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Introduction

The Division of Ratepayer Advocates (DRA) hereblyrsiis this protest of Southern
California Edison Company’s (SCE) Advice Letter (A2804-E, dated November 2,

2012. The AL requests Commission approval of SCiagated cost estimate for the
California portion of the Devers-Palo Verde No.rafsmission Line Project (DPV2 or
the Project). SCE submitted a proposal to increase the maxicast) or “cost cap” for

this project from the original amount of $545.3Iril, approved in Decision (D.) 07-01-
0407 to $701.3 million (in 2005 dollars). The newiestte escalated to 2012 year dollars
brings the total project cost to $944.8 millions described below, the facilities
associated with the DPV2 project have undergondéipieichanges and additions since the
Commission approved the project in 2007. SCE statgshe major contributors to the
cost increases leading to the need to increaseoiiecap are (1) environmental factors,
and (2) project cost escalation. However, theaaiatter fails to provide supporting
documentation that justifies the cost increasesrder to fully evaluate SCE’s proposal,
DRA recommends that the Energy Division suspen®804-E for further evaluation to
determine if SCE’s request is “just and reasonasagefequired by Public Utilities Code 88

Y In AL 2804-E, SCE also refers to the Californiatjum of the DPV2 project as Devers-Colorado River
Transmission Line Project (DCR).

2 See D.07-01-040, Decision Granting a CertificdtPublic Convenience and Necessity (CPCN) for teedds-Palo
Verde No. 2 Transmission Line Project, January?2®7, pp. 4-5.
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451 and 454. In accordance with GO 96-B, Sectir2] DRA requests that the AL be
suspended for 120 days.

Furthermore, the Commission should treat AL 280dsEequiring Tier 3 treatment
pursuant to General Order (GO) 96-B, because SC&is that the AL qualifies as a Tier
2 —or even a Tier 1 —filing is contradicted bg theneral Order. GO 96-B does not allow
Tier 1 or 2 treatment for rate changes that ddalbtvithin an already-approved range or
that follow a formula already approved in a Commissiecision. SCE’s claim that it is
entitled to Tier 2 treatment because of Sectiof7%.@f the Energy Industry Rules
appended to GO 96-B is incorrect because thatoseohly applies to matters eligible for
Tier 1 treatment for which the utility opts to s€gkr 2 treatment. Tier 1 advice letters do
not include proposals for cost increases sucheasrtbs SCE seeks in AL 2804-E, so the
Tier 1-to-Tier 2 conversion SCE cites is not pesie here. Rate increases under Tier 1
advice letters are only allowed when they are gu@imulaic and already pre-determined
by the Commisisofi,and the rate increase here does not qualify.

Background

DPV2 was submitted as a CPCN application to the CBW April 11, 2005, (A05-04-
015). The Project was initially a 500 kilovolt (k¥fansmission line, approximately 230
miles in length, from the existing Harquahala Gatieg Station switchyard in southern
Arizona to SCE’s existing Devers substation, logateNorth Palm Springs in Riverside
County, California. A second 41.6-mile 500 kV tramssion line would connect the
Devers substation and SCE’s existing Valley sulmstdocated in the unincorporated
community of Romoland in Riverside County, near d&ad centers. Decision 07-01-

3 Section 7.5.2 provides that: “The Industry Divigionotification will suspend the advice letteffeetiveness and
will state the reason for the suspension and eeted duration, which will not exce&80 daydrom the end of the
initial review period unless the utility agreesairiting to a longer suspension period.” (Emphasided.) Indeed,
given the magnitude of the cost increase, DRA neak's a second period of suspension, as allowedkbtion

7.5.2: “If the reviewing Industry Division detemds that a suspended advice letter requires digpobly the
Commission, and the Commission's deliberation errdisolution prepared by the Industry Division aures beyond
the expiration of the suspension period, the suspens automatically continued for a further pdriand the
Industry Division will so notify the utility and ptestants, as above. The further period of suspemnsil run until the
Commission acts on the resolution, but will noteed@180 days.”(Emphasis added.)

* The only rate change allowed in Tier 1 is “(3) Waage in a rate or chargersuant to an index or formuthat the
Commission has approved for use in an advice lbjtehe Utility submitting the advice letter, natluding the first
time the Utility uses that index or formula. Thiglustry Rule does not cover a change in a methggptuch as a
methodology approved by the Commission for use byilay for performance-based ratemaking.” (Empisa
added.)

® SCE further confuses matters by stating it desir€®mmission resolution on its AL: “The actioesuested herein
require more than ministerial action, and thus agion on the merits should be by Commission rggmh.”
(Emphasis added.) Only Tier 3 resolutions reqGimenmission — rather than staff — action; howevd&Alagrees
that a Commission decision is required and thatrtatter should be handled under Tier 3 rules.



Energy Division
November 21, 2012
Page 3

040 approved the Project on the basis that the DRAf8mission line would generate
significant economic benefits to California ratepey In addition, the Commission
established a precondition for the constructiothefCalifornia portion of the Project to
commence after the Arizona portion of the Projeasapproved by the Arizona
Corporation Commission (ACC)Decision 07-01-040 also set the maximum costaithti
determined to be reasonable and prudent for theoapg DPV2 project at $545.3 million
(in 2005 dollars).

On June 6, 2007, the ACC denied SCE’s request @eréficate of Environmental
Compatibility for the Arizona portion of the transsion line. Subsequently, SCE filed a
Petition for Modification (PFM)with the CPUC on May 14, 2008, requesting the
Commission to authorize the construction of DP\Wlit@es in only the California portion
of the originally proposed DPV?2 project. Accorditagthe California Independent System
Operator (CAISO), the California-only portion o&tRroject would allow acces®
potential new renewable and conventional gas-fyeakration in the Blythe area and help
California meet its renewable energy gddlsthe CPUC approved SCE’s PFM on
November 20, 2009, in Decision D-09-007, but conditioned the start of construction
upon CAISO approval of the Projétt.

On September 5, 2012, SCE filed a second PFM ofD13040. SCE’s proposed
modifications consist of mitigation measures reegiiby the Federal Aviation
Administration (FAA): the installation of markerlsaon certain transmission line spans
and lighting on certain transmission structures. Gtober 30, 2012, the Commission
issued a Proposed Decision (PD) approving the PFM.

Analysis and Recommendations

As stated in SCE’s AL and discussed above, “DP\Rédwnlved from a transmission line
intended to bring economic power from Arizona gatien to California load to a project

® See D.07-01-040, Decision Granting a CertificdtPublic Convenience and Necessity for the Devetls-Rerde
No. 2 transmission line project, January 25, 2007.

" See D.07-01-040, pp. 4-5.

8 See SCE Petition for Modification filed on May 2008 and supplemental information filing on Jufe 2009
(Supplemental Filing).

° SCE filed a Permit to Construct Application foetBolorado River Substation Expansion Project onelttber 3,
2010. The 500/220 kV substation would facilitateefrconnections to renewable generation in thehBlgrea. The
CPUC approved construction of the expanded ColoRider Substation on July 14, 2011 in Decision DO¥1011.
1% see Notice of ex parte communication of the CAISIOne 19, 2009. The letter states that CAISO ifietithe
need for the California portion of the Projectnterconnect new generation in the Blythe area iifdCaia.

' See August 5, 2010 CAISO letter to the Commissitpdated Information Regarding Construction of Devealo
Verde No.2 Transmission Project (A.05-04-015). ®iter indicated that CAISO had approved DPV2.
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that will be used to bring energy from new convemall and renewable generation projects
near the California/Arizona border to Californiaéb™? The facilities associated with
DPV2 project have undergone multiple changes addiads. The AL describes changes
to eight major cost categories that SCE claims wedusince the approval of the DPV2
project and associated cost: (1) Preliminary Ergying & Licensing, (2) Bulk
Transmission, (3) Environmental Mitigation & Monitieg, (4) Substation, (5) Land, (6)
Telecommunications, (7) Distribution, and (8) Cagency. The cost changes are
calculated in 2005 dollars, for a total of $701.iom and then escalated to 2012 dollars,
resulting in a total project cost cap of $944.8ioml** DRA’s initial review of the AL

finds significant project cost increases in thet casegories of Bulk Transmission,
Environmental Mitigation & Monitoring and Projecbét Escalation?

SCE contends that the major contributing factoth#&changed cost estimates for Bulk
Transmission and Environmental Mitigation & Monitgg are direct and indirect costs to
address environmental requiremefitShe Bulk Transmission cost category increases are
a result of higher than initially expected contreasts for construction. However, the
Environmental Mitigation & Monitoring cost categomas not part of the original cost
cap approved in D.07-01-040. Although DRA agreas sieveral modifications to DPV2
have occurred since D.07-01-040 resulting in addéi permitting and implementation of
environmental compliance, mitigation and monitoriSGE’s AL fails to provide
documentation to support its claim that environrakréquirements have resulted in a
$159.1 million increase in the cost of the Projestme examples of documentation that
are not included in the application are, contrabithing (such as requests for proposal,
statements of work, proposed budgets, amendmestope, and invoices) and SCE’s
construction work in progress (CWIP) filings witietFederal Energy Regulatory
Commission (FERC) pursuant to Section 205 of theeFsd Power Act.

With regards to SCE'’s project cost escalation f&f05 to 2012 dollars, Appendix A of
the AL provides details regarding the cost esaatatnethod and financing cost, including
“the escalation rates used to inflate and deflagehistorical Project Expenditures for the
years 2005 through 2011 and forecast Project Expeerd for the years 2012 through
2014.™° The project cost escalation from 2005 to 201 2adslaccounts for $243.5 million
of the total project cost increase. DRA has corceggarding the project cost escalation

12 AL 2804-E, pp. 7.

13 AL 2804-E, pp. 10.

14 AL 2804-E, pp. 10.

!5 Direct costs include preparation of permits, resgsiéor variances, mitigation measure monitoring eporting,
and associated environmental documentation. Indoests include implementation of mitigation measuwiuring
construction and associated delays and loss dbfligx to cost-effectively manage and sequencestauetion work.
16 AL 2804-E, pp. A-1
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method: the project escalation rate blentfimad the escalation of costs already incurred
in 2005-2011.Additional supporting documentationeégded to assess the cost escalation
method and financing cost for this AL including lame not limited to, contractor billing
(such as requests for proposal, statements of wookosed budgets, amendments to
scope, and invoices) and SCE’s CWIP filings wittREEfor the updated costs for DPV2.

Conclusion

In order to fully evaluate the AL and determine wiee SCE’s request for a cost increase
for this project is “just and reasonable” as reediby Public Utilities Code 88 451 and
454, DRA requests that AL 2804-E be suspendeduitinér evaluation. DRA intends to
conduct discovery and issue data requests foriadditsupporting documentation for the
cost increase request in this AL. The Commissiamukhtreat the AL as a Tier 3 advice
letter, which requires a Commission vote on the tuseases SCE proposes.

Please address any questions about this prot€strinie Chen at 415-703-2168 and
Connie.Chen@cpuc.ca.gov.

/sl Cynthia Walker

Cynthia Walker
Program Manager

cc.  Michael R. Peevey, Commissioner
Thomas R. Pulsifer, Administrative Law Judge
Edward Randolph, Director, Energy Division, Roog94
Maria Salinas, Energy Division
Manisha Lakhanpal, Energy Division
Connie Chen, Division of Ratepayer Advocates

Darrah Morgan, Southern California Edison Company

" SCE’s Project Escalation methodology consisegbsately escalating and deescalating the labonaniibor
related expenditures by separate labor (based &'s3ttorical, average, and forecasted hourlyiegmescalation
rates for transmission workers) and nonlabor (trassion capital escalation based on the Handy-Waitimdex of
Public Utility Construction Cost) escalation rates.



