Testimony of Michael Shames on Selected
Issues Relating to Utility Expenditures for San
Diego Gas and Electric Company’s 2008 TY
General Rate Case

I.OVERVIEW

This testimony is presented by Michael Shames, Executive Director of
Utility Consumers’ Action Network (UCAN) on issues relating to San Diego Gas
& Electric (SDG&E). He has appeared before this Commission on numerous
occasions and has been recognized as an expert on matters relating to both
telecommunications and energy. His qualifications are attached in Attachment

“A”.

This testimony is presented to summarize UCAN's findings and
recommendations and to address four important issues:

1. Explain how SDG&E'’s profits have increased during a period when its
prices charged to customers have skyrocketed disproportionately and the
guality of its customer service has declined;

2. ldentify questionable practices and disallowable costs in SDG&E’s
lobbying, political and third-party vending practices;

3. Discuss SDG&E’s Utility of the Future/OpEx 2020 program and how the
Sempra Utilities’ supplemental testimony misleads the Commission;

4. Present limited responses to the ALJ’s questions posed in his June 21
ruling which complement those responses submitted by William Marcus,
on behalf of UCAN as well as by other intervenors.

As will be explained below, UCAN's testimony in this case is presented by
three consulting groups; JBS Energy, Overland Consulting, and Snavely King

Majoros O’Connor & Lee, Inc. In its showing, UCAN proposes that SDG&E'’s



revenue request be reduced by about $130 million dollars above and beyond the
findings of the CPUC'’s Division of Ratepayer Advocates (DRA) which separately
proposes a $145 million reduction from SDG&E’s $230 million rate increase
request.

Building on DRA’s recommendation, UCAN is seeking a reduction of
$60 million for operational costs as described in the JBS Energy Inc. testimonies
commissioned by UCAN. Another $19 million in reductions are attributable to
unsubstantiated Sempra Corporate Center costs that have been wrongfully
assigned to SDG&E customers, as set forth by Overland Consulting’s audit
performed on behalf of both UCAN and TURN. 1 And the TURN/UCAN joint
testimony on depreciation by Michael Majoros of Snavely, King recommends an
approximate $51 million in revenue reductions due to SDG&E’s overstated
depreciation payments.

In total, UCAN is asking for a rate decrease in excess of $130 million from
SDG&E's rate request. Because UCAN's work largely complements that of
DRA, the UCAN recommendations, in tandem with the approximate $145
million reduction sought by DRA, effectively wipes out the entire proposed rate
increase sought by SDG&E? Instead, the parties’ joint showing will likely result
in a recommendation for a revenue reduction in the tens of millions of dollars.
Moreover, the cost-cutting potential in SDG&E’s Utility of the Future blueprint ,
may convince the Commission to find that a significant rate decrease — as high as
$100 million annually -- might be in the offing for long-suffering SDG&E

customersz3

! This specific reduction will be finalized in UCAN’s Summary of Recommendations filed subsequent to
this testimony.

2 UCAN anticipates that following the release of testimony, DRA and UCAN will work to reconcile the
differences between their respective testimonies and identify any redundancies. However, in light of the
effort to coordinate, UCAN doesn't anticipate substantial overlap.

? A December 2006 Management Committee Briefing identified $127- $175 million of savings - . Bates:
PV-00184.



SUMMARY OF EXPERT WITNESSES' FINDINGS

UCAN retained the services of three consulting groups to investigate

SDG&E'’s financial needs and the ability of the San Diego region to support

SDG&E'’s request for a rate hike of unprecedented size. UCAN’s showing is a

limited one, supplementing the work of the PUC’s Division of Ratepayer

Advocates (DRA) through a joint testimony development arrangement, as

ordered by the Commission. UCAN'’s team of experts offers the following major

findings and recommendations:

FINDINGS

X

Since 2000, SDG&E electric rates have climbed to become the second
highest in the nation and the highest in the Western United States

Only the ratepayers of New York City’s ConEd electric monopoly pay
more.

At the same time, SDG&E’s profits have increased dramatically since
the 2000 Energy Crisis. In the years following the crisis, SDG&E has
experienced profit increases of more than 80% in some years.

Customer service and satisfaction has declined . An alarming 85% of all
SDG&E customers think rates are too high. In addition, SDG&E'’s reliance
on complicated and annoying voice-activated phone answering systems
has resulted in numerous complaints.

SDG&E has gamed the rate setting process. The list of inadequacies in
SDG&E'’s application is a textbook example of how rate setting processes
can be abused. UCAN identifies the ways in which SDG&E has gamed
the process and recommends means by which regulators can address
these abuses, such as returning to a modified historical test year adjusted
for a limited number of macro-level known and measurable changes.

The way rates are set must be reformed. UCAN identifies the ways in
which SDG&E has gamed the process, and makes specific
recommendations for preventing such abuses in the future.

SDG&E withheld documents proving that rates should be reduced.
SDG&E misled the Commission by withholding cost-cutting plans that
justify rate decreases and continuing to misrepresent these documents.



UCAN recommends that the Commission re-examine utility cost
reductions associated with Utility of the Future, Strategic Sourcingand
SDG&E’s Advanced Meter Initiativ§ AMI). Ratesetting should be based on
SDG&E’s 2009 savings in order to set fair rates for the programs in 2010.

SDGA&E rate increases assume efforts to improve productivity will fail

If there is one glaring absence from the utilities’ filing, it is productivity.
While productivity achievements have been notable hallmarks of the past
three years in almost every other industry, SDG&E’s operations appear to
be largely immune to productivity advances.

SDG&E has double—counted costs and over-stated expenses. In almost
every department that was scrutinized, UCAN experts found double-
counting, exaggerated expenses, incomplete justifications and blatant
errors. In one of the more egregious displays of double-counting, JBS
Energy auditor Jeff Nahigian details how SDG&E intentionally
underestimated the hard dollar operational savings of the recently-
adopted AMI project in order to maximize savings in the General Rate
Case (GRC) that flow first to shareholders.

SDG&E grossly overestimated the labor costs of reading meters . Mr.
Nahigian’s testimony also details how SDG&E bulked up its forecast in
metering and meter reading areas. (e.g. base rate funding for additional
safety training for non-existent meter readers, adding base rate money to
supposedly to send IT staff that support existing advanced meters to
conferences when their jobs are being transferred to AMI, etc.)

Sempra’s charges to its utilities are inappropriate.  Overland Consulting
recommends a decrease of $19,100,000 million in payments sought from
SDG&E by Sempra Energy, the holding company that owns SDG&E.
UCAN's auditors found a number of questionable or unsupported
payments sought by the holding company, such as excessive payroll costs,
inflated estimates for insurance and (use another word here)legal costs.

SDG&E’s operating costs are inflated. The testimony of JBS Energy
witnesses recommends reductions to SDG&E's rate increase that total
approximately $60 million (valuing the revenue requirement impact of
plant-in-service reductions at 16% of the capital amount and other rate
base reductions at 12.5% for return, depreciation, and taxes). Included in
that recommendation is a decrease of $15,202,000 in electric distribution
expenses, a decrease of $7,779,000 in Customer Service Operations
expenses and $9,277,000 in Customer Service and Information expenses,
as recommended in the testimony of Mr. Nahigian.



x Depreciation calculations must change . Michael Majoros of Snavely
King Majoros O’Connor & Lee, Inc. recommends a reduction in SDG&E
revenues of approximately $51 million on the basis that the depreciation
methodology used by SDG&E inappropriately accounts for inflation.

[ll. SDG&E RATES ARE EXCESSIVE AND REQUIRE CPUC
ATTENTION.

When SDG&E'’s operational costs last occurred in 2003, San Diego (and
most of the state) had been rocked by the energy crisis rate shocks. SDG&E’s
rates had jumped by as much as 50% At the time, the Commission could not
fully appreciate the impact upon rates. However, since then, the energy markets
have stabilized and the picture is clearer. Unfortunately, the clearer picture is a
graphically disturbing one. Since 2000, SDG&E’s system average rates have
leapfrogged to the second highest in the nation of all major investor-owned
utilities (I0Us) and the highest in California, by more than 15%. For residential
customers, it is even worse, with the CEC reporting that SDG&E customers are
paying 25% higher electric rates than the second highest investor-owned utility
(IOU) in the state. Nor is the prospect of rate relief in coming years promising.
Notwithstanding the tailing off of expensive California Department of Water
Resources (CDWR) procurement contracts, SDG&E'’s rates will not drop

appreciably, if at all, if its rate increases are adopted as proposed.

This last point is an important one. Regulators had anticipated price
reductions as very expensive state/CDWR energy contracts began expiring in
2007. When UCAN commissioned a 2002 study of these contracty it found that
many, if not most, of the contracts’ prices peaked in 2007 and dropped thereafter.

The majority of the contracts end in 2013.  State regulators and consumers

* The exact extent of the Energy Crisis rate shock was not readily calculable given the uncertainties
surrounding much Crisis-spawned litigation and the utilities’ cessation of rate comparisons.
° A Blueprint For Renegotiating California’s Worst Electricity Contracts authored by JBS Energy and
posted at http://www.jbsenergy.com/Energy/Papers/Blueprint/blueprint.html# Toc2576601



anticipated that the ending of these CDWR contracts would result in rate

reductions for all utility customers.

However, for SDG&E, these do not appear to be materializing. Relative
to other utilities in California,, SDG&E’s rates appear poised to be more — not less
— expensive. And SDG&E appears to be oblivious to this fact. Two data request
inquiries to SDG&E by UCAN established that SDG&E has not conducted any
kind of electric or natural gas rate comparison of its rates with other utilities

since 20008

Moreover, the CPUC (has not) conducted any electric rate comparisons
and the California Energy Commission’s (CEC) most up-to-date electric price
comparisons appear to be based upon 2005 rates. Although 18-months out of
date, this Energy Commission rate comparison is telling. It is part of an energy
demand forecast developed by the CEC staff in September 2005 (See excepts in
“Attachment B” as found at
http://www.scag.ca.gov/rcp/pdf/publications/2_2006_2016EnergyDemand_C
ECrev.pdf)

The CEC staff predicts that electric rates will decreases for almost all
customers served by Southern California Edison (SCE), Sacramento Municipal
Utility District (SMUD) 8 and Pacific Gas & Electric (PG&EY. However,
SDG&E's rate forecast is not quite as rosy, with the CEC staff foretelling a drop
from 16.74 cents kwh to 12.74 cents over the period 2004-2016, only a 25%
inflation-adjusted drop. In comparison, SCE & SMUD customers are expected to

enjoy a 36% drop.

® SDG&E states that it possesses no data, and “no such comparisons” of the rates of other ratepayer
utilities (UCAN DRS, 6).

" SCE’s residential rates are forecasted to drop from 12.32 cents to 7.92 cents in 2003 cents/kwh

8 SMUD’s residential rates similarly are expected to drop over the same 13-year period from 12.24 to 7.72
in 2003 cents/kwh

® PG&E’s residential customers’ rates are represented to be 13.53 in 2005 and 10.7 in 2016.



Similarly disturbing is that in 2005, CEC finds SDG&E residential
customers facing a 16.74 avg. electric rate, with PG&E and SCE’s rates some 20-

26% lower than SDG&E'’s residential rates.

Table 1
Utility PG&E SCE SDG&E
2005 Rate as per CEC (cents p/ 13.53 12.32 16.74
Kwhr

This finding is consistent with independent findings by the Federal
Department of Energy’s EIA, which reports the following 2005 system average
electric retail prices for California IOUs as set forth in Table 2 below. SDG&E'’s
rates are the highest of any utility in California with more than $10 million in

annual sales. (See Attachment “B” for a complete California listing of IOUS)

Table 2
Utility PG&E SCE SDG&E
2005 Rate as per EIR (cents p/ | 12.91 12.87 14.79
Kwhr

Moreover, the EIA’s comprehensive national tabulation at

www.eia.doe.gov/cneaf/electricity/esr/table6.xls ~ shows SDG&E to have the

highest system average prices in the Western United States of any major
investor-owned utility and is only eclipsed by New York City’s Consolidated
Edison on the East Coast. Even Maine Central Power, which once boasted rates
higher than SDG&E'’s, has dropped below those of SDG&E. No doubt, the
reason that SDG&E no longer compares its rates to other utilities is because the
visage is far more distressing than any apparition seen in Sleeping Beauty’s

mother’s mirror.




SDG&E customers are neither ignorant about nor indifferent to SDG&E’s
excessive rates. Aside from the anecdotal complaints that arrive daily at UCAN,
SDG&E’s own customer survey data indicated that more than 50% of customers
consider SDG&E’s rates unreasonable. (UCAN DRS, 10

Notably, while its customers have suffered, SDG&E has not shared its
customers’ pain. Its profitability has increased dramatically since the energy
crisis. As detailed at some length in the Testimony of James Weil on behalf of
Aglet, SDG&E achieved adjusted returns on equity of 13.12% in 2004, 10.80% in
2005 and 9.16% in 2006, compared to authorized returns on equity of 10.9% in
2004, 10.37% in 2005 and 10.7% in 2006. As Mr. Well points out, Wall Street
analysts consistently view SDG&E's profits as being higher than comparable
utilities.

SDG&E’s own financial disclosures confirm the increased profitability that
the company has enjoyed since the energy crisis. The table below shows

SDG&E's reported net income as filed with the SEC in its 10-K filings:

Table 3
SDG&E REPORTED NET | $ (millions)
INCOME!!
1998 191
1999 199
2000 151
2001 183
2002 209
2003 340
2004 213
2005 267
2006 242

12 SDG&E was apparently too embarrassed to provide data about how many customers found SDG&E’s
ratesvery unreasonable.

1 Source: SDG&E 10K filings @
http://www.sec.gov/Archives/edgar/data/86521/000008652107000015/sdge10k123106.htm




In sum, since the 2000 Energy Crisis, SDG&E’s profits have increased
dramatically. The difference between 2000 and 2005 was 76%. In 2006, the
increase was 40%. In one year, SDG&E’s net income more than doubled its net

income in 2000 and came close to doubling its 2002 net income.

Even prior to the energy crisis, when SDG&E’s rates were some 40-50%
lower, SDG&E’s net income was, on average, 30% lower than its reported net
income for 2005 and 2006. So the post-energy crisis years have been very good
for SDG&E and its parent company, Sempra. However, based upon the prices it
charges its customers, it has been a very bad period for SDG&E customers.
SDG&E’s comparative rates are obscenely high and prospects for price drops,
even after the expiration of the state’s DWR contracts, seem unlikely. SDG&E'’s

customers clearly are unhappy about this sad state of affairs.



IV. SDG&E’'s CUSTOMER SERVICE EXPENDITURES AND
POLICIES

UCAN has reviewed SDG&E’s customer service practices and our review
has generated a number of concerns. Specifically, we are alarmed by the increase
in the number of customer service complaints, in large part due to SDG&E’s
automated self-service phone systems. Our concern is heightened by the fact

that SDG&E has plans to substantially increase reliance upon such systems.

A. Automated Voice Response Systems

1. IVR Complaints

SDG&E is committed to efforts to increase usage of automated, self service
voice response systems (IVR). In 2006, SDG&E “implemented a totally
revamped IVR menu structure with the hope of increasing self service.” The
objective is laudable; UCAN generally supports use of new technologies to create
operations efficiencies. Unfortunately, this led to a significant increase in
customer service complaints, because it impeded customers’ ability to reach a
human representative if they felt they needed to speak to a customer
representative.2 (SDG&E response to UCAN DR22,13 and UCAN DR8,4 b & e).
Specifically, complaints regarding the IVR system numbered at least 73 in 2006,
versus 2 in 2005, and a high of 13 in 1999. (UCAN DR22,13) Complaints
regarding the system were significant enough that SDG&E appropriately chose
to abandon the changes to the menu structure, specifically reinstating the “dial
0” option. SDG&E suggests that restoring this option has resulted in a drop in

customer service complaints for the first quarter of 2007 (UCAN DR22,13).

12 SDG&E response to UCAN DRS, 4 b & e, describes the removal of the “dial 0" option to reach a
customer service representative. The removal resulted in increased complaints related to the IVR system.

10



UCAN agrees with SDG&E’s reinstatement but is concerned that the problem
will rematerialize shortly after this rate case is litigated.

Despite this recognized failure in forcing self service options on
customers, an integral piece of SDG&E’s “Utility of the Future” (we note that this
project is now named “Op-Ex 20/20,” but it will generally be referred to as
“UofF” for consistency purposes) long-term plan calls for a significant increase in
the use of IVR as a method to produce cost saving$3. Indeed, “Utility of the
Future” documents detail personnel reductions in customer service center
employees from the current level of 799 to 542 by 20204 These cuts likely rely
on large increases in the percentage of customers using self-service options.
Some of the UofF estimates envision an increase in self service to “60-70%
entirely handled over current 20% level within 7 years.” 15

This projected large increase in self-service for the 2007-2014 continues a
trend from the 1999-2006 period. From 1999-2006 the percent of calls answered
by a live agent was reduced from 90.7% to 76.9%, and percent answered by IVR
was increased from 9.3% to 23.1%(UCAN DR8,4). And, by SDG&E’s own
admission, this practice was not well received by its customers.

It is thus troublesome that the UofF contemplates a significantly
accelerated utilization of the self-service system despite its recent experience
with such measures. Indeed, looking at the 1999-2007 period, it is unclear how
the expected self-service targets could be met without significant changes, such
as the “dial 0” removal, which drastically change the current customer service

environment.

13 Utility of the Future documents detailing these efforts are numerous, and include, among others, page 39
of the document entitled “Phase 2 — Insight Analytics, Single View of the Customer, & Intelligent

Customer Experience, Workshop #4: Business Requirements, People & Process Impacts & Business Case
Review,” as well as page 31 of “Customer Service Phase 2, Project Summary (With 7/17 Post Workshop
Updates)

“1d.

15 page 60, Utility of the Future Document entitled “Utility of the Future Operating Vision, Workshop 2 —
Includes Post-Workshop Updates, Customer Care”

11



This problem is compounded by SDG&E'’s inability to produce internal
data that relates to overall customer satisfaction or overall customer service call
time with IVR versus CSR answered calls. Despite the fact that SDG&E is
preparing to commit to large reductions in full time employees (FTES) through
significantly increased self-service by customers, it does not retain internal data
to help gauge the effect of IVR on overall customer service quality. When UCAN
asked for the average customer call time for CSR and automated call services,
SDG&E stated that it did not “track average time of an IVR call” or “average total
call time to CSRs (including IVR)". (UCAN DR31,13) Further, when UCAN
finally received the results of customer satisfaction surveys (SDG&E initially
only sent the questions), SDG&E’s survey results unnecessarily combined CSR
and IVR satisfaction, despite the fact that the information for each was collected
separately(at least for 2001-2004) and could presumably have provided some
comparison of customers’ satisfaction with each systemé (UCAN DR8,1).
SDG&E has now inexplicably abandoned surveys differentiating between CSR
and IVR-only calls1?. Such survey data would figure to be most critical in light of
the “totally revamped” IVR system implemented in 2006 and the future goals in
using IVR to increase self-service.

SDGA&E justifies the practice on the basis that pre-identification of
customers assists its’ customer service representatives (CSRS) in better serving
customers (UCAN DR22,13). Yet, if that pre-identification process is frustrating
its customers, then it is problematic. And, by restoring the Dial O option,

SDG&E effectively concedes this point.

16 Document entitled “Results from Customer Service Monitoring System 2001-2004.” This document
states next to “**” that “while the question was worded slightly differently if the customer spoke to a CSR

or conducted the transaction through the IVR only, all Call Center surveys were combined for reporting
purposes.” Since the CSMS survey was replaced (next page in discovery) with a new CSS survey in 2005,
the new survey only asks about a customer’s “telephone call” experience.

17 CSS survey that replaced CSMS survey, UCAN DR8, 1.

12



2. UCAN Recommendation
UCAN recommends that SDG&E be compelled to resume its practice
throughout 2001-2004 that separates out CSR and IVR satisfaction and maintain
the data differentiating between CSR and IVR-only calls. The company should
also be required to maintain internal data to help gauge the effect of IVR on
overall customer service quality. This includes tracking average time of an IVR

call and average total call time to CSRs (including IVR).

B. Other Customer Complaints

1. SDG&E'’s Increasing Customer Complaints Raise Disturbing Trends

Beyond complaints and questions about the IVR system, SDG&E has no
explanation for large increases in other Customer Service Center complaints.
Total complaints numbered 237 for 2006 (UCAN DR22, 13), up from 128 in 1999.
Even accounting for the fact that the number of IVR complaints spiked due to the
“Dial 0” issue, by subtracting the 73 IVR related complaints in 2006, other 2006
complaints were still nearly 25% greater and in some cases over double previous
years (1999-2006) (UCAN DR22, 13). Specifically, employee complaints about
customer contact center employees reached a high of 126 for 2006, up from 88 in
2005 and 55 in 1999.

SDG&E has produced no documents related to the increase in complaints,

and its explanation attributes the rise external factors as follows.

“potential causes include factors outside of SDG&E’s
control such as the economic conditions or the
customer's personal situation at the time of the call.
There is no quantifiable explanation for the increase in

customer complaints in 2006.” (UCAN DR22, 13)

13



UCAN is troubled that SDG&E, while recognizing a statistically
significant increase in complaints in 2006, does not believe there to be any
internal factor that caused such an increase, or any need to identify the
underlying reasons for increases in complaints.

UCAN also notes that Field Service Complaints reached a high of 80 in
2007, up from 12 in 1999 (UCAN DRS8,4). Specifically, employee complaints
regarding field service employees reached a high of 56 in 2006. (UCAN13, DR22).
SDG&E attributes these complaints to the use of less trained field employees but
offers no substantiation of that attribution.

Informal complaints against SDG&E have also risen sharply, again
without sufficient explanation, from 142 in 2002, to 178 in 2005, to 289 in
2006(UCAN25, DR11).18 UCAN concludes that SDG&E has no means by which
it tracks the number or nature of informal complaints. And despite the increase
of complaints by over 100% since 2002, SDG&E shows no signs of believing that
it has a problem that requires its attention.

These facts offer a revealing glimpse into the deficiencies of SDG&E’s
broad, generalized customer satisfaction data. That survey fails to capture
important data regarding individual SDG&E projects and their effect on
customer service. As mentioned above, there is no reporting (and no collecting
past 2004) of customer satisfaction with CSR service versus automated, IVR self -
service. (UCAN DR8,1). In addition, there are 3 non-assigned surveys referenced
that probe customer satisfaction and the ease/difficulty of utilizing SDG&E’s
online bill payment system (UCAN1, DR8). However, the sample sizes are so
small (3, 3, 12) that they render the surveys meaningless. The failure to collect
sufficient data on these subjects suggests that SDG&E doesn’t have the requisite

feedback mechanism in place in which it can determine whether and how

18 The list provided to UCAN only provided the date of the complaint and the informal complaint number,
any details of which UCAN was unable to obtain from the CPUC website. UCAN subsequently requested
either 1) direction as to how to obtain the informal complaints or 2) descriptions of the informal
complaints. SDG&E responded that “SDG&E does not understand the question,” and referred UCAN to
their previous answer in UCAN25, 11(UCANS8, DR25).

14



modernization of its customer service processes are detrimentally impacting

customer service.

2. UCAN’s Recommendations

SDG&E’s modernization efforts will be undermined by the absence of
meaningful feedback. There should be significant caution in the deployment of
automated, self-service customer service options such as IVR after the “dial 0”
experience detailed above. The caution should be accompanied by specific
performance measurement and monitoring. SDG&E should be ordered to
increase its efforts in collecting data on customer satisfaction and attribute
complaints to factors outside of its control.

UCAN urges that the Commission take two actions. First, t should
abandon the generic customer service survey or, in the alternative, eliminate any
incentives associated with it as it is not accurately representing customer service
quality.

Second, the Commission should order SDG&E to create a customer-based
feedback group that oversees and advises SDG&E about its customer service
reforms. This group of non-paid volunteers would serve as a focus group, of
sorts, and it should be given advance briefings on any major customer service
changes that would affect a customers. (i.e. bill redesigns, billing or repair
policies etc. ) However, this group must be provided customer specific survey
data and informal complaint data annually and SDG&E would provide the
group with a facilitator who will be charged with authoring an annual report to

the Commission on SDG&E’s customer service performance.

15



V. EXCESSIVE VENDOR PAYMENTS, ADVERTISING AND
LOBBYING EXPENSES

UCAN's review of 3 1 party payments by SDG&E and Sempra shows
numerous questionable expenditures made with ratepayer money. Our findings
suggest that SDG&E is inappropriately charging lobbying, political activities and
third-party vendor payments to SDG&E customer accounts. Many of the facts
below substantiate the account adjustments made by William Marcus in his

testimony on company operations.

A. Lobbying

UCAN has identified discrepancies between representations made by
SDG&E about its lobbying activities as well as about the costs for such lobbying.
Accordingly, this testimony forms the basis for a revenue adjustment made in the
testimony of William Marcus.

UCAN inquired into the lobbying activities of SDG&E and Sempra. In
data responses, Sempra claims to have made use of two California state
registered lobbying groups in the period 2002-2006. The first, Capitol Strategies
Group, was paid $144,000 for each year 2003-2006. The second, Lang, Hansen,
O’Malley & Miller, was compensated as follows:

2003 - $120,000,

2004 - $122,500,

2005 — $150,000,

2006 - $150,000 (UCAN16, 31 & UCAN22-14).

Sempra claims its internal employees who were state-registered lobbyists
include Carolyn Mcintyre, Cynthia Howell, and Raul “Bernie” Orozco (UCAN
DR31,16) SDG&E employees who acted as lobbyists in the City and County of

San Diego included Laura McDonald and J.C. Thomas.

16



However, lobbying records with the California Secretary of State show
payments made during this period to an additional lobbying group, Plotkin
Government Relations. For example, in Quarters 1 and 2 of 2006, Plotkin
Government Relations was paid 6,000 each quarter, for a total cumulative
payment in the period of $30,3451° Plotkin was not mentioned at all in any of
the data responses provided by the companies to UCAN data requests.

UCAN also noted that the legislative activities of Sempra External Affairs
has dropped significantly since the Energy Crisis-fueled legislative activities of
2002. Moreover, the lobbying activity appears to have no connection to
payments made by Sempra. Sempra reports having lobbied the California
Legislature on the following number of bills for 2002-2006: (UCAN DR31,15)

2002 — 113 legislative bills (Assembly 60; Senate 53),

2003 — 81 legislative bills (Assembly 41; Senate 40),

2004 — 69 legislative bills (Assembly 39; Senate 30),

2005 — 79 legislative bills (Assembly 46; Senate 33),

2006 — 129 legislative bills (Assembly 66; Senate 63)

Despite the significant difference in the amount of bills lobbied by
Sempra, external consultants Capitol Strategies Group were paid an identical
sum of 144,000 each year 2002-2006. Lang, Hansen, O’'Malley & Miller were paid
$150,000 in both 2005 and 2006 despite the fact that Sempra lobbied 79 bills in
2005 versus 129 in 2006. (UCAN31, DR15; UCAN 22, DR14)

Moreover, UCAN asserts that the trend in legislative activities on energy
matters will continue the trend downwards that is demonstrated in 2002-2005.
Based, in part, upon representations made by the Governor’s office that it

anticipates more energy policy matters to be handled by the CPUC rather than

¥ The reports can be accessed at http://cal-access.sos.ca.gov/Misc/pdf.aspx?filingid=1192221&amendid=0
and http://cal-access.sos.ca.gov/Misc/pdf.aspx?filingid=1168194&amendid=0

17



the Legislature, (along with his veto of many energy bills) 20 and, in part, upon
consultations with UCAN'’s contract lobbyist in Sacramento.

Accordingly, UCAN recommends that the allocation of Sempra lobbying
costs assigned to SDG&E be cut in half to represent the number of bills
considered in the 2005-2006 time period. Thus, only $150,000 per annum for
both contracts should be passed on to SDG&E.

B. Advertising

SDG&E spends a rather significant amount of money on advertising. 21
Utility advertising has always been a mixed bag, as it often crosses a fine line
between enhancing utility goodwill and sending useful information to
consumers about programs (e.g. energy efficiency or low-income assistance).
And, as explained in the Testimony of William Marcus, much utility advertising
is not properly chargeable to ratepayer accounts. This long-standing
Commission policy recognizes that the preponderance of SDG&E’s customer
base have no alternatives if they desire electricity or natural gas service. Thus,
there’s no competitive basis for ratepayers being charged for generic brand
advertising.

Not surprisingly, SDG&E doesn’t differentiate between generic, brand-
building advertising and programmatic advertising. UCAN inquiry into the
nature of SDG&E’s advertising revealed surprisingly little tracking of advertising
by SDG&E.

UCAN posed a series of questions about SDG&E’s advertising policies:

8-27 Please provide a list of any and all video presentations developed
and/or paid for by SDG&E that have been prepared for showing to

2 For example, Governor’s veto message for AB2006, as well his 2004 Energy Policy message at
http://www.governor.ca.gov/state/govsite/gov_htmldisplay.jsp?BV_SessionID=@ @ @ @0981246333.1181
681233@ @@ @&BV_EnginelD=cccfaddlegdiglecfngcfkmdffidfng.0&iOID=56253&sTitle=Governor+Sc
hwarzenegger+Announces+Electricity+Priorities&sFilePath=/govsite/press_release/2004_04/20040428_G
AAS17204 _Electricity_Priorities.html&sCatTitle=Press+Release

2L For example, in the period 6/26/06 — 10/8/06, SDG&E spent at least $141,690.75 on radio

advertising and $281,157.74 on television advertising (UCAN1, DR11).
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the public since 2002.

11-1. Please provide a detailed listing of all media buys made by SDG&E
during the period of 2002-2006. This should include all radio and
TV spots purchased and/or run in San Diego, state or national
media markets.

25-1 As afollow-up to DR11-1, UCAN requests copies and/or
transcripts of all print audio and video ad materials for the period
mentioned.

25-2 Based upon your responses to DR11-1 it appears that during the
following periods of time, there were no advertising expenditures:

2002: January — August, no advertising expenditures
2003: January — April, July-September — no
advertising expenditures
2004: January — May, Sept - October - no advertising
expenditures
For 2005 and 2006, we have no media buys for
January, February, March and April of each year.

Please verify that it is accurate to conclude that SDG&E incurred
made no payments for advertising during the above time-periods.
If this is not accurate, please provide additional data showing the
costs for these periods, as they do not appear to have been
provided in response to UCAN DR11-1

UCAN's analysis of individual SDG&E advertisements yields the
following observations. First, some advertisements provide electrical safety tips
to the public. Others seem to simply mention generally positive concepts such as
renewable energy in the same breath as SDG&E. Still other advertisements
advocate, both directly and indirectly, for SDG&E’s regional efforts and
initiatives. A final group of advertisements appears to have nothing to do with
the provision of electricity or any of SDG&E or Sempra’s business or services.

(DR25,1). Some of the questionable advertisements include the following: in its
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“:15 Safety ID's” and “:10 Safety ID’s,” 22 SDG&E charged its customers for the a

number of safety advertisements including the following two:

“SDG&E would like to take this opportunity to remind you about safe
driving. Be aware of your surroundings on the road at all times. Avoid
distractions and keep yourself and those around you safe and happy.
SDG&E. A Sempra Energy Utility. “

“SDG&E wants to remind you about safe driving. Be aware of your
surroundings and try to avoid distraction. Keep those around you safe
and happy. SDG&E. A Sempra Energy Utility. “(UCAN1, 25)

While UCAN strongly supports safe driving, the connection between
driving and provision of energy services is, at best, an indirect one. The ads
don’t mention that drivers should avoid distribution poles, SDG&E trucks or
renegade substations. More than anything, this is “feel good” brand enhancing
advertising. And it is apparently charged to ratepayers.

Additionally, SDG&E spent a good deal of ratepayer money advocating
for its various transmission projects through the use of advertisements as
follows:

In the 60-second radio spot entitled “Congestion,” SDG&E listed the
message to be communicated as the “electric transmission situation.” The full

text of the ad reads as follows

“What do Southern California freeways and electric transmission lines have in
common?

Congestion. On freeways, congestion can bring traffic to a stop. But this
summer we could be looking at a different kind of congestion on the big electric
transmission lines. About 80% of the electricity used locally comes from out of the
region. And there are only two main transmission lines to get it to the area. Most days
that's fine. But on hot summer days when energy increases because of air conditioning,
the lines could get overloaded - like a freeway at rush hour. Then the State’s
Independent System Operator could issue energy alerts for San Diego and Los Angeles.
And possibly order blackouts.

As part of our commitment to provide safe, reliable energy, we're working with
the state to keep alerts to a minimum. But we want you to be informed —and prepared.
For information and ways you can prepare, visit sdge.com.

SDG&E. A Sempra Energy utility.
Serving you today. Planning for tomorrow.” 23

%2 UCANL1, DR25 document entitled SDG&E Gas & Electric Safety Traffic ID’s
% This spot, entitled “Congestion,” can be found in Document “2004 Summer Prep Radio English 3,”
provided in response to UCAN1, DR25. The commercial was also broadcast in Spanish and appears in
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These advertisements send a message that if transmission projects are not
pushed forward, the lights will go out for consumers. Not only is this inaccurate
and a vast oversimplification, but it is troubling to see SDG&E customers
compelled to pay for SDG&E lobbying of those same customers. Similar
guestionable advocacy and lobbying advertisements include, but are not limited
to the following 24

SDG-PL-1567 Radio, “Renewable Energy”
SDG-UMB-1520 TV “Renewable Energy”
SDG-PL-1501 Radio “Reliable Energy”
SDG-PL-1342 Radio “Transmission”
SDG-PL-1343 TV “Transmission”

“Ed Guiles ‘Summer Alert™ Radio

“Ed Guiles ‘New Plants™ Radio

UCAN also requested video presentations developed and/or paid for by
SDG&E that have been prepared for showing to the public since 2002. While a
number of these presentations were related to safety, tree trimming, energy
conservation at peak usage times, and recruiting, there were also some
guestionable video presentations. These included an SDG&E promotional video
at the Gold Coast Classic Football game and two Sunrise Powerlink videos
(UCANDRS,27).

While some of SDG&E’s advertising appears to be safety-related, much of
it appears to make use of ratepayer money to persuade the public towards
SDG&E long-term goals, such as the construction of various transmission
projects. At best, these commercials are simply “feel good” advertising where
SDG&E makes vague references to the environment and green energy in a bid

for general good will. At the worst, these commercials are ratepayer-funded

SDG&E response to UCAN1, DR25 with the title “SDG&E 2004 Residential Umbrella :60 Radio, Spot:
“Congestion” — Spanish.

2 All advertisements were provided in response to UCAN's request for SDG&E advertisements in UCAN
DR25,1.
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propaganda intended to persuade ratepayers on SDG&E and Sempra policy
initiatives and projects.

Given the inability of SDG&E (and thus, UCAN) to determine whether the
advertisements are project specific or generic branding, such as the safe driving
spot, UCAN cannot recommend a specific disallowance beyond the
recommendation made by Mr. Marcus in this testimony. However, UCAN
does request that the CPUC compel SDG&E to catalog any and all electronic and
print advertisements charged to ratepayer accounts must be broken down by
project and message.

Another form of advertising abuse identified by UCAN involves SDG&E’s
“giveaway” policies. SDG&E has taken the policy of personalizing all manners
of items with SDG&E and Sempra logos and giving them away to customers.
No charge to the recipient — but fully charged to SDG&E customers. UCAN
posed an inquiry about this practice to SDG&E in Question 1 of DR-34:

1. Please identify any and all items designed to be given away for free or
sold to SDG&E customers upon which SDG&E or SDG&E/Sempra’s logo
is imprinted (e.g. pens, memo pads, calendars, tote bags etc) since 2002.
Specifically UCAN is requesting:

a. A description of each logo-imprinted item along with a
description of how each item was used, a quantification of
how many were produced each year and a per item cost;

b. The annual cost of producing all of these logo-imprinted
item;

c. The FERC accounts charged annually for these items
guantified in (b) above;

d. The annual revenues generated by the sale of any such logo-
imprinted item that might offset the costs of producing the
items

SDG&E Response:

The use of a logo would be a decision made by each individual manager
in the company and no central tracking of the use of logo imprinting is
maintained. Because of this, SDG&E is unable to respond to this question.
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UCAN is concerned by this response because of a seeming increase in the
number of such giveaway items that turn up at various SDG&E-sponsored
events. The giveaway items seem to have little relationship to energy
consumption (e.g. pens, tote bags, note pads) and are more geared to promoting
customer brand awareness. The fact that the decisions to purchase such
materials is uncoordinated and that no central tracking of the use of logo
imprinting is maintained raises UCAN'’s concerns even more. This policy
supports Mr. Marcus’ recommendation for a 48% of the non-labor costs in
Regional Public Affairs. However, UCAN also requests that SDG&E be ordered
to track all logo-imprinted items during the next post-test year period and make
a showing as to why the expenditures are appropriately charged to ratepayer

accounts.

C. Questionable 39 Party Vendor Payments

1. Customer Extravagances

UCAN requested a list of “any and all events,” not conducted by a non-
profit organization, in which SDG&E or Sempra were identified as a sponsor
(UCAN9, DR11). SDG&E answered that it “does not have an annual list of any
and all events... in which SDG&E or Sempra Parent Company were identified as
sponsor between 2002-2006.” However, the “GRC witness team” and other
“company personnel” were able to identify some “base-rate funded events”
based on anecdotal experience. SDG&E identified a number of local “Events by
For-Profit Companies Sponsored by SDG&E.” These included

5/16/2004 Calling for Care an Interfaith Event $990

5/21/2006 North Park Festival of the Arts $300

8/19/2006 Mira Mesa Street Fair $250

10/29/2006 Mainstreet Oceanside Dia de los Muertos $608
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Not only do for-profit companies conducted these events, but the link
between SDG&E'’s energy business and these activities is quite tenuous. For
instance, the “Calling for Care” event appears to be an event held to discuss
issues related to “those without health care coverage and access to medical
care”2s,

In addition, SDG&E provided a list of events entitled “Regularly
Scheduled Major Customer Events Hosted by and 100% Funded by SDG&E.” A
number of events were entitled “Major Customer Advisory Meeting.” (UCAN
DR11,9) SDG&E subsequently explained that a “Major Customer Advisory
Meeting”(UCAN4, DR25) refers to the

“Major Customer Advisory Panel that meets periodically for the purpose of
conducting an open dialog between SDG&E's leadership and key customers on
various utility initiatives and services, and getting the customer’s input and
feedback on policy and service issues and how best to communicate the
information to other customer.”(UCAN4, DR25)

SDG&E identified at least 12 such meetings since 2002, four of which were

“offsite events” which cost the following:

12/3/2002 $32,398

12/8/2004 $3,527

12/5/2005 $6,261

12/13/2006 $6,665 (See: UCAN4, 25)

The event on December 3, 2002 included $25,361 for “Food, beverages,”
$6,884 “Taxes and Service Charges,” and $2,400 on parking. While UCAN
encourages SDG&E to connect with its customers and gain from their input,
UCAN questions the effectiveness of the use of ratepayer funds to sponsor lavish
events for private companies, as well spending tens of thousands of dollars on
food and parking for get-togethers for large-scale commercial customer
executives and SDG&E and Sempra company executivegt These kinds of events

cross the grey line of customer perquisites into customer extravagances.

% See a description of the event at http://covertheuninsured.org/media/releases/print.php?ReleaselD=173
|t should be noted that these events are paid from FERC Account 908. (UCAN DR4, 25)
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2. SDG&E Travel and Reimbursement Policies

Under the category of far smaller, but still potentially extravagant, in
response to UCAN'’s inquiry regarding any private residences or rural retreats
owned by SDG&E(UCAN26, DR8) or Sempra, SDG&E responded abstrusely:

“SDGE leases an apartment in San Francisco for executive use, but the
lease cost of this apartment was removed from the 2005 base year and no
expenses for this apartment are included in the GRC forecast.”

UCAN's intrigue was piqued by the baffling terseness. Given SDG&E'’s
established track record of charging its customer accounts for anything, if at all
possible, it was surprising to find SDG&E bearing the cost of an apartment for us
by its employees and yet not charging ratepayer accounts. So UCAN inquired
how SDG&E funds this apartment,. SDG&E responded that the San Francisco
apartment is “paid for by shareholders.” “Being shareholder funded, any
information related to this apartment is irrelevant to the GRC proceeding”
(UCAN11, DR22). At this point of the proceeding, UCAN has no specific
recommendation for this unusual item other than to note that apparently SDG&E
employees are using a Sempra asset and claims not to be charging it to ratepayer
accounts. However, UCAN may develop a specific recommendation later in the
proceeding based upon SDG&E'’s anticipated rebuttal testimony.

In an effort to learn more about SDG&E’s lodging practices, UCAN asked
for information on employee reimbursement for lodging and dining expenses
incurred during travel. The questions asked for applicable caps and how the
policies for reimbursement might vary amongst different classes of employees.
SDG&E chose to respond that: “represented employees are eligible for meal per
diem allowances. All other employees’ travel expenses are incurred and
reimbursed according to the corporate travel policy.” This “corporate travel
policy” was not provided to UCAN.

SDG&E went on to quote its union contract, which states “the Company

will provide employee lodging and a sum of $35.25 for meals and expenses.”
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Unfortunately, by not providing the “corporate travel policy” and other
information, this response appears to avoid discussion of reimbursement policies
with regard to higher level (non-union) employees. These high level employees
are the ones most likely to engage in overnight travel and the UCAN’s inquiry
into their reimbursement policies has gone unanswered. (UCAN DR8,30).

Again, UCAN may make a specific recommendation after the hearing process is

complete.

3. Disallowable SDG&E Payments to Questionable Entities

UCAN inquired into and SDG&E refused to provide an itemized
breakdown regarding “expenditures and third party vendor payments by
SDG&E, which involve a payment or benefit conferred with regards to political
advocacy, political organizations or clubs, public policy organizations or think
tanks, sponsorship of an event or conference, religious organizations, trade
associations, chambers of commerce, business associations, and any nonprofit
organizations,” both foreign and in the United States. SDG&E’s excuse was that
this request would “require a value judgment about an organization which is
unable to made by computer.”(UCAN DR 22,4-7). UCAN's specific
disallowances are detailed in the Testimony of William Marcus. However, the
details of SDG&E’s abuses are offered below.

In UCAN DR22-3b, UCAN requested a “list and description (preferably in
electronic format) of any payments made to or benefits conferred on Chambers
of Commerce in Southern California (including: San Diego, Imperial County,
Riverside, Orange County and Mexico) by Sempra and all its affiliates, including
sponsorship of events and conferences related to Chambers of Commerce
activities.” Sempra responded that it made the following payments to Chambers
of Commerce from 2002-2006:
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Vendor Name 2002 2003 2004 2005 2006
California Chamber Of Commerce

790 25,000 150 - 12,500
6,357
Subtotal 790 31,357 150 - 12,500
Liberty Dayton Area Chamber Of
Commerce
2,000
San Diego Regional Chamber Of
Commerce
10,000 300
50,000
250
Subtotal 60,250 300
US/Mexico Chamber Of Commerce
2,000
Grand Total 65,040 31,657 150 - 12,500

Sempra then changed its response to UCAN DR22, 3b in its response to
UCAN DR31,7 claiming that “the original query to Sempra’s SAP system
unfortunately did not result in all payments to the Chamber of Commerce for the
years after 2002.” The revised totals for Sempra are 2002 — $69,250, 2003 — $66,575,
2004 - $76,599, 2005 - $78,300, 2006 — $95,847. These totals include a $50,000
“membership fee” paid each year to San Diego Regional Chamber of Commerce
(SDRCC).

It is clear that a company can be a member of SDRCC without paying the
$50,000 level fee. Further, starting in 2003, another $10,000 membership fee was
added to SDRCC Mexico Business Center. There is no explanation as to why

payments to Chambers of Commerce have increased over 38.4% since 2002. This
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rate of increase far exceeds the rate of inflation, and UCAN is concerned that
there are no substantiated reasons for the increase in payments to Chambers
other than that Sempra and its affiliates simply have chosen to spend money

collected from ratepayers in this manner,

The payments to Chambers of Commerce raised a number of questionable
expenditures, including golf tournaments as well as various dances and festivals.
(UCAN DR31,7) As an example, two payments were made to the Camara
Nacional de Comercio Servicios & Turismo de Ensenada in Baja, California in
2004 for “Industrial Expo Fiesta Viva 2004” - $3,170.94, “Golf Tournament
CANACO 2004” — $1809.30. Subsequently, in 2005, Sempra spent $1800 on the
“Golf Tournament CANACO 2005” and $3000 on the “2005 - Expo Fiesta Viva.”
More recently, in 2006, Sempra spent $10,000 on the “2006 Corporate
Sponsorship for Expo Fiesta Viva and Golf Tournament.”

Other golf tournament sponsorships include $1500 for the Century City
Chamber of Commerce “2005 25th Annual Century City Golf Tournament,”
$1500 in 2003 and 2004for the Escondido Chamber of Commerce “ECHO
'‘Chamber Challenge' Golf Tournament,” and the SDRCC’s 2002 “First Annual
Chamber Golf Classic.” Sempra also sponsored SDRCC'’s “2006 Military Ball”
for $3,000.

In UCAN DR22,3a, UCAN requested that SDG&E “please provide a list
and description (preferably in electronic format) of any payments to or benefits
conferred (direct or indirect) on any Chambers of Commerce in the United States
by SDG&E.” SDG&E responded with 2005 payments only, without descriptions
as requested, and stated that “no time period was noted.” This was perplexing
given that SDG&E provided data for 2002-2006 in response to the following
guestion (3b). Thus, UCAN reiterated its request that SDG&E respond to
Question 3a for the years 2002 and ending with the present. SDG&Edeclined to
provide the information despite it being asked for multiple times in UCAN

DR22,3a and UCAN DR31, 6. Evaluation of the limited 2005 data provided
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suggests SDG&E has engaged in the same pattern of excessive payments to
Chambers of Commerce as its parent Sempra. Accordingly, UCAN
recommends a disallowance of these expenses, as reflected in the testimony of
William Marcus. It also reserves the right to recommend additional
disallowances.

Upon inquiry into two patrticularly large payments of $12,000 and $5,000
made by SDG&E to SDRCC for “Purchased Services,” SDG&E explained that
“the $12,000.00 expense was for a sponsorship of the Winter Walk held at the
Westfield Shopping Center. The sponsorship enabled SDG&E to promote energy
efficiency, holiday lighting safety and winter bill outreach.” Regardless of the
effectiveness of this expenditure, at the very least this had some semblance of
public safety and information as its purpose. The next expenditure, the “$5,000
expense was for a sponsorship of the Legacy Chair Program, which creates
permanent acknowledgements of past board chairs and CEO's at the Chamber.
(The expense sponsored one Chair).” This has no public safety or informative
purpose, and is but one example of countless objectionable third party
expenditures.

The Chamber of Commerce payments are not the only questionable
expenditures. Among the companies SDG&E made third party expenditures to
are Democracy Data Communications and its partner organization OnPoint
Advocacy. SDG&E paid Democracy Data $67,996 in 2006 and OnPoint $50,000 in
2005(UCAN DR31, 4b & e). SDG&E describes their duties innocuously, such as
for OnPoint describing their work as “Internet campaign to build community
support.” However, UCAN has determined that Democracy Data and OnPoint
Advocacy are widely known as “astro-turfing” companies. These companies
assist in spending large companies’ dollars in an effort to build support for

company policy desires. Their controversial services have been discussed
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repeatedly in The Washington Pogt This suggests that ratepayer money is used
to advance Sempra and SDG&E policy interests through third-party
intermediaries. And it raised, for UCAN, concerns about SDG&E'’s regional
public affairs and lobbying activities. These activities are discussed in the next

chapter.

VI. UTILITY OF THE FUTURE
During the discovery process, UCAN sought to determine whether
SDG&E had spent the years since the last Cost of Service proceeding working to
find ways of lowering its costs. Given SDG&E’s comparative price problems,
(See Chapter Ill above) SDG&E customers and the Commission could have
reasonably expected SDG&E'’s efforts to cut its costs would have been redoubled

in light of the energy crisis impacts. UCAN made three important findings:

First, SDG&E had indeed begun to examine ways to cut its costs, but
concealed these efforts from UCAN (and other intervenors). Second, SDG&E’s
internal studies suggested that its cost cutting, fueled by embracing new
technologies, could be very promising, but has declined to adopt specific
measurements until after this rate case has been submitted to the Commission.
Third, SDG&E appears to have abandoned any other cost cutting efforts other

than those that are technology driven.

A. SDG&E’s Concealed Cost Cutting/Efficiency Efforts

Beginning in January 2007, UCAN posed a series of questions to SDG&E
seeking information about cost-cutting and operational efficiency efforts by the

company. On December 14, 2006, UCAN posed its first set of data requests and

27 Seehttp://www.washingtonpost.com/wp-dyn/content/article/2005/09/18/AR2005091801118.html
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included a question that began the review of improved efficiencies. Question 1-
33(d) focused on budgeting policies for customer service operations:

1-33. Customer Service: For recorded 2003-2005 (and year to date 2006),
please provide the following information;

a. The number of obsolete TOU meters replaced,
b. The annual costs (labor and nonlabor) classified by meter types,

c. A table that breaks out the number of customer classes served by these
meters into a) less than 20 kW, b) 20 to 200 kW, and c) over 200 kW,

d. All memos and reports concerning the budgeting and progress of this
program during this period, and

e. Demonstrate how the costs of this program were represented as either a
cost or benefit in SDG&E’s advanced metering business case analysis (A.
05-03-015).

SDG&E'’s response was to only provide documents that related to meter
replacement. It offered no other documents that addressed operational
efficiency. Yet, SDG&E acknowledges in its supplemental testimony filed on
June 1, 2007 that it had meetings on operational efficiencies in which Customer
Service managers were involved. (SEU Strategic Planning Initiatives. “ID
transformational cost savings” - “improving efficiencies” PV00022. SDG&E

then lists a series of predicted savings from 2004-2008 in the second to last slide.)

UCAN had assumed that customer service operations was an obvious
place where efficiencies could be achieved and, in fact, UCAN was correct.
Customer Service witness Fong admitted in his supplemental testimony: “I am
aware of these dates because | was the lead director representing Customer
Services for the Utility of the Future Customer Care work stream during the
preliminary concept development and review phase (Phase 1, October 2005
through April 2006 ).” Exh. 112, p. 3 This is relevant because UCAN specifically
asked for customer service related savings during the 2003-2006 time frame in

almost all of its relevant data requests.
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UCAN followed up with a more pointed data request sent on February 7,

2007 in which it asked:

8-37. Please provide any reports, memos or analysis developed by
Customer Services Operations that discuss the cost effectiveness or
efficacy of using Web-based services as a substitution for or complement
to other customer outreach functions since 2002.

SDG&E responded that it had no such documents. But, in fact, the Utility
of the Future documents referenced in SDG&E'’s supplemental testimony deal

directly with using web-based services for customer outreach. 28

Then, on February 28, 2007, UCAN requested three distinct data requests

29

inquiring into operational efficiencies. The three questions were:

11-13. Please describe any programs initiated during the 2002-2006 time
period that initiated cost-cutting programs within SDG&E’s departments.

11-15. Please identify any and all memos, reports, directives or documents
developed during the 2002-2006 time period by any SDG&E or Sempra
Corporation which addresses or pertains to cost-cutting or operations
streamlining efforts proposed to be or actually undertaken by SDG&E

11-16. Please identify any outside consultants retained during the 2002-
2006 time period specifically for the purposes of developing cost-cutting
or greater operational efficiencies for any department within SDG&E.

As was established by the ALJ’s ruling of June 21st, SDG&E should have
provided the documents at issue but did not. So UCAN doesn’t intend to
belabor the concealment. The extent of SDG&E’s non-compliance is revealed by
admissions in the company’s supplemental testimony. For example, SDG&E
concedes the existence of a “Managing Costs Initiative” focused upon corporate
center costs that was conducted in the 2003-2005 time frame — as sought by

UCAN. (Exh. 103)

% See ID_Doc075_bates.pdf, pages ID-02849, ID-02851, ID-02855, ID-02867, ID-02869, ID-02877

2 SDG&E’s repeated reference to DR11-16 is quite misleading as UCAN posed three questions — any of
which would have compelled the provision of any of the four cost-cutting initiatives discussed by SDG&E
in its supplemental testimony.
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The utilities also admit to a strategic sourcing initiative. Sempra witness
Phillips states: states “ the purpose of the Strategic Sourcing Initiative was to help
reduce some of the initial large costs of the longer payback horizons of the other
UoF programs. (Exh, 101, p. 3)” He also concedes that the Utility of the Future
program was “generally targeted to employ technology over the long term (15

years) to increase efficiencies and productivity on an enterprise-wide basis.” (Id)

The companies had completed their final report some six months prior to
filing their application. Philips states: “ “SDG&E/SCG worked closely with the
consultant over a three month period resulting in a final report completed in July
of 2006. (Id, p. 4)” He estimated the expected annual savings of these 6
categories is $11 million to $19 million during the rate base period leading up to
2008. (p.5)”

The Sempra utilities also concede to yet another cost-cutting process in the
supplemental testimony of Krumvieda. The testimony is remarkably vague and
the witness horribly informed. * Yet, Krumvieda concedes that “the savings
achieved by Fleet Services for the 2004-2005 time period have already been
reflected in the 2005 base year in the application.” (Exh 106, p. 4) However, he
also states that “as the TCl is an on-going cross-functional team, there is no
mechanism in place to identify specific savings associated with the team’s

activities.” (ld)

B. The utilities have declined to establish clear efficiency

objectives.

The mantra that is rhythmically chanted throughout all of the SDG&E

witnesses’ supplemental testimony is that the UofF program has no identifiable

30“At the time general rate case testimony was prepared in 2006, | was not involved in the review of
information associated with the four initiatives. While aware of the activities of the TCI, | did not attend
any of the team meetings or review team documents. “ (p. 2 Exh. 113)
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or measurable objectives. The company has strongly resisted adopting any
guantifiable target, thus making rate-setting treatment of the program
exceedingly difficult.

This is a strategic decision by the company, but certainly not echoed in the
reports developed by Accenture. In one November 8, 2006 report entitled
“Utility of the Future: Strategic Outsourcing Initiate, very detailed and specific
savings objectives are identified and recommended.3? SDG&E posits that
because the Sempra Utilities Board has not yet approved the Accenture
recommendations those objectives are nothing more than unsanctioned ideas3?
Indeed, almost one year has elapsed since the fleshed-out July 2006 report was
submitted to SDG&E’s executives and the Board has yet to approve — or even
consider — the UofF initiative even though it was the authors’ intent to
incorporate the scheme into this General Rate Case.

The Accenture recommendations are specific and very quantifiable. For
example, in ID-Doc126_bates.pdf , “Strategic Sourcing Initiative: Phase Il
Findings & Recommendations,” detailed findings are discussed regarding cuts in
external expenditures. (See Attachment “D”- in confidential versions only) On
ID- 04386 through ID- 04388, a specific time schedule of “costs and savings” is
discussed, showing savings in external expenditures of tens of millions of dollars
annually by 2009 The “sourcing program” is broken down into waves of
implementation, five total 33, as well as categories where spending and savings
will be taking place.

Indeed, the chart on ID-04386 states “ approximately the majority of the

savings will be realized in Wave 1 and 2, which is within the first 16 months of

3L A good example of this is in the ID-Doc126_bates.pdf , “Strategic Sourcing Initiative: Phase Il Findings
& Recommendations.” ID- 04386 through ID- 04388, and 04393 through 04411. However, SDG&E has
designated this document as confidential.

32 See page 4 of Sempra Utilities’ response entitled “RESPONSE OF SAN DIEGO GAS & ELECTRIC
COMPANY AND SOUTHERN CALIFORNIA GAS COMPANY TO MOTION OF TURN, UCAN,

CFBF AND AGLET ORDERING SUPPLEMENTAL TESTIMONY AND OTHER RELIEF

% 1D-04369 & ID-04370
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the program.34 The document then goes on to detail precisely staff days, external
and internal, as well as staff costs necessary for implementing the projects3>

The confidential document then describes in great detail the categories
that will produce cost savings in Waves 1 and 2, complete with amounts to be
spent on the particular category, key “strategies to realize savings,” duration for
implementation, quantity of internal and external staff required, and savings to
be realized broken down by year. The categories include Wave 1: Gas —
integrated supply, IT/Telecom — Telecom, Electric — Construction Services,
Professional Services — Legal, Fleet & Facilities — Fleet and Equipment, Wave 2:
Gas- Construction Services, Electric — Electrical Equipment, Professional Services
— Engineering Services, Professional Services — Insurance Benefis. including
ID-04393. Notably, none of the documents to which SDG&E has waived
confidentiality contain this kind of detail.

SDG&E'’s failure to adopt quantifiable savings targets is a transparent
effort to prevent the Commission from designing a mechanism to capture a
larger portion of the savings. Up to the filing of the GRC application and the
service of the original testimony in late 2006, SDG&E was working to structure
the UofF initiative to maximize the shareholder. 37 SDG&E'’s counsel could not
have been more clear in a document that SDG&E claims is confidential so the
exact language cannot be included in testimony, but will be disclosed during the
evidentiary proceeding.

However, in a non-confidential document dated December 6, 2006 titled a
“Management Committee Briefing” (which also happens to indicate that it was
prepared for the General Rate Case proceeding), SDG&E admits that the UofF is

a plan “that supports General Rate Case (GRC) planning and strategy to set the

*1D-04369

% 1D-04390 & 1D-04391

%D-04393 through ID-04411

37 For example, see the “Summary of GRC Overlay Earnings Analysis” from the Tech 20/20 materials
dated December 2006, p. 8. which have also been deemed confidential.
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foundation for 2008-2012", (Bates: PV-00177). It also indicates that the
implementation “kickoff” would be January 2007.

More importantly, it provides a depiction of how the shareholder benefits
increase dramatically as the term of the GRC increases. In a three-year GRC,
SDG&E projects that customers would reap $80 million in savings and
shareholders only $43 million. In a 6-year GRC term, the figures literally
reverse: shareholders gain $82 million in savings while customers get only $45
million.

Then, in a most curious scenario, SDG&E projects a 6-year GRC term with
“optimized benefits”, wherein the shareholders would gain a $97 million
windfall, with only $66 million in benefits flowing to customers. In both
scenarios, SDG&E foresees total benefits of between $127 million up to as much
as $173 million over the six-year pendency of the GRC period. (Bates: PV-00184)
This estimate undermines SDG&E'’s claim that the savings from the UofF
initiative are unquantifiable and are too long-term to bring any net benefits

during the six years contemplated in the current rate case.

C. SDG&E has no other notable cost-cutting activities other

than UofF

SDG&E’s concealment of UofF is startling, but not surprising given its
objective of capturing as much of the savings as possible for its shareholders
through the lax sharing mechanism (See Response to ALJ Questions below).
What is more surprising is that SDG&E’s has no cost-cutting measures other than
those outlined in its supplemental testimony. And according to SDG&E, these
programs are not cost-cutting measures but are merely efforts to take advantage
of new technological efficiencies (Exh. 100, HS-5). Thus, from SDG&E'’s
operational perspective, it has no cost-cutting measures in place for the post-test
year period of 2009-2013.
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Previous programs such as giving employee bonuses or awards based
upon identifying cost-savings measures have been apparently scrapped. (UCAN
DR34, 18) And, based upon SDG&E responses to other UCAN requests, no new
cost-cutting measures have been implemented. Moreover, based upon the
responses to UCAN'’s very pointed data requests, there are no efforts by SDG&E
to instill a cost-cutting ethic into its employees. UCAN DR11-15 could not have

been more specific:

11-15. Please identify any and all memos, reports, directives or documents
developed during the 2002-2006 time period by any SDG&E or Sempra
Corporation which addresses or pertains to cost-cutting or operations
streamlining efforts proposed to be or actually undertaken by SDG&E

SDG&E'’s belated response included only four “efficiency” initiatives —
those laid out in SDG&E’s Supplemental Testimony and summarized by Hal
Snyder in Exh. 101. As per SDG&E's responses to UCAN, no other memos,
directives or reports identify another other cost-cutting or steamlining operations

contemplated by the utility.

IX. RESPONSES TO THE ALJ'S INQUIRIES
In his June 21st ruling, ALJ Long posed four questions to Intervenors.
UCAN formulated responses along with DRA, TURN and Aglet. Most of
UCAN's responses are contained in the Policy Testimony of William Marcus, on
behalf of UCAN and TURN as well as in the Testimony of James Weil, on behalf
of Aglet. Below are supplemental observations that may prove useful to the

Commission.

(a) How, in your opinion, does the Utility of Future specifically
differ from the ongoing obligation of the utilities to minimize
operating costs on an ongoing basis?
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There is a significant difference between an on-going effort to instill an
ethic of on-going efficiency and prudence in a corporate environment and the
cost-cutting/efficiency measures embodied within the Utility of the
Future/OpEx2020 (hereinafter “UofF”). By SDG&E’s own admission, this is a
program whose specifics compel the approval by the Sempra Utilities Board of
Directors. It contemplates the elimination of hundreds of jobs and revamping
the company’s use of outsourcing. We note that a similar “efficiency” project
developed by Accenture for PG&E in 2005 was entitled a “Business
Transformation Project” by the utility.  Similarly, other Accenture-designed
adopted by other energy utilities go far beyond the pale of an on-going cost-
cutting program. For example, Washington Gas — a natural gas utility serving
Washington DC — recently issued a press release trumpeting its adoption of a

Utility of the Future-type initiative. (See Attachment “C”)

(b) Would the last authorized sharing mechanism, in your
opinion, fail to equitably allocate any operating cost savings
achieved by the Utility of the Future? If so, why?

Yes. As explained in the Marcus and Aglet’s testimonies, the 50 basis
point deadband coupled with a longer GRC cycle could allow the utilities to
accrue the lion’s share of UoF net benefits despite ratepayers providing much of

the program funding, at least in early years. Sempra’s response to Aglet's

(c) Apart from (b) above, could a new Utility of the Future
Balancing Account equitably allocate any operating cost

savings achieved during the test year and post-test year

periods?

UCAN cannot envision the operation of such a balancing account system
that would not be subject to substantial cost manipulation. As amply
demonstrated by UCAN's testimony on SDG&E’s AMI costs, the company has

demonstrated its ability and willingness to manipulate cost accounts so as to
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double-count costs or hide benefits. (See Testimony of Jeff Nahigian). The AMI
accounts were relatively narrow compared to the breadth and scope of the
measures contemplated by the UofF plan. The demands that would be placed
upon auditors to track and verify savings would be extreme and likely

unfulfilled.

(d) To the extent possible, distinguish any policy
recommendations regarding the recommended duration of
the post-test year ratemaking cycle between
recommendations that apply generally to duration and
recommendations on duration attributable to Utility of the
Future.

As noted by Messers. Marcus and Weill, it is premature for the
Commission to make a commitment to a six-year rate case, as proposed by
Sempra Utilities. As the record in this case develops and as the need for a 2009
review of AMI and UofF activities becomes more compelling, the Commission
will then be better able to establish an equitable timeframe for this ratemaking

cycle.
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ATTACHMENT *“A”

QUALIFICATIONS OF MICHAEL SHAMES

Michael Shames has an extensive background in consumer and corporate
responsibility issues. Mr. Shames was the co-founder of Utility Consumers'
Action Network and is currently UCAN's Executive Director. A 1978 graduate of
UCLA, Mr. Shames received his Bachelor of Arts in Public Administration and
went to receive a Juris Doctorate in 1982 from the University of San Diego
School of Law. During his studies at the University of San Diego, Mr. Shames
developed the model for UCAN. From the outset, UCAN was designed to
represent residential and small business consumers in the highly technical areas
of utility rate regulation.

During his 18 year tenure serving as Executive Director, Mr. Shames has
participated in numerous regulatory proceedings before the PUC. In addition to
all SDG&E general rate cases since 1986 and most major state-wide electric
utility proceedings, Mr. Shames has played a major role in telecommunications
issues before the PUC. He prepared expert testimony in the MCI-Sprint merger
case, the Pacific Bell Marketing Case and the Cingular Investigation of 2003.
He served on Pacific Bell's Consumer Advisory Panel from 1988-1991. He
recently began his fouth year of serving on Pacific Bell Mobile’s Access Task
Force. And, in 1995, he was appointed as a consumer representative to the
Commission's SB600 Task Force on Telecommunications Ratesetting by the
CPUC Executive Director, Neal Shulman.

In addition to his work before the PUC, Mr. Shames has also participated
in several regulatory hearings on behalf of UCAN before the California
Department of Insurance. He presented expert testimony on the use of
telecommunications technologies in insurance redlining in RH-292, which
investigated "redlining" in the insurance industry and RH-313. These
proceedings determined timelines for prior approval rate regulations procedures.

Because of his advocacy experience, Mr. Shames was hired by the
California Department of Insurance to instruct and train CDOI employees on
consumer advocacy strategies and legal analysis. Mr. Shames still works with
the DOI on these issues and was appointed to the California Automobile
Assigned Risk Advisory Committee by Commissioner Garamendi.

Mr. Shames has repeatedly appeared before the California Energy
Commission and California Legislative Oversight Committee on Energy and
Public Utilities as a recognized consumer representative. He has spoken on
assorted utility consumer issues at the National Association of State Utility
Consumer Advocates (NASUCA) and the National Association of Regulatory
Utility Commissioners (NARUC) conferences as well as a number of other
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conferences. He has testified in hearings before the Public Utilities Commission
on cellular and electric regulation cases. And he was selected to serve on the
Advisory Board of the Competition Policy Institute based in Washington DC.

In 1997, Mr. Shames was appointed by the California Public Utilities
Commission to serve on two advisory boards: The California Board for Energy
Efficiency and the Consumer Education Advisory Panel. And the California
Senate appointed Mr. Shames to serve on the Joint Task Force on Privacy
Reform.

In addition to his work for UCAN, Mr. Shames has served as an adjunct
professor at University of San Diego, School of Business, where he has taught
between 1991 and 1995. His articles on utility issues have been published in
most of the state's major newspapers and scholastic journals, including the
Energy Law Journal on California’s Electric deregulation in Summer 2003. He
has published articles in Public Utilities Reports, Harvard Business Review and
has contributed chapters to two books on deregulation. [*Preserving Consumer
Protection and Education in a Deregulated Electric Services Industry”, Who
Benefits From Privatization, Hossain & Malbon, eds. (Routledge, 1998)
and"Consumer Principles for Electric Utility Reform”, in Electric Utilities Moving
into the 21st Century, Enholm & Malko, eds. PUR Inc. (1994)]

Mr. Shames has also been appointed to local boards to serve as a
consumer representative, including the County Water Authority Panel on Utility
Costs (1989), the San Diego City Task Force on Sewer and Water Rates (1992),
and the San Diego County Public Works Board (1993). He has also been
honored as Distinquished Advocate for a Non-Profit Agency - University of San
Diego School of Law and has received two awards from the San Diego Press
Club for his advocacy work.
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ATTACHMENT “B”

CALIFORNIA UTILITY RATES AS PER EIA
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ATTACHMENT “C”

Washington Gas Press Release
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ATTACHMENT “D”

(in non-public versions only)

Utility of the Future Document
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