STATE OF CALIFORNIA ARNOLD SCHWARZENEGGER, Governor

PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE
SAN FRANCISCO, CA 94102-3298

09-15-06
02:03 PM

September 15, 2006 Agenda ID #5992
Ratesetting

TO: PARTIES OF RECORD IN APPLICATIONS (A.) 05-05-006, A.05-05-011, A.05-05-012

This is the proposed decision of Administrative Law Judge (AL]) Galvin. It will not
appear on the Commission’s agenda for at least 30 days after the date it is mailed. The
Commission may act then, or it may postpone action until later.

When the Commission acts on the proposed decision, it may adopt all or part of it as
written, amend or modify it, or set it aside and prepare its own decision. Only when
the Commission acts does the decision become binding on the parties.

Parties to the proceeding may file comments on the proposed decision as provided in
Article 14 of the Commission’s Rules of Practice and Procedure (Rules), accessible on
the Commission’s website at http:/ /www.cpuc.ca.gov. Pursuant to Rule 14.3, opening
comments shall not exceed 15 pages.

Comments must be filed either electronically pursuant to Resolution ALJ-188 or with
the Commission’s Docket Office. Comments should be served on parties to this
proceeding in accordance with Rules 1.9 and 1.10. Electronic copies of comments
should be sent to ALJ Galvin at mfg@cpuc.ca.gov. All parties must serve hard copies on
the ALJ and the Assigned Commissioner, and for that purpose I suggest hand delivery,
overnight mail, or other expeditious method of service. The current service list for this
proceeding is available on the Commission’s website at www.cpuc.ca.gov.

/s/ ANGELA K. MINKIN
Angela K. Minkin, Chief
Administrative Law Judge
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Agenda ID #5992
Ratesetting

Decision PROPOSED DECISION OF ALJ GALVIN (Mailed 9/15/2006)

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of Pacific Gas and Electric Company
for Authority to Establish Its Authorized Rate of
Return on Common Equity for Electric Utility
Generation and Distribution Operations and Gas
Distribution for Test Year 2006. (U 39 M)

Application of Southern California Edison
Company (U 338-E) for Authorized Capital
Structure, Rate of Return on Common Equity,
Embedded Cost of Debt and Preferred Stock, and
Overall Rate of Return for Utility Operations for
2006.

Application of San Diego Gas & Electric
Company (U 902-M) for Authority to: (i) Increase
its Authorized Return on Common Equity,

(ii) Adjust its Authorized Capital Structure,

(iii) Adjust its Authorized Embedded Costs of
Debt and Preferred Stock, (iv) Increase its Overall
Rate of Return, and (v) Revise its Electric
Distribution and Gas Rates Accordingly, and for
Related Substantive and Procedural Relief.

Application 05-05-006
(Filed May 9, 2005; Petition
for Modification Filed
April 5, 2006)

Application 05-05-011
(Filed May 9, 2005; Petition
for Modification Filed
April 5, 2006)

Application 05-05-012
(Filed May 9, 2005; Petition
for Modification Filed
April 5, 2006)

OPINION GRANTING MODIFICATION OF DECISION 05-12-043

. Summary

This decision authorizes San Diego Gas & Electric Company (SDG&E) to

defer its option of filing a test year 2007 Cost of Capital (COC) application to a

-1-
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test year 2008 COC application. If SDG&E does not file a test year 2008 COC
application by May 8, 2007 its next COC application is due May 8, 2010 for test
year 2011.

Il. Background
SDG&E is subject to a COC mechanism identified as the Market-Indexed

Capital Adjustment Mechanism (MICAM) established by Decision (D.) 96-06-055
and most recently modified by D.03-09-008. Pursuant to the MICAM, SDG&E is
to file a COC application every five years, unless ordered otherwise by the
Commission. Under MICAM, changes in utility bond interest rates greater than
100 basis points trigger a change in its authorized return on equity (ROE)
according to a pre-established formula.

SDG&E last filed a COC application in 2005 for test year 2006, pursuant to
Commission direction in D.04-12-047. Although SDG&E’s next COC application
was scheduled for its test year 2011, Ordering Paragraph 4 of D.05-12-043
provided SDG&E an option to file a test year 2007 COC application. This option
was authorized so that SDG&E may update risk and debt equivalency impacts
on its ROE, if deemed necessary by SDG&E.

On March 27, 2006, Southern California Edison Company (SCE) filed
Application (A.) 06-03-029 seeking authority to waive its test year 2007 COC
application and requested that a workshop be scheduled to address concerns
about the appropriateness and relevance of the financial models used to support
returns on common equity by the utilities, interested parties and Commission.
On March 30, 2006, Pacific Gas and Electric Company (PG&E) filed A.06-03-030

seeking the same results as SCE.
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lll. Request
SDG&E seeks authority to defer its option to file a test year 2007 COC

application pending Commission resolution of SCE and PG&E'’s applications
seeking waivers from filing their test year 2007 COC applications. To the extent
that waivers are granted to SCE and PG&E, SDG&E seeks a one year deferral of
its option to file a COC application to test year 2008 from test year 2007. To the
extent that SCE and PG&E are denied waivers, SDG&E seeks a 30 day extension
of time after resolution of this petition to exercise its option to file a test year 2006
COC application.

IV. Discussion

COC applications of the major energy utilities are traditionally
consolidated into one proceeding to provide for a more efficient and consistent
process.! This consolidation process enables the major energy utilities,
Commission, and other parties that typically participate in COC proceedings to
conserve their resources.

SDG&E seeks a deferral of its option to file a COC application pending
resolution of SCE and PG&E’s waiver requests to avoid processing its COC
application on a stand alone basis. Aglet Consumer Alliance (Aglet) and the
Utility Reform Network (TURN) jointly oppose SDG&E’s petition as
“unnecessary.”

Subsequent to SDG&E’s filing of its petition, SCE and PG&E were granted
waivers from filing test year 2007 COC applications pursuant to D.06-08-026,

1 See for example D.05-12-043, dated December 15, 2005 and D.04-12-004, dated
December 16, 2004.
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dated August 24, 2006. SCE and PG&E’s next COC applications are scheduled to
be filed on May 8, 2007 for test year 2008.

SDG&E should be treated no differently than SCE and PG&E. Consistent
with D.06-08-026 and to conserve resources, SDG&E’s petition to defer its option
to file a test year 2007 COC application one year to test year 2008 should be
granted.

V. Comments on Proposed Decision
The proposed decision of the Administrative Law Judge (AL]J) in this

matter was mailed to the parties in accordance with Section 311 of the Public

Utilities Code and Rule 14.2(a) of the Commission’s Rules of Practice and

Procedure. Comments were filed on _____, and reply comments were filed on
by

VI. Assignment of Proceeding

Michael R. Peevey is the Assigned Commissioner and Michael J. Galvin is

the assigned AL]J in this proceeding.

Findings of Fact
1. SDG&E is required to file a COC application every five years, unless

ordered otherwise by the Commission.

2. SDG&E last filed a COC application in 2005 for test year 2006.

3. SDG&E’s next scheduled COC application is 2010 for test year 2011.

4. Ordering Paragraph 4 of D.05-12-043 provides SDG&E an option of filing a
test year 2006 COC application to update risk and debt equivalency impacts on
its ROE.

5. SDG&E seeks authority to defer its option of filing a test year 2007 COC
application pending Commission resolution of SCE and PG&E'’s applications

seeking a waiver from filing their test year 2007 COC applications.



A.05-05-006 et al. ALJ/MFG/hI2 DRAFT

6. Aglet and TURN jointly oppose SDG&E's petition as “unnecessary.”

7. Decision 06-08-026 granted SCE and PG&E waivers from filing test
year 2007 COC applications.

8. SCE and PG&E’s next scheduled COC applications are due May 8, 2007 for
test year 2008.

9. COC applications of the major energy utilities are traditionally
consolidated to enable the major energy utilities, Commission, and other parties

that typically participate in COC proceedings to conserve their resources.

Conclusions of Law
1. SDG&E’s petition should be granted as set forth below.

2. This decision should be effective today.

ORDER

IT IS ORDERED that:

1. Ordering Paragraph 4 of Decision 05-12-043 is modified to read “SDG&E
shall calibrate its market Indexed Capital Adjustment mechanism to conform to
this decision. Although its next full ROE review is not due until 2010 for test
year 2011, SDG&E may file a Cost of Capital (COC) Application by May 8, 2007
for test year 2008. If SDG&E decides not to file a COC application by that date,
its next COC application shall be due on May 8, 2010 for the test year 2011.”

2. Application (A.) 05-05-006, A.05-05-011, and A.05-05-012 are closed.

This order is effective today.

Dated at San Francisco, California.
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INFORMATION REGARDING SERVICE

I have provided notification of filing to the electronic mail addresses on the
attached service list.

Upon confirmation of this document’s acceptance for filing, I will cause a
copy of the filed document to be served upon the service list to this proceeding
by U.S. mail. The service list I will use to serve the copy of the filed document is
current as of today’s date.

Dated September 15, 2006, at San Francisco, California.

/s/ ELIZABETH LEWIS
Elizabeth Lewis




O o o o o o o e e SERVICE LIST 3% 9% 9k 9k ok ok o o ok o ok
Last Update on 23-AUG-2006 by: CPL
A0505006 LIST
A0505011/A0505012

3 0 3 3 0 3 3 o e 3 3 APPEARANCES 30 3 3 0 3 3 o e 3 3

James Weil

Director

AGLET CONSUMER ALLIANCE
PO BOX 37

COOL CA 95614

(530) 885-5252

jweil@aglet.org

For: Aglet Consumer Alliance

Norman J. Furuta

FEDERAL EXECUTIVE AGENCIES
10TH FLOOR, MS 1021A

333 MARKET STREET

SAN FRANCISCO CA 94105-2195
(415) 977-8808
norman.furuta@navy.mil

For: Federal Executive Agencies

Shirley Woo

CHRIS WARNER, ANDREW NIVEN
Attorney At Law

PACIFIC GAS AND ELECTRIC COMPANY
77 BEALE STREET, B30A

SAN FRANCISCO CA 94105

(415) 973-2248

saw(0@pge.com

For: Pacific Gas and Electric Company

Lee Schavrien

SAN DIEGO GAS & ELECTRIC COMPANY
8306 CENTRUY PARK COURT, CP33C
SAN DIEGO CA 92123-1550
Ischavrien@semprautilities.com

Lisa Browy

Regulatory Case Administrator

SAN DIEGO GAS & ELECTRIC COMPANY
101 ASH STREET, CP32D

SAN DIEGO CA 92123

(858) 654-1566

Ibrowy@semprautilities.com

Kelly M. Morton

GLEN SULLIVAN

Attorney At Law

SEMPRA ENERGY

101 ASH STREET, HQ13D
SAN DIEGO CA 92101-3017
(619) 696-4287
kmorton@sempra.com

For: San Diego Gas & Electric

Paul D. Hunt

SOUTHERN CALIFORNIA EDISON CO.
2244 WALNUT GROVE AVENUE
ROSEMEAD CA 91770

(626) 302-2917

scecoc@sce.com

For: Southern California Edison Co.

William Davis Harn
Attorney At Law

SOUTHERN CALIFORNIA EDISON COMPANY

2244 WALNUT GROVE AVENUE, SUITE 360D
ROSEMEAD CA 91770

(626) 302-3234

harnwd@sce.com

For: Southern California Edison Company

Hayley Goodson

Attorney At Law

THE UTILITY REFORM NETWORK
711 VAN NESS AVENUE, SUITE 350
SAN FRANCISCO CA 94102

(415) 929-8876

hayley@turn.org

For: TURN

Michael Shames

Attorney At Law

UTILITY CONSUMERS' ACTION NETWORK
3100 FIFTH AVENUE, SUITE B

SAN DIEGO CA 92103

(619) 696-6966

mshames@ucan.org

For: UCAN

e 0 3 3 o 3 3 o e STATE EMPLOYEE 36 O 34 3 O 34 3 3 e 3 0

Bernard Ayanruoh

Division of Ratepayer Advocates
RM. 4205

505 VAN NESS AVE

San Francisco CA 94102

(415) 703-2453

ben@cpuc.ca.gov

For: ORA

Michael J. Galvin

Administrative Law Judge Division
RM. 5015

505 VAN NESS AVE

San Francisco CA 94102

(415) 703-2377

mfg@cpuc.ca.gov



O o o o o o o e e SERVICE LIST 3% 9% 9k 9k ok ok o o ok o ok
Last Update on 23-AUG-2006 by: CPL

A0505006 LIST
A0505011/A0505012
Maryam Ghadessi
Energy Division Michael Gorman
AREA 4-A BRUBAKER & ASSOCIATES, INC.
505 VAN NESS AVE 1215 FERN RIDGE PARKWAY, SUITE 208
San Francisco CA 94102 ST. LOUIS MO 63141
(415) 703-1183 (314) 275-7007
mmg@cpuc.ca.gov mgorman@consultbai.com
For: ORA
CALIFORNIA ENERGY MARKETS
Kayode Kajopaiye 517-B POTRERO AVE
Water Division SAN FRANCISCO CA 94110
AREA 4-A (415) 552-1764
505 VAN NESS AVE cem@newsdata.com
San Francisco CA 94102
(415) 703-2279 Jeffrey P. Gray
kok@cpuc.ca.gov Attorney At Law
DAVIS WRIGHT TREMAINE, LLP
Donald J. Lafrenz 505 MONTGOMERY STREET, SUITE 800
Energy Division SAN FRANCISCO CA 94111-6533
AREA 4-A (415) 276-6581
505 VAN NESS AVE jeffgray@dwt.com
San Francisco CA 94102
(415) 703-1063 Carolyn Kehrein
dlf@cpuc.ca.gov ENERGY MANAGEMENT SERVICES
For: Energy Division 1505 DUNLAP COURT
DIXON CA 95620-4208
Diana L. Lee (707) 678-9506
Legal Division cmkehrein@ems-ca.com
RM. 4300
505 VAN NESS AVE Ralph E. Dennis
San Francisco CA 94102 Director, Regulatory Affairs
(415) 703-4342 FELLON-MCCORD & ASSOCIATES
dil@cpuc.ca.gov 9960 CORPORATE CAMPUS DRIVE, STE 2000
LOUISVILLE KY 40223
Robert M. Pocta (502) 214-6378
Division of Ratepayer Advocates ralph.dennis@constellation.com
RM. 4205
505 VAN NESS AVE Marc J. Del Piero
San Francisco CA 94102 Attorney At Law
(415) 703-2871 MARC DEL PIERO
rmp@cpuc.ca.gov 4062 EL BOSQUE DRIVE
For: ORA PEBBLE BEACH CA 93953-3011
(831) 626-4666
rrgxxarst INFORMATION ONLY ##s st mjdelpiero@aol.com
Greg Chang MRW & ASSOCIATES, INC.
BLOOMBERG NEWS 1999 HARRISON STREET, SUITE 1440
345 CALIFORNIA ST., STE 3500 OAKLAND CA 94612
SAN FRANCISCO CA 94104 (510) 834-1999
(415) 743-3526 mrw@mrwassoc.com
gchangl@bloomberg.net

For: BLOOMBERG NEWS



O o o o o o o e e SERVICE LIST 3% 9% 9k 9k ok ok o o ok o ok
Last Update on 23-AUG-2006 by: CPL
A0505006 LIST
A0505011/A0505012

Kay Davoodi

Acq Utility Rates And Studies Office

NAVAL FACILITIES ENGINEERING
COMMAND-HQ

1322 PATTERSON AVE, SE - BLDG 33
WASHINGTON NAVY YARD DC 20374-5018
(202) 685-3319

khojasteh.davoodi@navy.mil

Joe Rosa

General Manager

PAJARO-SUNNY MESA COMM. SERV.
DISTRICT

136 SAN JUAN ROAD

WATSONVILLE CA 95076

Central Files

SAN DIEGO GAS AND ELECTRIC COMPANY
101 ASH STREET, CP31E

(858) 654-1240
CentralFiles@semprautilities.com

SAN DIEGO CA 92101

Bruce Foster

Vice President

SOUTHERN CALIFORNIA EDISON COMPANY
601 VAN NESS AVENUE, STE. 2040

SAN FRANCISCO CA 94102

(415) 775-1856

bruce.foster@sce.com

Case Administration

SOUTHERN CALIFORNIA EDISON COMPANY
PO BOX 800

2244 WALNUT GROVE AVENUE

ROSEMEAD CA 91770

(626) 302-3964

case.admin@sce.com



