’s direct testimony (Ex. 97), provides a summary of the
RAMP-related costs supported by SDG&E’s electric generation testimony by RAMP risk:

TABLE DSB-2
Summary of RAMP O&M Overlay

ELECTRIC GENERATION (In 2016 $)

RAMP Risk Chapter 2016 TY2019 Total (000s)
Embedded Estimated
Base Costs Incremental

(000s) (000s)
SDG&E-6 Fail to Black Start 20 20 40
Total O&M 20 20 40

936 1.16-10-015/1.16-10-016 Risk Assessment and Mitigation Phase Report of San Diego Gas & Electric
Company and Southern California Gas Company, November 30, 2016.
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Summary of RAMP Capital Overlay

NEW GENERATION (In 2016 $)
RAMP Risk Chapter 2017 2018 2019
Estimated Estimated Estimated
RAMP Total | RAMP Total | RAMP Total
(000s) (000s) (000s)
SDG&E-6 Fail to Black Start 300 806 0
Total Capital 300 806 0

The Fail to Blackstart (i.e., Blackstart) risk is the inability to restore electric services to
customers in the SDG&E service territory following a disturbance or an event in which the
SDG&E service territory suffers a complete blackout or shut down condition. No party
challenged SDG&E’s proposed RAMP projects. The Commission should approve them as
reasonable.

21.1.5 Summary of Differences

The following tables, adopted from SDG&E’s rebuttal testimony (Ex. 100
SDG&E/Baerman/Shimansky), summarize SDG&E’s Electric Generation O&M and capital
forecasts versus other parties’ recommendations. Because ORA, TURN and Protect Our
Communities Foundation (POC) recommend that the Commission address the revenue
requirement associated with SDG&E’s potential acquisition of OMEC in 2019 — which the

937 <

Commission approved in Decision (D.) 06-09-021 — in a future Tier 1 Advice Letter,””’ “separate

938 or not approved at all,”*° the summary tables below show the

phase of this or another case,
aggregate impacts of those recommendations, first showing SDG&E’s position under the
scenario under which OMEC remains in the case, and second under the scenario recommended
by ORA, TURN and POC that OMEC is removed from this GRC, with the relevant

recommendations by those parties.

TOTAL O&M - Constant 2016 ($000) with OMEC in the GRC
Base Year Test Year Change
2016 2019

SDG&E 37,182 63,411 26,229

The table above shows the values supported by SDG&E with OMEC in the GRC.

%7 Ex. 403 ORA/Logan at 1:26-29.
938 Ex. 492 TURN/Woodruff at 2:8-9.
939 Ex. 472 POC/Powers at 2:5-8.
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TOTAL O&M - Constant 2016 ($000) with OMEC removed from the GRC

Base Year Test Year Change
2016 2019
SDG&E** 37,182 40,615 3,433
ORA 37,182 40,615 3,433
TURN 37,182 38,951 1,769
POC NA NA NA

The table above shows SDG&E’s, ORA’s and TURN’s positions with OMEC removed from this
GRC. POC made no recommendations regarding non-OMEC O&M costs.

TOTAL CAPITAL - Constant 2016 (§000) with OMEC in the GRC

2017 2018 2019 Total Variance

SDG&E 13,314 | 292,826 17,371 323,511
The table above shows the values supported by SDG&E with OMEC in the GRC.

TOTAL CAPITAL - Constant 2016 ($000) with OMEC removed from the GRC

2017 2018 2019 Total Variance’!
SDG&E’*? 12,807°% 12,826 12,020 37,653 -285,858
ORA 12,807 12,826 12,020 37,653 -285,858
TURN 13,314 12,826 12,020 38,160 -285,351
POC NA NA NA NA NA

The table above shows SDG&E’s, ORA’s and TURN’s positions with OMEC removed from this
GRC. POC made no recommendations regarding non-OMEC capital costs.

21.1.6 Organization of Brief

In Section II below, SDG&E responds to parties’ contested non-OMEC
recommendations. In Section III below, SDG&E responds to parties” OMEC recommendations.

21.2 SDG&E Response To Other Parties’ Contested Non-OMEC
Recommendations

21.2.1 SDG&E Response to Parties Non-OMEC O&M Recommendations
21.2.1.1 ORA
ORA did not contest SDG&E’s proposed non-OMEC electric generation O&M forecasts.

940 These values are derived from Ex. 97 SDG&E/Baerman at 1 (Table DSB-1) and 18 (Table DSB-6) [I
see the figure $34,785 in Ex. 97, Table DSB-6].

%41 Variances are shown in comparison to SDG&E’s original request.

942 These values are derived from Ex. 97 SDG&E/Baerman at 28 (Table DSB-10).

93 SDG&E agreed to accept ORA’s recommended 2017 actual capital expenses in rebuttal Ex. 100
SDG&E/Baerman/Shimansky at 12. SDG&E’s original request of $13,314,000 is replaced with
$12,807,000.
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21.2.1.2 TURN
21.2.1.2.1 Electric Generation Power Plants
TURN challenges some of SDG&E’s TY O&M forecasts of the Electric Generation

Power Plants, including Palomar, Desert Star, Miramar and Cuyamaca, principally focusing on
SDG&E’s use of a five-year historical period of 2012-2016 for developing average amounts used
for most of the base forecasts. TURN argues for use of a six-year historical period, using years
2012-2017, which reflects lower 2017 costs.

Consistent with the Rate Case Plan, SDG&E has prepared most of its forecasts using five
years of historical data, 2012-2016. SDG&E continues to support adoption of those forecasts for
the Test Year 2019 for SDG&E’s power plants as the amounts needed by SDG&E to operate and
maintain the power plants in a safe and reliable manner.

Below is a discussion by power plant of SDG&E’s position on TURN’s
recommendations.

Palomar

For Palomar, TURN forecasts O&M of $18,063,000 using a six-year averaging
methodology.”** Compared with the SDG&E forecast amount of $18,556,000 using a five-year
averaging methodology, the difference is a reduction of $493,000 from the SDG&E forecast.

As SDG&E explained in its rebuttal testimony (Ex. 100 SDG&E/Baerman/Shimansky at
7), SDG&E agrees with TURN’s position that a portion ($119,000) of crane costs should be
removed from the SDG&E base forecast as these costs will no longer occur due to the
installation of the Palomar steam turbine gantry crane and Palomar combustion turbine bridge
crane costs. Removal of the crane costs results in a revised SDG&E Forecast of $18,437,000,
which is a reduction of $375,000 compared to the TURN Forecast. SDG&E supports the revised
SDG&E forecast of $18,437,000.

Desert Star

For the Desert Star Power Plant, TURN forecasts O&M of $9,807,000 using a six-year
averaging methodology.”* Compared to the SDG&E forecast amount of $10,211,000 using a
five-year averaging methodology, the difference is a reduction of $404,000 from the SDG&E
forecast. As SDG&E explained in its rebuttal testimony (Ex. 100 SDG&E/Baerman/Shimansky

944 Ex. 494 TURN/Marcus at 59.
945 Id. at 60-61.
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at 7-8), SDG&E continues to support the labor and non-labor forecasted amount of $10,211,000.
SDG&E also disputes the $5,000 reduction in the TURN non-labor forecast for Boulder City

Chamber of Commerce dues reflected in 2016 historical costs. This charge should remain as it is

for supporting Boulder City business and maintaining and fostering positive relationships with

the community where Desert Star is located, and in which SDG&E employees live and work.

The table below also shows the TURN non-standard escalation (NSE) forecast for long-
term service agreement (LTSA) expenses of $5,151,000 and the SDG&E NSE forecast of
$5,350,000, a reduction of $200,000 from the SDG&E forecast. SDG&E disputes TURN’s use

of a two-year averaging methodology (2016 and 2017) for estimating the Test Year 2019 base

forecast. SDG&E believes that using Base Year 2016 as the basis for the forecast submittal is

the most reasonable method for forecasting future LTSA expenditures for Desert Star, and

supports the NSE forecast amount of $5,350,000.

The net resulting TURN Total Forecast of Labor, Non-Labor and NSE costs is
$14,962,000 compared to the SDG&E Total of $15,561,000, which is a reduction of $604,000.
SDG&E supports the SDG&E Total Forecast of $15,561,000.

Desert Star Power Plant

Test Year 2019 | Test Year 2019 | Test Year 2019 | Test Year 2019 | Test Year 2019
($ Thousands) Non-Labor Labor & Non-

Labor Forecast Forecast (1) | Labor Forecast NSE Total Forecast
TURN 2,687 7,120 9,807 5,151 14,962
SDG&E (1) 2,713 7,498 10,211 5,350 15,561
Difference (26) (378) (404) (200) (604)

Miramar

For the Miramar Power Plant, TURN forecasts O&M of $2,265,000 using a six-year

averaging methodology.”*® Compared to the SDG&E forecast amount of $2,380,000 using a

five-year averaging methodology, the difference is a reduction of $115,000 from the SDG&E

forecast. As SDG&E explained in its rebuttal testimony (Ex. 100 SDG&E/Baerman/Shimansky

at 8), SDG&E continues to support the forecasted amount of $2,380,000.

Cuyamaca

For Cuyamaca, TURN forecasts O&M of $992,000 using a 2013-2017 five-year average

methodology for labor and a 2012-2017 six-year average methodology for non-labor.”*’

9% Id. at 61-62.
97 Id. at 62-63.
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Compared to the SDG&E forecast amount of $1,078,000 using a 2012-2016 five-year averaging
methodology, the difference is a reduction of $86,000 from the SDG&E forecast. As SDG&E
explained in its rebuttal testimony (Ex. 100 SDG&E/Baerman/Shimansky at 9), SDG&E
continues to support the forecasted amount of $1,078,000.

21.2.1.2.2 General Plant Administration

For Generation Plant Administration, TURN forecasts O&M of $258,000, in contrast to
SDG&E'’s forecast of $349,000, a difference of $91,000. TURN’s lower forecast is due to the
use of a three-year average (2015-2017) compared to the SDG&E’s forecast based on Base Year
2016 costs.”®

As SDG&E explained in its rebuttal testimony (Ex. 100 SDG&E/Baerman/Shimansky at
9-10), SDG&E believes Base Year 2016 expenses are a reasonable basis for the forecasted costs
as it includes costs for the approximate two FTEs in the organization, including a Director and
Principal Business Analyst. The Principal Business Analyst position was vacant in 2017, but this
position is necessary for required budgeting, accounting and supply management activities of
generation power plants, which is currently being provided though borrowed labor. Therefore,
SDG&E believes that the SDG&E forecast of $349,000 is reasonable.

21.2.1.2.3 Resource Planning

For Resource Planning, TURN forecasts $815,000, in contrast to SDG&E’s forecast
amount of $1,094,000, a difference/reduction of $279,000. TURN disputes the SDG&E labor
forecast of $833,000, which is based on a five-year average and adjusted additions for a
Resource Planning Manager position and a different workforce composition.”*

SDG&E disagrees with TURN’s recommendation. As SDG&E explained in its rebuttal
testimony (Ex. 100 SDG&E/Baerman/Shimansky at 10-11), TURN fails to consider the
additional activities SDG&E will need to be actively engaged in as the Commission moves from
individual procurement proceedings to an Integrated Resource Planning (IRP) process, as
required in SB 350. The SDG&E forecast also reflects staffing needed to meet greenhouse gas
(GHGQ) target and reliability needs, which is incremental work. SDG&E continues to believe the
complexity of the new IRP process requires additional effort and a greater skill set than was

required in the past. The IRP has the potential to produce commodity cost savings for ratepayers

9 Id. at 64.
9% Id. at 64-65.
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but it will require incremental management expense. Failing to properly support the planning
process could result in overall higher commodity costs. Additionally, the incremental manager
position of IRP, included in the forecast adjustment, was delayed but has since been filled as of
May 2018.

21.2.2 SDG&E’s Response to Parties’ Non-OMEC Capital
Recommendations

21.2.2.1 ORA

The following is a summary of ORA’s recommendations with respect to SDG&E’s
proposed non-OMEC electric generation capital forecasts.

J ORA recommends Year 2017 recorded capital costs of $12.807M be adopted in
comparison to SDG&E Year 2017 forecasted capital cost of $13.314M.%°° SDG&E
accepts ORA’s recommendation.

o ORA does not dispute SDG&E’s requested Year 2018 and 2019 Capital forecasted
amounts of $12.826M and $12.020M, respectively, for generation power plants excluding
OMEC.*!

21.2.2.2 TURN

The following is a summary of TURN’s recommendations with respect to SDG&E’s

proposed non-OMEC electric generation capital forecasts.

. TURN made no proposed adjustments to SDG&E’s requested Capital forecasted costs for
Years 2017 — 2019, excluding OMEC.%>?
o TURN identified two projects at Palomar that were disallowed in the 2012 Test Year rate

case that were inadvertently included in the revenue requirement beginning in 2016.%%3
SDG&E agrees with TURN that the revenue requirement associated with these two
projects should be removed (retroactive to 2016) and any overcollections returned to
ratepayers.

21.3 SDG&E RESPONSE TO PARTIES’ OMEC PROPOSALS
21.3.1 Summary of SDG&E’s Request

As explained in SDG&E’s direct testimony (Ex. 97 at 5-7), OMEC is a 608-megawatt
combined-cycle power plant that was built and is currently owned by Calpine. SDG&E has
contracted for the plant’s local capacity and energy through a Power Purchase Tolling

Agreement (PPTA) since October 3, 2009 with the PPTA reaching the end of its term on October

90 Ex. 403 ORA/Logan at 18-19.
S Id., at 19.

952 Ex. 494 TURN/Marcus at 65.
953 Id
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2,2019. The PPTA has no renewal option but it includes “put” and “call” options. The Put
Option - exercisable at OMEC’s sole discretion and with OMEC’s notice due to SDG&E no later
than April 1, 2019 - would require SDG&E to purchase the Otay Mesa plant at a set price. The
Call Option, exercisable at SDG&E’s sole discretion, “would require OMEC to sell the Otay
Mesa plant at a set price.” (D.06-09-021 at 5).

In the Commission’s decision that approved SDG&E’s PPTA with Calpine (D.06-09-
021), the Commission further described the “put” and “call” options for the OMEC. As noted in
D.06-09-021, “Pursuant to the terms of the Put Option, there would be no additional Commission
review or approval required before OMEC’s potential exercise of the option. Under the price set
for the Put Option, SDG&E would own the Otay Mesa plant in 2019 at a price that would be
significantly below that of the Net Book Value of the Palomar Energy Center (Palomar) in
2019.” Id. at 5 (internal citation omitted). Because of the Commission’s determination in D.06-
09-021 and the potential that Calpine will exercise its Put Option, SDG&E is including the
$280M purchase price of the Put Option in this application. By way of contrast, the price of the
call option — which SDG&E has decided not to exercise - would be $377M.%>*

To help ensure that ratepayers only pay SDG&E for the costs of owning and operating
the plant when and if the ownership of the plant shifts to SDG&E,”*> SDG&E is proposing to
track the revenue requirement for this particular asset in a balancing account so customers are
indifferent to the timing of the transfer. SDG&E’s balancing account proposal also would
protect ratepayers in the event that the plant is not put to SDG&E and the PPTA merely expires.
The annual revenue requirement is necessary to provide SDG&E with the necessary revenue
requirement for the OMEC plant when the transfer occurs and for the attrition years beyond it
and will ensure that revenues are available to own the plant at the commencement of the transfer

date. The balancing account will ensure that no revenue requirement prior to the transfer date of

934 At the time the Commission issued D.06-09-021, the price of the Put Option ($280 million) and the
Call Option ($377 million) were subject to the Commission’s confidentiality rules, but the pricing has
since been made public. See, e.g., Calpine Corporation Securities and Exchange 10Q filing for the
quarter ending March 31, 2009 at 11, available at: http://d11ge852tjjqow.cloudfront.net/CIK-
0000916457/c2a0a247-8370-4d29-b066-805f2e2bc90e.pdf. (noting “a put option held by OMEC to sell
the Otay Mesa Energy Center for $280 million to SDG&E, and a call option held by SDG&E to purchase
the Otay Mesa Energy Center for $377 million at the end of the tolling agreement.”).

955 Ratepayers currently pay for the PPTA and rebalancing costs through the Electric Resources Recovery
Account (ERRA), which is reviewed annually in ERRA Forecast applications and most recently approved
in D.17-12-014.
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plant ownership would be retained by SDG&E, aside from the PPTA and equity rebalancing
costs included in the ERRA. There will be no double counting/collection because the invoices
paid through ERRA (with the exception of fuel costs) will cease when SDG&E gains control of
the plant and will no longer be balanced or accounted for there. In summary, the balance will be
returned to or collected from ratepayers based on the actual date SDG&E obtains control of the
plant. SDG&E’s Regulatory Accounts witness provides additional information in her testimony
on how the balancing account would work and the disposition of the balance.’>¢

To integrate OMEC into SDG&E’s generation fleet, SDG&E estimates that $5.351M in
ongoing capital will be required to address areas such as site physical security, network cyber
security, communications, modification of plant licenses and operating permits. On-going O&M
costs, including expenses for contracted labor, materials and services for routine maintenance
and planned outages, ground lease, and property insurance, are estimated to be $22.796M for
Test Year 2019. Cost estimates are based on the 5-year forecast for the Palomar Energy Center,
which is most similar in size, power plant type, and age to OMEC. Ground lease and property

insurance costs are from OMEC’S 2016 Financial Statements.

21.3.2 This GRC Proceeding is the Time and Place to Establish SDG&E’s
Revenue Requirement for OMEC

In their opening testimony, ORA and TURN state that it is likely that the OMEC will
exercise the option the Commission approved in 2006 in D. 06-09-021 to “put” the Otay Mesa
plant to SDG&E in 2019:

. ORA: “ORA concurs with SDG&E that it is reasonable to expect Calpine to exercise its
put option, and SDG&E will own the OMEC sometime in the 2019 timeframe.””>’

o TURN: “I agree with SDG&E that Calpine will likely exercise the Put Option and sell
the plant to SDG&E . . ;"% and “To be clear, I agree with SDG&E that it is highly likely
that Calpine will exercise its Put Option.””>’

936 Exs. 184 and 186 SDG&E/Jasso.

%7 Ex. 403 ORA/Logan at 7.

98 Ex. 492 TURN/Woodruff at 2.

99 Id. at 4. In support of its statement that “I agree with SDG&E that it is highly likely that Calpine will
exercise its Put Option,” TURN further explains: “The general complaints gas generators have expressed
with electricity market conditions in California might by themselves encourage Calpine to exercise its Put
Option. In addition, SDG&E believes that Calpine will also need to refinance about $280 million of debt
on OMEC in 2019, as shown in Attachment C, SDG&E’s response to the 6 Question of TURN’s 231
Data Request. If Calpine exercises the Put Option and closes the transaction, it could presumably more
readily pay off this amount.” Id. at 4.
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ORA and TURN argue, however, that the Commission should delay consideration of the
revenue requirement that will be necessary to support SDG&E’s ownership and operation of
OMEC until such time as OMEC actually exercises its Put Option and/or plant ownership is
transferred.”® In support of their argument, ORA and TURN assert that it is necessary to delay
consideration of SDG&E’s proposed OMEC revenue requirement to protect ratepayers against
any potential overcollection of costs.”®!

ORA and TURN seem to ignore that a key purpose of the OMEC balancing account
SDG&E has proposed in this GRC proceeding is to ensure that any overcollection of costs
related to the transfer of the plant to SDG&E is returned to ratepayers. As SDG&E explained in
its opening testimony, “[t]o help ensure that ratepayers only pay SDG&E for the plant
(depreciation, taxes, and return, otherwise known as ‘capital-related costs’) when and if the
ownership of the plant shifts to SDG&E, SDG&E is proposing to track the revenue requirement
for this particular asset in a balancing account . . . ““%? In its opening testimony, SDG&E also
explained that its balancing account proposal “also would protect ratepayers in the unlikely event
that the plant is not put to SDG&E and the [existing] PPTA merely expires (which SDG&E does
not expect).”?%3

If the Commission does not establish a revenue requirement for OMEC in this GRC
proceeding, as ORA and TURN propose, SDG&E is concerned that it will be unfairly denied an
opportunity to recover the revenue requirement necessary to own and operate the Otay Mesa
plant during this 2019 GRC cycle. SDG&E’s opening testimony explains that “[t]he annual

revenue requirement is necessary to provide SDG&E with the necessary revenue requirement for

the OMEC plant when the transfer occurs [2019] and for the attrition years beyond it . . . “*%*

%0 As explained above, if OMEC decides to exercise its Put Option, OMEC must provide notice to
SDG&E no later than April 1, 2019. Under ORA’s proposal, SDG&E would file a Tier 1 advice letter
seeking recovery of its proposed revenue requirement sometime after it receives this notice but before the
transfer in ownership occurs. Ex. 403 ORA/Logan at 9. Under TURN’s proposal, SDG&E would not
even seek review of its proposed revenue requirement until affer the transfer in ownership occurs. Ex.
492 TURN/Woodruff at 7.

%1 Ex. 403 ORA/Logan at 7; Ex. 492 TURN/Woodruff at 3.

%2 Ex. 97 SDG&E/Baerman at 6 (internal citation omitted). In rebuttal testimony, SDG&E explained
that in response to data requests, SDG&E has clarified that the proposed OMEC balancing account would
track the revenue requirement for both capital and O&M costs. Ex. 100 SDG&E/Baerman/Shimansky at
14, fn. 28.

%3 Ex. 97 SDG&E/Baerman at 6.

%4 Id. at 6.
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(emphasis added). Delaying the Commission’s consideration of SDG&E’s proposed revenue
requirement for OMEC, as ORA and TURN propose, could result in SDG&E not having
sufficient funds to own and operate the plant during this 2019 GRC cycle.

Thus, contrary to ORA’s and TURN’s assertions, this GRC proceeding is the time and
place to establish SDG&E’s revenue requirement for the Otay Mesa plant, subject of course to
true up in the OMEC balancing account. The Commission already has approved the $280

t965

million purchase price for the plant”™® and ORA has “verified that this price is consistent with the

terms and conditions of the agreement approved by D.06-09-021.”%¢6

To the extent that SDG&E’s final due diligence of the plant results in any adjustments to
the $280 million set price, as TURN contends,”®” SDG&E’s proposed OMEC balancing account
will provide for a true-up of that revenue requirement variance by making an adjustment in the
balancing account. The adjusted revenue requirement, including revised values (capital related
costs of depreciation, taxes, and return, and O&M, should the ultimate purchase price be
different than $280 million), would be shown as an attachment in the Annual Non-Fuel
Generation Balancing Account advice letter, or another Tier 2 advice letter. Those adjustments
for the updated revenue requirement would be shown in the OMEC balancing account, and
subject to the Commission’s and parties’ standard review, just like any other balancing account.

With respect to SDG&E’s 2019 forecasted going-forward O&M and capital costs for
OMEC, ORA and TURN (and all parties) have had an opportunity in this GRC proceeding to
review and comment on SDG&E’s forecasts, and ORA and TURN have done so. For example,
in its testimony, ORA has proposed a $1.1 million reduction in SDG&E’s 2019 O&M forecast
for OMEC”®® (which SDG&E addresses below), but “accepts” SDG&E’s $5.351 million capital

%5 In D.06-09-021 (at 5), the Commission stated that “Pursuant to the terms of the Put Option, there
would be no additional Commission review or approval required before OMEC'’s potential exercise of the
option.” (emphasis added). In D.06-09-021, the Commission also expressly found that “[i]t is reasonable
to approve the acquisition by SDG&E of the Otay Mesa plant at the end of the ten-year PPA if OMEC
exercises the Put Option.” /d. at Finding of Fact 18). In contrast to the procedure for the Put Option, had
SDG&E decided to exercise the higher-priced Call Option, the Commission would have required SDG&E
to “seek further Commission review and approval prior to exercising that option.” Id. at 5.

%6 Ex. 403 ORA/Logan at 20. In addition, it is worth noting that, consistent with the Commission’s
expectation in D.06-09-021, the $280 million Put Option purchase price continues to be “significantly
below that of the Net Book Value of the Palomar Energy Center (Palomar) in 2019.” D.06-09-021 at 5
(internal citation omitted). As Mr. Baerman explained during the hearings, the current Net Book Value of
Palomar is approximately $378 million. Tr. V15:1206:11-15 (Baerman).

%7 Ex. 492 TURN/Woodruff at 5-7.

%8 Ex. 403 ORA/Logan at 7-8.
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forecast for OMEC.”® In its testimony, TURN proposed a $493,000 reduction in SDG&E’s
2019 O&M forecast for OMEC®”’ (which SDG&E also addresses below), and did not address

SDG&E’s proposed capital forecast with respect to OMEC.

In summary, the CPUC should review and approve SDG&E’s revenue requirement for

the Otay Mesa plant in this pending GRC proceeding.
21.3.3 ORA’s and TURN’s Proposed O&M Adjustments to OMEC

21.3.3.1

The table below of OMEC Power Plant 2019 Forecasted costs shows the ORA Forecast

ORA'’s Proposed $1.1 million adjustment to OMEC O&M

of $21,696,000 compared to the SDG&E Forecast of $22,796,000 and the difference of

$1,100,000.

Otay Mesa Power Plant

Test Year 2019 Test Year 2019 Test Year 2019
($ Thousands) Forecast

Base Forecast . Total Forecast

Adjustments

ORA 21,696 21,696
SDG&E 22,796 22,796
Difference (1,100) (1,100)

ORA recommends that SDG&E’s proposed O&M expense for the operation and
maintenance of OMEC be adjusted downward by $1.1 million for “Contracting/Procurement
Efficiencies” by the same amount as a similar adjustment made by SDG&E to its Desert Star
plant.’”! SDG&E opposes this recommendation. As SDG&E explained in its rebuttal testimony
(Ex. 100 SDG&E/Baerman/Shimansky at 16-17), the OMEC plant is currently owned and
operated by Calpine. It is SDG&E’s position that it is unreasonable to expect that such a large
reduction in O&M costs would be secured immediately upon a change of ownership. Given the
nature of procurement for electric generation facilities, finding opportunities for sizeable
discounts on parts and services has always been a challenge. SDG&E uses trade union labor for
most plant maintenance and replacement parts for equipment are highly specialized and available
only through a small number of suppliers or solely from the original equipment manufacturer.

SDG&E will need time to familiarize itself with the operation and maintenance of the plant

99 1d. at 20.
970 Ex. 494 TURN/Marcus at 63.
971 Ex. 403 ORA/Logan at 7-8.
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before it can know what, if any, efficiencies can be achieved. If OMEC is removed from this

GRC, this adjustment is moot (for purposes of the GRC revenue requirement).

21.3.3.2

TURN’s Proposed $493,000 adjustment to OMEC O&M

The table below of OMEC Power Plant 2019 Forecasted costs shows the TURN Forecast
of $22,303,000 compared to the SDG&E Forecast of $22,796,000 and the difference of

$493,000.

Otay Mesa Power Plant

Test Year 2019 | Test Year 2019 | Test Year 2019
($ Thousands) Forecast

Base Forecast . Total Forecast

Adjus tments

TURN 22,303 22,303
SDG&E 22,796 22,796
Difference - 493) (493)

TURN proposes a $493,000 reduction in SDG&E’s 2019 O&M forecast for OMEC.
TURN argues that because SDG&E based its forecast for OMEC on Palomar, and TURN is
proposing a $493,000 reduction in SDG&E’s 2019 O&M forecast for Palomar, the Commission

should adopt the same reduction for OMEC."”

SDG&E disagrees with TURN’s recommendation. As SDG&E explained in its rebuttal
testimony (Ex. 100 SDG&E/Baerman/Shimansky at 17-18), of TURN’s $493,000 proposed

reduction, $375,000 is due to TURN’s use of a six-year historical average instead of the five-

year average that SDG&E supports. The remaining $119,000 of the $493,000 is for a TURN

reduction for Palomar historical crane costs, which is not applicable to OMEC. It is not known if

fixed cranes exist at the OMEC plant, and if they do exist, their physical location and installation

date is also unknown. For these reasons, it would not be appropriate to reduce the OMEC

Forecast by $493,000. If OMEC is removed from this GRC, this adjustment is moot (for

purposes of the GRC revenue requirement).

To summarize, SDG&E requests that the Commission adopt its proposal for Test Year

2019 forecasts for Electric Generation.

972 Ex. 494 TURN/Marcus at 63.
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22. Electric Distribution (SDG&E Only)
22.1 Capital Projects (General)

SDG&E’s Electric Distribution (ED) Capital testimony and workpapers, supported by

witness Alan Colton, describes and justifies SDG&E’s forecasted ED Capital activities from

2017-19.°7* SDG&E is requesting the Commission adopt SDG&E’s ED Capital forecasts for
2017, 2018, and 2019 of $445,116,000, $588,317,000, and $700,757,000, respectively.’’*

Mr. Colton’s testimony demonstrates SDG&E’s need for the forecasted capital projects

through individual descriptions and analysis of each project’s business justification, need and

support related to the safety and reliability for its customers, employees and communities,’’> as

broken down into the following 11 primary cost categories shown in Figure 22.1.A:

Capacity/Expansion, Equipment/Tools/Miscellaneous, Franchise, Mandated, Materials, New

Business, Overhead (OH) Pools, Reliability/Improvements, Safety & Risk Management,

Distributed Energy Resource (DER) Integration,”’® and Transmission/Federal Energy Regulatory

Commission (FERC) Driven Projects.””’

T Figure22.1.A9
Categoryn eR ISR
‘ Total

‘ Safety/Riskc 22%5 |
OH-Poolsd 21% |0
. Reliabilityc 16% 1 o
"’-’ch;sE New-Businessd  10%g |
[ = FERC -Driven& 8% [
FERC Driven Franchiseo 6%0 1
Mandatedc 6%0 o
Materials 5%0 o
Capacityd 3%0 o
£ DERo 2%0 o
=§ Toolst 1%0 |

o

973 Exs. 74-76 SDG&E/Colton.
74 As shown in Mr. Colton’s rebuttal testimony, Ex. 76 SDG&E/Colton at 1.
975 See Ex. 74 SDG&E/Colton, passim.

976 Mr. Colton’s revised direct testimony on DER Integration was adopted by Ted Reguly (Ex. 93

SCG/SDG&E/Reguly). DER Policy and Capital Projects are briefed in section 22.2, infra.
977 See Ex. 74 at 2.
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Each specific work category is described in greater detail in Mr. Colton’s testimony.

Four categories make up the majority (69%) of the overall forecast: Safety & Risk Management
(22%), OH Pools (21%), Reliability (16%) and New Business (10%).

Mr. Colton’s testimony also provides identification of SDG&E’s key safety risk

mitigation projects, which were translated from SDG&E’s November 30, 2016 RAMP Report

into its electric distribution capital request, as described in section II and Appendix C of Mr.

Colton’s revised direct testimony,”’® and according to the Commission-prescribed process

described in the revised direct risk management testimony chapters of Diana Day and Jamie

York.””® Table 22.1.A shows the amounts of forecasted RAMP dollars contained within the total

electric distribution capital forecasted amounts for 2017, 2018, and 2019, by RAMP risk:
Table 22.1.A— ED Capital RAMP Forecasts (by Risk, in 2016 $)

RAMP Risk Chapter 2017 Estimated 2018 Estimated 2019 Estimated

RAMP Total RAMP Total RAMP Total
(000s) (000s) (000s)

SDG&E-1 Wildfires Caused by 90,648 115,920 148,608

SDG&E Equipment

SDG&E-3 Employee, Contractor 6,672 8,192 10,169

and Public Safety

SDG&E-4 Distributed Energy 507 459 0

Resources (DERs)

SDG&E-8 Aviation Incident 10,000 0 0

SDG&E-12 Electric 72,739 144,507 182,661

Infrastructure Integrity

Total Capital 180,566 269,078 341,438

Mr. Colton’s rebuttal testimony addressed electric distribution capital cost-related

testimony by ORA, TURN, CUE, and FEA,”*° whose summary positions are compared to

SDG&E’s in the table below (using SDG&E’s rebuttal proposed amounts as a starting point and

applying the adjustments found in each party’s testimony, for comparison purposes):

978 See id. at section Il and Appendix C.

97 See Ex. 3 SCG/SDG&E/Day/York, Chapters 1 and 3.

%0 Ex. 76 SDG&E/Colton.
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Table 22.1.B — Summary of Proposals by Forecast Year?®!

TOTAL CAPITAL — Constant 2016 ($000)

2017 2018 2019 Total Variance
SDG&E | $445,116 | $588,317 | 700,757 1,734,190 ---
ORA $415,789 | $449,382 | $528,707 $1,389,670 -$344,520
TURN $445,116 | $499,624 | $521,363 $1,466,103 -$268,087
CUE $445,116 | $588,317 | $797,942 $1,831,375 $97,185
FEA $415,789 | $449,382 | $528,707 $1,389,670 -$344,520

In their direct testimony, both ORA and TURN offer comments on the quality of
SDG&E’s cost estimating and forecasting. SDG&E’s forecasting methodology presentation for
this TY 2019 GRC is consistent with its presentation in prior rate cases, as described in Mr.
Colton’s direct and rebuttal testimony chapters.”®? In preparing its projections for TY 2019
requirements, SDG&E analyzed historical 2011 to 2016 spending levels, considered underlying
cost drivers and developed an assessment of future requirements. Forecast methodologies were

selected based on future expectations for the underlying cost drivers, and include:

o Forecasts based on historical averages;
o Forecasts based on the BY 2016 adjusted recorded spending; and
o Forecasts based on zero-based cost estimates for specific projects.

As Mr. Colton testified, zero-based cost estimates applied several methodologies,
including the following:

An arithmetic method such as unit cost multiplied by expected volume;
Referencing an RFP response, an invoice, or other reference document;

Use of subject matter expert judgment;

Reference to a like-kind project or activity performed elsewhere; and
Reference to a similar project or work done in the past and updated for current
conditions.”®?

Although SDG&E’s forecasting methodology presentation maintains a consistent
presentation relative to prior rate cases, SDG&E strives for continuous improvements to enhance
its processes and practices, as Mr. Colton explained.”®* This is particularly true in light of the
Commission’s increased focus on risk identification, analysis and mitigation. The direct and

rebuttal testimony chapters of Diana Day, Greg Flores, and Jamie York regarding risk mitigation

%1 Id. at 1, Table 1 and n.1 through n.6.

%2 See Ex. 76 SDG&E/Colton at 16-20 (citing Ex. 74 SDG&E/Colton).
%3 Id. at 18.

%4 Id. at 19-20.
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describe how SDG&E’s risk mitigation processes have evolved and become more rigorous, and
how they will continue to evolve in the future, through advancements in various CPUC
proceedings.”®® Ms. Day’s direct testimony describes SDG&E’s strategic planning trajectory to
integrate risk, asset and investment management in the TY 2019 GRC cycle, in which SDG&E

J “further aspires to connect the risks from the enterprise risk registry (informed by the
operating unit risk registers) with investment decisions and to prioritize the risk

mitigations with the ultimate goal of optimizing portfolios;””%

J is “committed to moving forward with a more formalized asset management program,”
by implementing ISO 55000 standards;”®” and

. will implement the outcome in the Commission’s pending Safety Model Assessment

Proceeding (S-MAP), which, “[d]epending on the outcome ... may take considerable
time, resources, and change management.””®3

With these new developments on the horizon, SDG&E expects that its GRC presentations
will continue to evolve and present further detailed information, particularly in light of
accountability reporting requirements for its next GRC presentation.”®® For this first risk-
informed GRC,*”° SDG&E’s presentation provides the necessary support for its requests in a
manner consistent with past GRCs.

22.1.1 ORA’s Methodology

ORA provided an analysis of electric capital categories divided between two witnesses,
Mr. Tom Roberts and Mr. Greg Wilson. ORA analysts Mr. Roberts and Mr. Wilson adopted
differing methodologies for their respective analyses of separate ED Capital categories, which
are described and rebutted in detail throughout Mr. Colton’s rebuttal testimony.””!  Although
SDG&E provided detailed estimates per budget, Mr. Roberts stated: “my testimony does not
include any individual program analyses...””*? Instead, “[his] methodology involved a portfolio-

level analysis.”?"?

%85 Ex. 3 SCG/SDG&E/Day/Flores/York.

%86 Ex. 3 SCG/SDG&E/Day at 27.

87 Id. at 26-27. See also SDG&E’s Asset Management testimony of Kenneth J. Deremer, which
describes SDG&E’s commitment to and funding request for implementing ISO 55000 standards. Ex. 361
SDG&E/Deremer.

%8 Id. Ex. 3 at 26.

%89 See accountability reporting discussions in Ex. 3 SCG/SDG&E/Day at 3-5, 26-27.

90 See discussion of first risk-informed GRC presentation in Ex. 4 SCG/SDG&E/Day.

P See e.g., Ex 76 SDG&E/Colton at 20-29 (citing Ex. 401 ORA/Roberts and Ex. 402 ORA/Wilson).
92 Tr. V28:2684:3-4 (Roberts).

93 Id. at 2683:3-4.
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Arbitrary Reductions to Historical Costs

Both Mr. Roberts and Mr. Wilson adopted 2017 actual costs as the forecast for 2017, but
also excluded any new capital project spending in 2017 associated with 54 budget codes that
were not identified in SDG&E’s testimony, which represented a $20.908 million reduction (in
2016 dollars).”** ORA does not take issue with any of the 54 budget codes individually; rather,
ORA seems to suggest that SDG&E generally cannot recover its reasonably incurred costs unless
those costs are foreseen and forecasted in GRC testimony.

In short, it is not consistent with law or Commission policy to disregard actual
expenditures because projects had not been included in a GRC forecast. In every GRC, there
will be projects that do not appear in testimony forecasts due to unavoidable timing issues. As
Mr. Colton explained, the GRC forecasting process is lengthy and time-consuming, and is
“locked-down” in several stages in advance of filing an application — in this case, well before the
end of the third quarter of 2017.°>> In contrast, the capital management process is dynamic, and
does not follow along a GRC timeline. New projects and programs can arise at any time, based
on new information and analysis, and may require planning and construction that is either not
forecasted far in advance or that spins off from other budget activities. A utility must be allowed
the flexibility to undertake necessary projects in accordance with prevailing circumstances. The
existence of these projects and programs demonstrates the flexibility needed by SDG&E to
conduct its business year-after-year.

The projects and programs which appear in the 2017 actuals were representative of many
types of projects similar to those found within the categories that are outlined within SDG&E’s
testimony. While not explicitly mentioned in the GRC planning, these projects and programs
still fall within the types of costs presented in SDG&E’s forecasts, and represent valid utility
spending to serve customer needs. ORA has not provided any basis to conclude that the
excluded projects are unreasonable, and it is well-established that the Commission sets rates in a
GRC on the principle that a “utility is entitled to all of its reasonable costs and expenses ...."”"¢

ORA'’s approach is thus incorrect and inconsistent with long-held utility ratemaking principles.

94 Ex. 402 ORA/Wilson at 10-11.

95 Ex. 76 SDG&E/Colton at 23.

9% D.03-02-035 at 6; see also D.14-08-011, at 31 (“[T]he basic principle [of ratemaking] is to establish a
rate which will permit the utility to recover its cost and expenses plus a reasonable return on the value of
the property devoted to public use[.]”).
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The 54 omitted projects should be included within any analysis of SDG&E’s actual 2017 costs,
including ORA’s recommended forecast, if adopted.

Using Historical Averages for Forecasts

Mr. Colton’s direct testimony provides “individual descriptions and analysis of each
project’s business justification, need and support related to the safety and reliability for our
customers, employees and communities,” and describes the selected appropriate forecast
methodologies “based on future expectations for the underlying cost drivers.” *®’ In contrast, Mr.
Roberts analyzed SDG&E’s proposals at a high, ‘portfolio’ level, using the historical adjusted
recorded values provided by SDG&E applicable to his six cost categories, lowering those
historical amounts by certain projects that are not planned to continue into the TY 2019 GRC
forecast years, then averaging that amount as a basis for his recommendations. SDG&E has
concerns with ORA’s methodology for several reasons, as summarized below and described in
further detail in Mr. Colton’s rebuttal testimony.””®

First, SDG&E does not agree that historical recorded values indicate future need in every
circumstance, particularly with respect to ED Capital projects.””® ED Capital GRC forecasts
should be based on the specific need for each project, including the duration of need, discrete or
on-going scope, cost drivers, and business justifications for individual projects, as described in
Mr. Colton’s direct testimony and elucidated in discovery. Second, assuming an historical
average were to be used (and SDG&E does not always agree that it should), arbitrarily removing
project and program costs that fall off in the base year would skew the historical average,
without any reasonable basis.!®” Third, SDG&E takes issue with ORA recommendations that
appear to be based in part on a premise that SDG&E should link its highest cost increases to the
highest RAMP risk scores.!®! The risk management rebuttal testimony of Diana Day, Greg
Flores, and Jamie York explains why funding decisions based on RAMP risk scoring is not

appropriate.'%0?

7 Ex. 74 SDG&E/Colton at 2-3.

98 Ex. 76 SDG&E/Colton at 23-28.

99 Id. at 25.

1000 14 at 26-27.

100174 at 27-28 (citing Ex. 401 ORA/Roberts at 8-10, 36-37).
1002 Ex. 4 SCG/SDG&E/Day/Flores/York, section IL.D at 12-14.
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Use of Historical RAMP Proxies to Create a Trend Line for RAMP-Related Forecasts

SDG&E also disagrees with ORA’s use of a RAMP trend line and RAMP reduction
value, as shown in Mr. Wilson’s testimony.'%* Mr. Wilson appears to have created a proxy for a
“RAMP” historical spend, when RAMP was not yet in existence, then used historical averages of
this proxy to create a “RAMP” trend line for 2018 and 2019.!°** For simplicity, Mr. Wilson’s
calculation appears to be as follows:

. 2018 = Average of ORA’s trend line forecast + (SDG&E’s forecast minus Average of
ORA’s trend line forecast) x 0.5

J 2019 = Average of ORA’s trend line forecast + (SDG&E’s forecast minus Average of
ORA’s trend line forecast) x 0.66

ORA'’s testimony does not provide justification or support for why the yearly factor
increases of 0.5 and .66 are used. As Mr. Colton explained, this trend-based methodology lacks
any basis for assuming that discrete capital projects would follow a linear trend; nor is there any
basis for uniformly spreading reductions throughout SDG&E’s proposed RAMP-related projects
and programs. ORA offers no support for how SDG&E could implement its proposed RAMP-
related projects and programs under ORA’s proposed reductions; nor any proposals for which
SDG&E’s RAMP-related projects and programs should not be implemented.

As Mr. Colton explained, similar to SDG&E’s TY 2016 GRC,!°% approximately seventy-
five percent of SDG&E’s proposed ED Capital projects and programs are derived from zero-
based estimates, and the zero-based methodology often applies to projects or programs that are
not ongoing year after year and have a set duration. These types of budgets typically need a
scale-up or ramp-up period where early years include planning, engineering, preparation and
evaluation, with larger budgets being required during implementation and construction periods.
ORA’s methodology and recommendation does not take into account the discrete nature of many

of SDG&E’s proposed projects.

1003 Ex. 76 SDG&E/Colton at 28-29 (citing Ex. 447 ORA/Wilson, Tab 5, RAMP-Driven Projects).

1004 As Mr. Colton testified, SDG&E requested that ORA “describe in detail the step-by-step process
ORA took to derive its forecasts” in Ex. 402 ORA/Wilson. ORA responded that “a step-by-step
description of how ORA derived its forecasts would essentially be a replication of the 47 pages contained
in ORA’s testimony ...” Ex. 76 SDG&E/Colton at 28, n.99 and Appendix A at 2-3 (citing SDG&E’s
response to Data Request SEU-ORA-DR-08 Q1).

1005 14 at 29.
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Moreover, ORA’s reductions are spread evenly throughout all RAMP related projects and
programs, regardless of risk-management-based need. With no reasoning or justification, ORA’s
recommended cuts to SDG&E’s RAMP projects and programs (intended to address SDG&E’s
key risks) are not appropriate.!? As ORA witness Mr. Stannik testified, RAMP projects should
be subject to a “traditional review process in the GRC,”!%” which ORA’s RAMP linear trend
analysis does not provide.

22.1.2 Capacity/Expansion

Table 22.1.C — Capacity/Expansion Rebuttal Positions — Constant 2016 ($000)

2017 2018 2019 Total Variance
SDG&E $13,269 $11,002 $25,176 $49,447 -
ORA $16,796'0% $15,353 $15,353 $47,502 -$1,945
TURN $13,269 $11,002 $25,176 $49,447 $0
CUE $13,269 $11,002 $25,176 $49,447 $0
FEA $16,796 $15,353 $15,353 $47,502 -$1,945

ORA'’s capital forecast for capacity (which is echoed by FEA) reduces the forecasted TY
2019 request by 39%, based on ORA’s flawed historical average of SDG&E’s 2013-2017
adjusted-recorded expenditures (described above in section 22.1.1) and its equally flawed
reduction for the “Jamacha-New 12kV Ckt. 1090 capacity project. ORA’s argument for this
dramatic reduction is that the project is “more than ten times over-budget.”'°”® But, as SDG&E
explained in rebuttal, the Jamacha project is a good example of how project requirement
variability can occur as the design and permitting processes proceed, warranting flexibility in
capital budgeting. After planning for the Jamacha project, jurisdictional requirements mandated
night construction and design modifications for underground installation within a busy highway.
To accommodate these requirements, SDG&E had to adjust design and construction schedules
and reduce funding on other projects within this or other budget categories to allow for this

priority capacity project to be completed.'*!°

1006 Jd. (citing Ex. 4 SCG/SDG&E/Day at 6-8).

107" Id. (citing Ex. 398 ORA/Stannik at 15).

1008 ORA appears to have inadvertently omitted two budget codes in the Capacity/Expansion category in
its calculations. These omissions add up to approximately $3.793M (Missing Budget Codes: BC11256 =
$2.316M, BC97248 = $1.477M). Ex. 76 SDG&E/Colton at 32, n.106.

1009 Ex. 401 ORA/Roberts at 60.

1010 Ex. 76 SDG&E/Colton at 32-33.
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The electric system is dynamic and the increases or decreases in demand change each
year, requiring the forecast for substations and circuits to also change each year. This constant
adjustment requires flexibility in funding, resulting in either an increase in capacity projects for
one year (i.e., new large development) or a decrease in capacity-related projects (i.e., changes in
housing and commercial developments). ORA’s chosen historical average of capacity projects
does not represent SDG&E’s future capacity and expansion needs, particularly where ORA has
unjustifiably reduced SDG&E’s historical average, as described supra in section 22.1.1.
Moreover, ORA has also arbitrarily reduced the recorded value associated with the Jamacha
project within this forecast, without accounting for budget modifications in other projects,
resulting in a dramatic decrease.!°!!

ORA is also incorrect in its suggestion that SDG&E has not provided capacity project
analysis.!”'? SDG&E’s load/overload percentage values were captured and provided in its direct
showing, within Mr. Colton’s ED Capital workpapers, under the justification for many of the
capacity projects with a zero-based forecast methodology.!*"® SDG&E also outlined its capacity
analysis process in response to an ORA data request, by providing the specific elements
evaluated, the organization responsible for the final results and types of information used along
with the format generated by the planning process, when the data was submitted and the specific
peak year used to establish the forecasted values; and provided the results in a load/overload-
percentage format used by SDG&E to justify projects for the last several years, consistent with
previous GRC requests, in response to ORA discovery.!?'* The corresponding data provided
within the data requests, along with the information under the justification section in Mr.
Colton’s workpapers, and under the cost driver sections in Mr. Colton’s direct testimony, all
support SDG&E’s need for the capacity projects. For all of the above reasons, ORA and FEA’s

proposals regarding the capacity category are unwarranted.

1011 Id.

1012 1. at 33-34 (citing Ex. 401 ORA/Roberts at 61).

1013 See Ex. 75 SDG&E/Colton at 22.

1014 Ex. 76 SDG&E/Colton, Appendix. A at 36-37 (Data Requests ORA-SDGE-18-TCR and ORA-
SDG&E-118-TCR).

199



22.1.3 Equipment/Tools/Miscellaneous

Table 22.1.D — Equipment/Tools/Miscellaneous Rebuttal Positions Constant 2016 ($000)
2017 2018 2019 Total Variance
SDG&E $4,833 $1,037 $1,037 $6,907 -
ORA $8,130 $1,037 $1,037 $10,204 $3,297
TURN $4,833 $1,037 $1,037 $6,907 $0
CUE $4,833 $1,037 $1,037 $6,907 $0
FEA $8,130 $1,037 $1,037 $10,204 $3,297

SDG&E accepted in rebuttal ORA’s and FEA’s recommendations to correct the 3-year

average methodology used to derive SDG&E’s 2018 and 2019 forecasts, acknowledging that a 3-

year average had been intended to be used. ORA and FEA also recommended to incorporate

recorded data in 2017, resulting in forecasted expenditures of $8.130 million in 2017, $1.037

million in 2018, and $1.037 million in 2019. These expenditure recommendations are $3.297

million higher than SDG&E’s request for 2017, $1.494 million lower in 2018, and $1.992

million lower in 2019.1013

22.1.4 Franchise

Table 22.1.E — Franchise - Constant 2016 ($000)

2017 2018 2019 Total Variance
SDG&E $34,463 $40,180 $35,190 | $109,833 -
ORA $31,374 $36,983 $35,190 | $103,547 -$6,286
TURN $34,463 $40,180 $35,190 | $109,833 $0
CUE $34,463 $40,180 $35,190 | $109,833 $0
FEA $31,374 $36,983 $35,190 | $103,547 -$6,286

ORA did not take issue with SDG&E’s forecast for TY 2019, but revised 2018 for