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1. EXECUTIVE SUMMARY

The California Public Utilities Commission is in the process of advancing a new “risk-
informed” process to support decision-making in the context of energy utility General Rate
Cases (GRCs). The major goal is to improve safety performance of utility design, construction,
operations & maintenance (O&M) by applying a transparent and understandable set of utility
processes to identify and prioritize significant safety risks, to determine appropriate mitigation
programs and projects to reduce or avoid those risks, and to translate those priorities, programs
and projects into the GRC budget requests.

The development of this process has been taking place via a 2013 rulemaking proceeding
and subsequent applications for Safety Model Assessment Proceedings (S-MAP).* This
rulemaking, via Decision (D.) 14-12-025 established new mechanisms for developing risk-
informed methodologies, incorporating them in GRCs, and requiring new accountability
reporting to ensure that the utilities are meeting expectations for approved funding authorizations

for safety programs and risk mitigations.

Even before the finalization of this new approach to ratemaking, however, California’s
major investor-owned utilities are required to incorporate elements of evolving risk assessment

models and risk-informed mitigation into triennial GRCs and other rate cases.

The Risk Assessment and Safety Advisory Staff of the CPUC’s Safety & Enforcement
Division (SED) has the responsibility for supporting the S-MAP proceedings and for working
with the Investor Owned Utilities (IOUs) to help implement appropriate policies and approaches
to accomplish this. As part of that responsibility, SED has prepared this report on Risk and
Safety aspects of Southern California Edison’s (SCE) General Rate Case application for 2018-
2020. The GRC Scoping Memo indicated that “SED’s report will help the Commission identify
whether and how SCE is complying with the guidelines for risk management that were provided

in D.14-12-025 and are currently being further developed in the S-MAP proceeding.” 2

! Order Instituting Rulemaking to Develop a Risk-Based Decision-Making Framework to Evaluate Safety and
Reliability Improvements and Revise the General Rate Case Plan for Energy Utilities; R. 13-11-006.

2 Scoping Memo for SCE TY2018 GRC CPUC Application A.16-09-001, December 12, 2016, pgs. 8-9:
http://docs.cpuc.ca.gov/PublishedDocs/Efile/G000/M156/K128/156128660.PDF




This report provides a description of risk and safety in SCE’s GRC testimony and
analyzes how SCE’s current risk assessment and management process is evolving and SCE is
using it to:

e identify major risks;

o determine potential mitigation plans and programs; and
e inform SCE’s GRC budget requests in order to reduce or avoid those major risks.

Because this is an evolving program, this report is more concerned with understanding
SCE’s approach, providing illustrative examples of major safety and risk issues in the utility’s
testimony and critiquing how well the utility has applied its methodology to the task of

identifying, prioritizing and mitigating its operational safety risks.

SED Staff is engaged in a parallel process in the S-MAP to apply a critical evaluation of
the utilities’ risk models and to provide guidance for greater consistency among them, as well as
working through the practical logistics of making risk assessment a more effective tool for
regulatory oversight of utility operations and expenditures.®

Staff recognizes that in this Application, SCE employs new and evolving methods to
assess risk. Though far from an exhaustive analysis of every aspect of SCE’s risk assessment and
safety mitigation proposals, this report will attempt to describe in understandable terms how the
utility has described its process to assess and prioritize its major risks, and recommend how this

might be improved in future GRCs.

In addition, Staff has compiled current data and statistics related to recent incidents
reported by the utility, citations imposed by the Commission for violations of rules and general
orders, and audits of operations conducted by CPUC enforcement staff. This represents a new
element of GRC evaluation, as called for by recent legislation.* It is still unclear whether this
information will have direct relevance in the Commission’s eventual decisions on utility rate
requests, but — much like the entire Risk Assessment program in its still nascent state — it

provides a platform for the Commission and the utility to build upon in future GRCs.

*In A.15-05-002, et al., SED Staff provided an analysis of the four major utilities’ risk models, as presented in their
May 2015 applications and refined via a series of workshops and working groups. The Commission continues with
the development of modelling approaches in Phase 2 of the proceedings, still ongoing.

* PU Code Section 750, added by statute 2014, Ch. 552, Sec. 2 (SB 900, Hill).



1.1 OBSERVATIONS AND CONCLUSIONS

SED Staff analyzed and evaluated the risk-informed decision framework used by SCE to
identify major risks and determine potential mitigation plans and programs, and concluded that
these methods and processes have not been particularly well described or effectively used to
inform the 2018 GRC Test Year budget request.

SCE admitted in testimony that it did not use risk assessment in the identification of its
top risks, or to select programs to address those risks, but mostly after-the-fact as a way to
measure risk reduction associated with the programs or projects proposed. Further, the funding

allocation for risk mitigations was not based on risk analysis.

These two admissions, by themselves, have made it very difficult for SED to provide a
positive evaluation of risk assessment in this GRC application. At this time, it would be unwise
to accept SCE’s risk assessment methods as a basis for determining reasonableness of safety-
related program requests; indeed, we have found that SCE is classifying major categories of
spending as safety related, even though they relate to issues of customer satisfaction or electric
service reliability than safety. Additionally, much more could be done in the future to assist

decision makers and intervenors in following the trail from risk assessment to budget request.

The current GRC, although partly subject to the new risk-informed decision-making
approach, is essentially a transitional case. The traditional tools of intervenor testimony,
evidentiary hearings and cross-examination of witnesses must still provide the Commission with

a complete record for its decisions in this rate case.

Finally, as required by statute,> SCE bears the burden of proof to affirmatively establish

the reasonableness of all aspects of its requests.

> PU Code Section 454.



1.2 MAJOR FINDINGS ON SCE’S RISK METHODOLOGY AND APPLICATION

e SCE’s approach to risk-based decision-making is still evolving and most of the steps in
the framework have yet to be implemented. In the current GRC, most of focus was on
the first two steps of risk identification and risk evaluation.

e Currently, the majority of the risk analyses are conducted after a project or a program is
identified, to measure the risk reduction associated with that project or program.

e SCE’s GRC testimony does not contain what can be properly referred to as a risk register.
A risk register based on risk event statements should contain, at a minimum, asset or
activities, failure event statements, frequencies, impact dimensions, impact dimension
scores, and other relevant information.

e SCE’s approach to identify threats or risk drivers suffers from an almost non-existent
level of granularity.

e Based on the presentation in the testimony, it is unclear whether risks were used to drive
mitigation activities, or, rather, mitigation activities were looking for risks to mitigate.

e SCE’s risk-spend efficiency metric is not mature enough to drive the 2018 GRC request
at a program or project level.

e SCE’s current risk-informed decision-making process is still too immature in this GRC
cycle to allow meaningful analysis using the full Cycla 10-step process.

e Staff struggled to evaluate SCE’s risks and risk assessment process in the initial stages of
review. As a result, staff asked SCE to compile all of its risk testimony into a single
volume. Even after receiving this compiled testimony, SED staff was still unable to see
the bigger picture of SCE’s risk assessment story. There were many individual parts, but
we still could not determine how they contributed to the larger GRC. For example, SCE
could not provide even a qualitative prioritization of its risks, and there were only two
risk register items for which SCE used risk assessment to inform its current GRC request.

e SCE’s definition of an outcome is what other utilities would typically define as a risk,
and the outcome numbers in SCE’s risk register show a very irregular distribution. The
cause of this irregular distribution of outcomes appears to be due to the wide range of
specificity levels in the risk definitions.

e SCE needs to align its risk scoring and risk register. SCE must have a clear idea of what
it is scoring and why it is scoring it. It is unclear why SCE is scoring assets that are
unrelated to risks that it has identified in its risk register, or why the risk register is
missing scored asset risks.

e Some discussion about how risks changed between the 2015 GRC and current GRC
would have been helpful, especially since it seems like SCE’s risk register is incomplete.
In the next GRC, SCE should include some explanation comparing its previous risk
register to its then-current risk register.

e SCE did not use Current Residual Risk (CRR) scores to inform this GRC, but SCE has
provided them for several assets.



e Assets that are less of a safety concern are still ranking very highly in terms of total CRR
score due to high scores in the other components. We can only conclude that the total
CRR score, and ultimately the ranking of assets based on total CRR score may have little
to do with prioritizing safety based on SCE’s current methodology.

e Risk spend efficiency has not been used by the utilities in the past, and much work
remains to develop it fully. SCE is the first utility to provide the calculation in a filing,
but it only used RSE results to elevate its priority for Underground Cable life extension
funding.

e At this time, it would be unwise to accept SCE’s risk-assessment methods as a basis for
determining reasonableness of safety-related program requests. Indeed, we have found
that SCE is classifying major categories of spending as safety related, even though they
relate to issues of customer satisfaction or electric service reliability than safety.
Additionally, much more could be done in the future to assist decision makers and
intervenors in following the trail from risk assessment to budget request.

SED recommends that SCE develop, implement, and demonstrate a robust program for
evaluating the effectiveness of its risk management program. This should include, as
appropriate, identifying goals, objectives, criteria, and metrics. SCE should evaluate its risk
management program, identify lessons learned and gaps, implement improvements, and then
include this evaluation in its rate case application. This should include for example, performance

of risk control measures, challenges, corrective actions, lessons learned, and opportunities for

improvement.

The current GRC, although partly subject to the new risk-informed decision-making
approach, is essentially a transitional case. The traditional tools of intervenor testimony,
evidentiary hearings and cross-examination of witnesses must still provide the Commission with

a complete record for its decisions in this rate case.
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2 OVERVIEW

Figure 1 SCE Territory Map

SCE

» 15 million residents in service territory
« 5 million customer accounts
* 50,000 square-mile service area

* 14 million power poles

« 725,000 transformers

+ 103,000 miles of distribution and transmission lines
* 3,100 MW owned generation

SCE Service Territory
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Southern California Edison has approximately 12,000 employees.® The company
provides electric service to 15 million people throughout a 50,000-square-mile service area
within Central and Southern California.’

6 Employees (2015): SED Data Request Response: SED-SCE-002-DR1610007-01 Q.02 Att.xls
http://www3.sce.com/sscc/law/dis/dbattach5e.nsf/0/D44C8A397930C0938825808E007E7674/SFILE/SCE-
14%20Appendices.pdf (Page A-117)

7 http://www.edison.com/content/dam/eix/documents/investors/events-presentations/eix-november-2016-
business-update.pdf




3 SCE’s EVOLVING RISK MANAGEMENT PROGRAM

3.1 EvVALUATION OF SCE’S RISK-INFORMED DECISION FRAMEWORK USING THE

CycLA 10-STEPS CRITERIA

3.1.1 REGULATORY BACKGROUND ON REQUIREMENT TO USE RISK-BASED APPROACH IN GRCS

On November 14, 2013, the Commission opened Rulemaking (R.) 13-11-006, Order
Instituting Rulemaking to Develop a Risk-Based Decision-Making Framework to Evaluate Safety
and Reliability Improvements and Revise the Rate Case Plan for Energy Utilities (the Risk OIR).
The purpose of this rulemaking was to incorporate a risk-based decision-making framework into
the Rate Case Plan (RCP) for the energy utilities’ General Rate Cases (GRCs).® Such a
framework and associated parameters would assist the utilities, interested parties, and the
Commission, in evaluating how energy utilities assess their safety risk, and how they propose to

manage, mitigate, and minimize such risks.

On December 9, 2014, the Commission issued D.14-12-025 in R.13-11-006 to modify the
rate case plan to incorporate a risk-based decision-making framework into the GRCs for the large
energy utilities, including SCE.® The current application represents the first SCE GRC to fall

under the purview of D.14-12-025 and its requirement to use risk-based decision-making.

Furthermore, on August 18, 2016, the Commission in D.16-08-018 in the S-MAP
proceeding (A.15-05-002, et al) adopted the 10-step criteria developed by Cycla Corporation in
PG&E’s Test Year 2014 GRC as the tool to be used for evaluating the maturity, robustness, and

thoroughness of a utility’s risk-based methodology in GRCs.*

3.1.2 OVERVIEW OF SCE’s RISK-INFORMED DECISION-MAKING APPROACH

This section first provides a brief and very high-level description of some key features
and components in SCE’s risk-based approach as described its GRC testimony and will then

apply the Cycla 10-step criteria to evaluate SCE’s risk-based approach.

® |n addition, this would apply to jurisdictional gas corporations’ Gas Transmission and Storage (GT&S) rate cases.
° D.14-12-025, Ordering Paragraph 3.
10 D.16-08-018, Ordering Paragraph 4.



SCE began to explicitly factor in risks in its decision-making in a more formal and
quantitative manner starting in early 2014.* SCE refers to its risk-based approach as “Integrated
Approach to Risk-Informed Decision-making.” SCE’s testimony describes the Risk-Informed
Decision-making framework in terms of both the key elements comprising the framework and

the main process steps in the execution of the framework.
The five key elements in this Risk-Informed Decision-making™ consist of:

Enterprise Risk Management (ERM)

Strategic Planning & Goal Setting

Financial Planning & Governance

Asset Management & Operational Risk Management
Business Resiliency

vk wbd e

Traditionally, the term Enterprise Risk Management embodies the other four key
elements listed in SCE’s Risk-Informed Decision-making, but, for the purposes of this

evaluation, we will treat them as separate elements consistent with the approach taken by SCE.

Viewed as a process, SCE’s Risk-Informed Decision-making framework comprises the
following six steps:*®
Figure 2 SCE Risk-Informed Decision Framework

SCE Risk-Informed Decision Making Framework

(1)Risk
Identification

(6) Monitoring
& Reporting

(2)Risk
Evaluation

(5) Decision- (3)Risk
Making & Mitigation
Planning Identification
(4) Risk
Mitigation
Evaluation

" SCE-01, p.31.
 Detailed descriptions of each of the elements are found in SCE-01, pp. 28-31.
* SCE-08, Vol. 03, p.50.



SCE has mapped the six steps in its Risk-Informed Decision-making framework to

corresponding steps in the Cycla 10-step process as shown in the table below:

Table 1 SCE Framework Compared to Cycla

SCE's Risk-Informed Decision- .
: Cycla Evaluation Model
Making Framework
. ) ) 1) Identify Threats
1) Risk Identification &
2) Risk Evaluation . .
2) Characterize Sources of Risk
P e Identify Candidate Risk Control Measures
3) Mitigation Identification 3) (RCMSs)
4 Evaluate the Anticipated Risk Reduction for
- , ) Identified RCMs
4) Mitigation Evaluation - - -
5 Determine Resource Requirements for
®  Identified RCMs
Select RCMs Considering Resource
6) Requirements and Anticipated Risk
Reduction
Determine Total Resource Requirements for
- : - 7 Selected RCMs
5) Decision-Making & Planning »elec
8 Adjust the Set of RCMs to be Presented in
) GRC Considering Resource Constraints
9 Adjust RCMs for Implementation following
) CPUC Decision on Allowed Resources
6) Monitoring & Reporting 10) Monitor the Effectiveness of RCMs

In the S-MAP proceeding, SCE referred to the Decision-Making & Planning in Step 5 as the
Risk-Informed Planning Approach (RIPA). SCE is developing RIPA to manage its enterprise
level risks. The objective of RIPA is to explicitly incorporate knowledge about risks into

planning decisions.

RIPA uses input from risk scores and risk-spend efficiency (RSE) scores to inform
decisions to prioritize mitigation programs and projects. Since RIPA is an enterprise-wide tool,
its use requires calibration across the whole enterprise to ensure common understanding and
evaluation of different risks. SCE is piloting the RIPA process in the Transmission and
Distribution (T&D) operating unit in this GRC cycle and refers to this pilot in T&D as
Prioritized Risk Informed Strategic Management (PRISM).**

" PRISM is described in detail in SCE-02, Vol. 1.



3.1.3 SCE’s RISK MODEL AND DECISION FRAMEWORK

According to information provided by SCE in the S-MAP proceeding, SCE’s ERM
framework was derived primarily from the International Organization for Standardization (1ISO)
31000 and, to a lesser extent, the Committee of Sponsoring Organizations of the Treadway
Commission (COSO): 2004 Enterprise Risk Management. SCE’s ERM program “provides a
Company-wide structure to identify, evaluate, mitigate, and monitor risks and to report them to

the company’s senior leadership.. o

As SCE only began to develop its risk model and risk calculation framework beginning in
2014, SCE’s approach to risk-based decision-making is still evolving and most steps in the
framework have yet to be implemented. In the current GRC, the focus was on the first two steps
of risk identification and risk evaluation. SCE indicated that more effort will be placed on the

risk mitigation steps in the future.®

SCE’s testimony further reveals that broadly speaking “...the funding allocation to a risk
mitigation program or project was not based on results of risk analysis...”*” In fact, the GRC
testimony states , “Currently, the majority of the risk analyses are conducted after a project or a
program is identified, to measure the risk reduction associated with that project or program.”®
In some specific instances in this GRC, SCE began to prioritize spending within programs (or
assets within an asset class), but not to prioritize whole programs or projects. This intra-asset
prioritization was found in the risk analysis on overhead conductors (Overhead Conductor
Program), poles, underground structures, and underground cables, where risk analysis provided

information into the risk tradeoffs of different mitigation decisions.*

SCE’s risk model defines two groups of risks: asset-related risks and utility-wide, non-
asset-related, operational risks. Asset-related risks are those that arise from physical assets and
activities associated with the operation of the assets. Utility-wide operational risks arise from
risks not associated with a particular asset, and include such risks as financial, economic risks,

business model risks, legal and regulatory risks, compliance risks, and human resource risks.

1> SCE-08, Vol. 3, p.45.
1° SCE-08, Vol. 3, p.60.
7 SCE-02, Vol. 1, p.25.
'® SCE-08, Vol. 3, p.60.
¥'SEC-02, Vol 1, p.27, pp. 44-46.



