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SAN FRANCI SCO, CALI FORNI A
DECEMBER 4, 2019 - 2:00 P. M
ok x % *

ADM NI STRATI VE LAW JUDGE STEVENS: Al
right. Let's call to order. W wll be on
the record. Good afternoon. This is the
final Oal Argunent for the Consolidated
Proceedi ng Application 19-04-014, et al.,
whi ch has in scope issues pertaining to the
Cost of Capital for test year 2020 for
Sout hern California Edison, Pacific Gas &

El ectric Conpany, San Diego Gas & Electric
Conpany, and Southern California Gas Conpany.
A Proposed Decision in this proceedi ng was
served on Novenber 25th, 20109.

| am the Assigned Adm nistrative Law
Judge Brian Stevens. | am here today to hear
oral argunment and to nmaintain order in the
courtroom Wth ne today is Conm ssion
President Batjer, who is al so the assigned
Conmi ssioner to this proceeding, and al so
Conm ssi oners Guzman Aceves, Rechtschaffen,
Randol ph, and Shiroma. | want to thank al
t he Comm ssioners for being here today.

Before we begin, | want to let you
know, in the event we need to evacuate, there
are two exits behind you: One is the door

t hat you cane through, and the other is
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behi nd you to your left. |In either case,
after exiting the building, please nake your
way south across Van Ness Avenue, across

McAl lister Street, then turn right after
passi ng the Herbst Theater and War Menori al .
That wll be our assenbly point. | wll call
911 in the event of an energency.

A court reporter is transcribing
today's Oral Argunent and a transcript wll
be available. As a rem nder, for the benefit
of our court reporter, please speak clearly
and directly into the m crophones and pl ease
do not talk over one another; please state
and spell your nanme at the begi nning of your
allotted tine.

Pl ease keep your oral argunent to
| ssues that are scoped within this
proceedi ng, and speaking of which, | do also
want to remnd you that this Oral Argunent is
noticed for Application 19-04-014, et al.,
and is not intended to address issues in
ot her open proceedi ngs at the Comm ssion,
even t hough sone of the topics discussed
t oday may touch upon issues related to those
ot her proceedings. To avoid making ex parte
comuni cation in other open ratesetting
proceedi ngs, please refrain fromdi scussing

topics at issue in those proceedi ngs.
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This Oral Argunent will begin with
15 m nutes of presentation fromthe
applicants and parties aligned with the
applicants. Then we will provide 20 m nutes
for the nonapplicant-aligned intervenors to
present. The applicants and the parties
aligned to the applications then will have 10
m nutes for rebuttal, and the final 10
m nutes is reserved for foll owup questions
from Comm ssi oners.

| asked the question of the
Commi ssioners if they had any openi ng
remarks. | believe President Batjer would
like to start with an opening remark.

PRESI DENT BATJER  Good afternoon. |'m
pl eased to be here today with the parties,
Comm ssion staff, of course, ny fell ow
Commi ssioners, and with ALJ Stevens.

My staff and | have been intently
foll ow ng these proceedings, and | appreciate
the work that has been done. This is ny
first Oral Argunent at the Conm ssion, and
" mvery nmuch | ooking forward to hearing from
the parties.

Thank you, Judge.

ALJ STEVENS:. Thank you.

Let's begin with the applicants and

the aligned parties wth the applicants.
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Are you prepared?
MR, PAYNE: Yes.
ALJ STEVENS: Pl ease begin. Tine
starts now.
ARGUMENT
MR. PAYNE: (Good afternoon. |'m Kevin
Payne, President and CEO of Southern
California Edison. M nane is spelled
K-e-v-i-n, P-a-y-n-e.

| want to thank you and your staffs
for the considerable effort that has been put
i nto managi ng this proceeding and for
conmtting to achieve a decision by the end
of the year. |'mhere today because of the
| nportance of the decision before you.

The deci sion you have to make is not
just a financial decision; it's critical to
SCE's overall ability to acconplish the
state's anbitious climte goals. Qur final
comments will get into greater depth on each
of the itens |'ve nmentioned, but | want to
enphasi ze the foll owi ng things today:

First, the Proposed Decision's
acceptance of SCE' s capital structure is
critical to our goal of inproving our credit
nmetrics and reducing our overall risk, and we
appreciate this positive outcone.

Second, the PD s holding of SCE s
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RCE at 10.3 percent, the |level that was set
in 2017 is concerning. SCE is clearly
exposed to greater risk than it was in 2017,
as evi denced by anong ot her things |ower
credit ratings.

Wiile the PD correctly concl udes
that "SCE s adopted RCE should be set at the
upper end of the just and reasonabl e range,"
It then places SCE in the mddle of this
range as shown on page 2 of the handout.

SCE provi ded extensive justification
for an ROE above this range based on
California wldfires, electric industry
transformation, and regul atory | ag.

Despite this, if the Conm ssion
ultimately adopts the PD s ROE range of 9.8
to 10.6, it should place SCE at the top of
that range at 10. 6.

Third, the PD does not accurately
assess California's wildfire risk. As shown
on page 3, these risks are unparalleled, and
for utilities, conpounded by inverse
condemation with strict liability and
uncertain standards for cost recovery. The
PD clains that with the passage of AB 1054
the only remaining risk to utilities is from
| nprudent managenent .

While we agree that AB 1054 limts
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risk, albeit at significant cost to
sharehol ders, we do not agree that it
elimnates all residual risk

Even after the passage of AB 1054,
many details of the regulatory framework have
yet to be decided. For exanple, the CPUC s
ongoi ng safety certification process requires
clarification and approval of SCE's Gid
Saf ety and Resiliency settlenent is nostly
uncontested and yet is still pending
approval .

And just as initial inplenmentation
of AB 1054's custoner contributions to the
Wl dfire Fund was highly contested, we expect
that nearly every aspect of AB 1054
I npl enmentation wll be challenged, including
t he new framework for establishing prudency.

Credit rating agencies' conmments and
actions reflect this uncertainty. SCE s
credit ratings, as shown on page 4, were
downgr aded several tines. They stabilized
after the passage of AB 1054, but they have
not been upgraded back to the 2017 | evels.

This signals that investors perceive
greater risk than when the |ast cost of
capital was established. Qur credit ratings
remai n bel ow the national average for

electric utilities.
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Rel ative to industry peers, all of
SCE' s business, financial, and regulatory
risk metrics have declined since the | ast
Cost of Capital proceeding. These netrics,
shown on page 5, have not inproved since AB
1054 was passed, and since then, California's
regul atory environnment was downgraded.

Fourth, California' s anbitious clean
energy goals also create risk for SCE as they
will require investnent of billions of
dollars in new technol ogi es and equi pnent and
I n new approaches to planning and operating
the grid.

Since 2017, when the current ROE was
establ i shed, clean energy goal s have been
accel erated; custoner |load has mgrated to
Conmuni ty Choi ce Aggregators, and Distributed
Ener gy Resources increasingly provide grid
support functions. This, conbined wth at
ti mes unpredictable regulatory processes,
creates greater uncertainty and risk for
California utilities.

To be clear, we are proud to be a
part of California s clean energy | eadership,
but we nust be realistic about the risks
I nvestors see in the transformation.

Finally, a related risk is

regul atory lag. Page 6 shows this trend for
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SCE GRC cases over tinme conpared to other
jurisdictions. |In recent years, Conmm ssion
deci si ons have been del ayed, and in the
absence of direct guidance, the Conm ssion
has increasingly relied on bal anci ng accounts
and nmenor andum account s.

The PD m stakenly assunes t hat
bal anci ng and nenor andum accounts equal |y
mtigate the risk of regulatory |ag.
Menor andum accounts only avoid retroactive
ratemaki ng risks. They do not otherw se
mtigate the risk of cost recovery that is
caused by changes in circunstances while
cases | angui sh for extended periods of tine.

And today |'mparticularly concerned
about the effect of this regulatory |ag,
given that SCE currently has hundreds of
mllions of dollars awaiting recovery in
w I dfire-rel ated nenorandum accounts.

This scale of wldfire risks,
I ndustry transformation, and regulatory | ag
are not faced by average-risk utilities.

Based on the evidence in the record,
| respectfully request that SCE ROE shoul d be
a mnimum of 10. 6.

Again, | want to thank each of you
and your staffs for devoting so nuch tinme and

attention to these critical issues. Thank
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you very nuch.

ALJ STEVENS:. The floor is open.

ARGUMENT

MR. FOLKMANN. My nane is Bruce
Fol kmann, B-r-u-c-e, F-o0-l-k-ma-n-n, and |I'm
representing San Diego Gas & Electric and
Southern California Gas. Thank you,
Commi ssi oners, and staff, for your commitnent
of tinme and attention today to the Cost of
Capital proceeding of SD&E and SoCal Gas.
Your thoughtful consideration of these
matters is fundanental to the restoration of
I nvestors' interest in us.

By way of background, |'ve been in
the power and utilities industries for about
20 years, always in financial and accounting
roles, nostly with the Senpra famly of
conpani es, but also an i ndependent power
devel oper, NTXU, now known as Oncor, in
ef fect.

A couple of fol ks here today and |
| ast spoke with you about three years ago in
a Cost of Capital proceeding at that tine.
Al the utilities in this proceedi ng agreed
to reduction in return on equity in that
suppl enent, and we did so because we believed
that it was appropriate for circunstances at

the time. | would like to say that in ny
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view, this PDis largely correct. | would
like to address with you a coupl e tweaks that
| believe would be inportant to inproving
this decision even nore relevant to SD&&E and
SoCal Gas.

Over the course of this Cost of
Capital cycle we anticipate investing great
capital dollars at both of these utilities
than at any previous tine in our conpany's
history. This investnent will be needed to
support our very inportant prograns,
particularly wildfire safety and five-point
saf ety enhancenent projects.

To successfully execute these
prograns at a reasonable cost to ratepayers,
It 1s inperative that the cost of capital be
aut hori zed at levels that wll attract
I nvestors, particularly when they consider
our risk profile relative to alternative
utility investnments in the other 49 states.

"1l call your attention to Slide 2,
whi ch depicts the credit rating downgrades
that occurred at SDGXE and the negative
status assigned to SoCal Gas.

These are inpacting both of our
utilities and the nost recent exanpl es has
been in the spring when both utilities issued

bonds at significantly larger credit prem uns
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than we've paid in the past. The ratepayers
In our service territories wll pay higher
expense throughout the 30-year |ife of these
bonds.

| nportantly, this is true for SDGE
and SoCal Gas even though we have not
experienced a significant wildfire since 2007
and we've actually repeatedly been | auded for
our wildfire mtigation efforts.

There are clear indications |ike
this of the capital market perceptions of
SD&XE and SoCal Gas. These unfavorabl e
devel opnents remain in place today in spite
of Assenbly Bill 1054 intended to help
mtigate wldfire risks.

The scope of this proceeding
i ncludes only two issues that inpact investor
perception and credit quality: Return on
equity and capital structure. The tweaks |
menti oned earlier are both designed to
produce optimal results for ratepayers and
al | stakehol ders in both cases.

The first tweak I'Il touch quickly
on is return on equity. W do believe that
SDGE and SoCal Gas both are at the top of the
reasonabl e range in terns of RCE and
authority to set our ROE at those |evels:
10. 4 percent at SDG&E and 10. 3 percent at
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SoCal Gas.

SoCal Gas is al so exposed to inverse
condemnati on, including by contagion risk
wher eby weakness in SD&E' s credit profile
| npacts SoCal Gas. They are both part of the
same famly of conpanies.

Furthernore, SoCal Gas is the |argest
gas distribution utility in the US at a tine
when efforts to decarboni ze the energy supply
with greater electrification, for exanple,
directly elevate the risk profile for
I nvestors in the gas conpany.

The second tweak inpacting investor
perception in credit ratings is capital
structure. The record in this proceedi ng has
established the capital structures of both
SDG&E and SoCal Gas have i ncl uded
approximately 56 percent equity for a nunber
of years. It is inportant to note that our
current ratings incorporate these actual
| evel s wi t hout consideration of authorized
| evel s.

As a result, credit netrics that
we' ve achi eved have directly benefitted
t hrough these credit ratings enhancenent
measures. Ratepayers and | enders being the
primary beneficiary, and the sharehol ders

have not been conpensat ed.
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Consi stent with our operational
hi story and our expectations going forward,
t he Conm ssion should authorize 56 percent
equity ratios in this decision to support
credit quality and investor perception in our
current di mnished status.

ALJ STEVENS:. There are five mnutes
left. Just be aware.

MR FOLKMANN: It is inportant to note
that any actual reduction in equity ratio
weakens credit quality and that is because
that or preferred stock increase, which are
| ower instruments relative to credit quality.

Referencing Slide 6, | would like to
note that preferred stock has declined in the
mar ket pl ace for operating utilities. This is
denonstrated in sonme of SDGXE s materials as
well as the market ratios that reflect not
only a dimnishing market appetite for
preferred stock, but an increased appetite
for equity.

We do not recomend i ssuing
preferred stock at this tine. W believe
t hat PD, which contenpl ated nai ntai ni ng our
preferred stock levels at 2.75 percent ratio
and a 2.4 percent ratio for the two utilities
respectively may not have contenplated this

ci rcunstance appropriately.




© 00 N OO O ~h W DN B

N NN N NDNDNDNDNRRPRPRRPRPPRP PR P P P
0 N O O M W N P O © 0 ~N O O M W N PP O

W think it is appropriate, however,
that in Edison's and PG&E' s case their
preferred stock equity levels were actually
decreased, and we support that effort. W
t hi nk the market circunstances warrant using
the instruments other than preferred equity.

The prelimnary decision, however,
encour ages, perhaps, preferred equity, and as
| said, we do not reconmmend it at this tine.

In closing, we strongly believe that
SD&E/ SoCal Gas shoul d have an equity ratio of
56 percent. However, at a mninmm we
believe it is unreasonable to return to the
preferred stock nmarkets as a source of
capital for operating utilities.

Accordingly, the 2.75 percent
preferred stock at SDG&E coul d be all ocated
to equity as common stock for a total of
54.75, and Southern California Gas coul d be
allocated a ratio of 2 percent from preferred
to equity for an equity |ayer of 54 percent.

We believe this outconme is clearly
preferable to authorizing preferred equity
that doesn't exist and isn't forecasted by
any party to exist.

| would call your attention to
Slide 7, and equity ratios are shown in the

exhibits in the record, and we believe these
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| evel s of 54.75 and 54 percent are reasonable
in these 20 of 47 pending rate cases. Thank
you for your attention.
ALJ STEVENS: Pl ease, proceed.
ARGUMENT
MR BEH.  Thank you. Good afternoon.
My nane is Janes Beh, B-e-h.
| * m appeari ng today on behalf of the
Institutional Equity Investors, and |
appreci ate the opportunity to be here today.
The record in this proceedi ng
contai ns substantial evidence concerning
uni que financial business and regulatory risk
facing PGE and other California utilities.
The Proposed Deci sion, however,
appears, to the extent that it fails to
address this critical evidence detailing the
significant risks facing the California | QOUs,
risks that nerit an RCE above the |evels
recomrended in the Proposed Deci sion. ]
ALJ STEVENS: A little closer to the
m c, please.
MR. BEH: Thank you. Anong the nmany
Wi t nesses addressing these matters, the
Institutional Equity |Investors sponsored the
testinmony of Dr. Richard Hern of NERA
Econom ¢ Consul ti ng.

What is particularly conpelling and
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notewort hy about Dr. Hern's analysis, is that
it 1s based on actual market data, which
denonstrate clearly the risk premumin the
debt and equity markets for the California
IQUs. | would like this afternoon to

hi ghli ght just three aspects of Dr. Hern's
anal ysi s, which should be taken into account
in the final decision in this proceeding.

First, the California |IOQUs face
significant risks. Prior to 2017, the
California | OUs debt and equity securities
general ly tracked the perfornmance --

ALJ STEVENS. One m nute.

MR. BEH. -- of |1 QUs outside of
California. However, beginning in the fal
of 2017, investors saw greater risk in
investing in California utilities relative to
utilities in other states as is illustrated
by the clear market separation of the | OUs
fromthe non-California peer group as shown
in the chart on page 1 of our handout.

The timng of this divergence
corresponds to the significant wldfires in
2017 and to the 2017 deci sion denyi ng SD&E' s
application for cost recovery followed by the
2007 wi I dfires.

Two, these additional risks nmust be
reflected in the utility ROE. Dr. Hern
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utilizes three financial nodels to

I ncorporate these risks into a just and
reasonabl e ROE: A discounted cash fl ow
anal ysis, an option pricing analysis, and a
debt spread anal ysis.

H s anal ysis shows a risk prem um
range of 3.6 to 5.9 percent. Wen conbined
with an anal ysis of base ROE, these data
support an ROE of 15.2 percent, which is
m dpoi nt of his range.

ALJ STEVENS: W're at 15 m nutes, so
i f you could please conplete your remarks.
And al so be aware that there will be 10
m nutes for rebuttal after the next group
goes.

MR, BEH (Okay. Wuld it be possible
for us to take additional tinme now at the
expense of rebuttal tine later?

ALJ STEVENS:. Yes.

MR BEH. Thank you.

These cal cul ations are shown in page
two of the handout. Wile the specific
result is -- the 15.2 is certainly reasonabl e
and within the range, the nore inportant
point is that an RCE adopted in this
proceedi ng nust reflect the significant
asymmetric risk facing the California | OUs

rather than a specific position within that
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range.

These risks need to be addressed.
They're plainly evident in the market data,
and this is sonething unfortunately the
proposed deci sion just doesn't do.

Finally, the third point is that the
mar ket data showed that AB 1054 has
stabilized the situation but has not fully
mtigated the risks facing the 1QUs. This is
present in both debt and equity markets as
shown in the tables on page three of our
handout .

The keyword here is "stabilize."
The data show that the market continues to
price the material risk premuminto the | QUs
debt and equity securities. And these data
are consistent with the findings of the major
credit rating agencies, which downgraded the
California 10QUs in 2018 and 2019 --

ALJ STEVENS: M. Beh, | apol ogi ze.
Let's go off the record.

(Of the record.)

ALJ STEVENS: W are on the record.

W're going to continue to give
1 mnute and 30 seconds to the final
representative for the applicant begi nning
NOW.

111
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ARGUMENT
MR. WELLS: Good afternoon, President
Bat | er, Conm ssioners, Judge Stevens.

Thank you for the opportunity to

speak today. |'mJason Wlls, the executive
vi ce president and CFO of PG&E Cor porati on.
My nane is J-a-s-0-n, We-I|-1]-s.

We appreciate all the work the
Commi ssion and its staff have done to get a
tinmely decision of cost of capital
proceeding. This is a critical factor in our
ability to attract capital to invest in our
energy infrastructure.

| want to acknow edge up front we
understand there is nuch we need to do to
better serve our custoners. And we are
maki ng conti nual progress to nmake our system
safer, nore reliable, and nore resilient to
the effects of climate change and to support
California's clean energy bills.

Now t hrough 2022, PGE plans to
i nvest $28 billion in energy infrastructure.
To put that into context, the total
i nvestnent in our gas and electric systens is
about $40 billion today. To attract that
capital, California nust offer investors a
fair return for the risks they bear

conparabl e to opportunities they have
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nationally and internationally.

No ot her state faces the conbi ned
risks of climate change, wldfires, inverse
condemat i on, and decarboni zi ng the natural
gas system And no other state has seen such
an overall decline in the financial health of
its utility as experienced here in
California. W remain conmtted to hel ping
California reduce the risk of wldfires and
to achieve its clean energy goals. And our
proposal of 12 percent return on equity does
just that.

W believe the PD does not
adequately recogni ze these risks, and we ask
you to consider that as part of your
del i beration. Thank you for your tine and
consi der ati on.

ALJ STEVENS:. Thank you. That
concludes the first portion of this. W wll
nove to the intervening parties that are not
inline with the applicants.

You'll have 20 m nutes, and then we
will followwth 7 and-a-half mnutes for
rebuttal fromthe applicants.

Let's go off the record.

(O f the record.)

ALJ STEVENS: On the record.

W wll now nove to the interveners
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who are not aligned with the applicants.
There are 20 mnutes allotted for this.
Are you prepared? Please begin.

The 20-m nute starts now.

ARGUVENT
M5. KAHL: Hell o, Conm ssioners, ALJ
Stevens. |'m Evelyn Kahl, and |'m here on

behal f of the Energy Producers and Users
Coalition and Indi cated Shi ppers.

| wanted to start by comendi ng ALJ
Stevens for a very well reasoned deci sion.
There's not a lot to find fault with reading
through it. | think our problemis that the
reasoning in the decision doesn't really
mat ch necessarily with the val ues that have
been chosen.

The decision gives the inpression
that we're maintaining the status quo.
There's no neww ldfire risk to mtigate.
There's a finding that there's no other
unique California risks to mtigate, and
we're mai ntaining the percentage ROE. So it
gives the inpression that we're just
mai ntai ni ng the status quo.

Yet, the matter of the fact of the
decision is to give sharehol ders a rai se,
which is sonmething | don't think that the

Comm ssi on should be inclined to do at this
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poi nt .

The di sconnect occurs in the choice
of values in the nodelling ranges, and |'I
| et M. Hawi ger address that shortly. But |
did want to add three other observati ons.

First of all, Treasury Bond Yields,
which are the risk free rate, have declined
120 basis points since your |ast decision in
2012. So maintaining the utilities' ROE at
the status quo while the risk free rate is
declining suggests that you're adding risk
prem umto conpensate sharehol ders for risk.

Li kew se -- and you have a slide you
can look at later up there -- but the spread
between the California ROEs and the average
RCEs for other utilities across the country
have i ncreased by 25 basis points since your
| ast decision. So, again, it suggests that
you're giving themsonething. |ncreased
conpensation for risk that's not identified
in this decision.

And finally, you're conpensating
Edi son sharehol ders for another $36 mllion
based on the change in their capita
structure. You know, so all told this adds
up to an additional $40 mllion for each P&E
and Edi son on the ROE basis point
differential. And that will grow as the
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rat ebase grows as wel | .

So the signal appears to be surface
status quo, but it is not the status quo.

And this decision will send the nessage that
the Comm ssion is interested in giving
sharehol ders a raise, not in protecting

rat epayers. And as you know, ratepayers are
facing a lot of increases and will continue
to face increases for the wildfire mtigation
pl ans and ot her costs.

This is not the time to send the
nmessage that we want to increase sharehol der
conpensation for a risk that is unidentified
by the decision. W wll provide coments
and response to the utilities in our conments
on the PD

Thank you.

ALJ STEVENS:. Pl ease conti nue.
ARGUMENT
MR. HAW GER.  Thank you, Judge Stevens.

Good afternoon, President Batjer,
and honor abl e Conm ssioners. | am Marcel
Haw ger, a staff attorney with The Uility
Ref or m Net wor k.

| recommend that you revise the PD
to reduce the authorized equity returns bel ow
10 percent consistent with the data and the

risk profile of the California utilities.
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The PD authorizes equity returns that are
exactly the sanme as current returns, which
are al nost the sanme as those authorized in
2013 at the last cost of capital proceeding.

As you can see from page 1 of the
TURN handout, national authorized equity
returns have trended steadily downward since
2013. Now, the PD considers all the rel evant
data and relies on inforned judgnent. And
that is entirely appropriate. However, the
just and reasonabl e ROE ranges adopted by the
PD cannot be squared with the facts.

For exanple, please take a | ook at
page 2 of the TURN handout, which provides
i llustrative data for Edison. The PD adopts
a reasonabl eness range of 9.8 to 10.6 percent
for the ROE. But if you look at the three
colums of the nodelling results all taken
fromthe PD | abeled "CAPM" "RPM " and "DCF,"
you'll see that only one result, Edison's
risk premumresult, exceeds 9.8 percent.
Every other result is [ ower than the supposed
| ow end of the reasonabl eness range. And
Edi son's high-risk premumresult was due to
t he use of an unsupportably high-risk rate.

| f you | ook at page 3 of the
handout, it explains that Edison's risk-free

rate was nmade on the assunption made back in
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early 2019 that interest rates would continue
to rise. That assunption has proven to be
fal se since the fed has reversed course in
2019 and has now cut the funds rate three
tines.

Page 4 of the handout illustrates
that Edison's risk-free rate of 4.1 percent
Is about 1 to 2 percentage points higher than
the rates assuned by the other experts in
this case who submtted testinony in August
of 2019. And a simlar outcone is true for
the ranges established in the PD for both
PG&E and SDGSE.

Now, the utilities also continue to
push for -- to argue that there is a wildfire
risk in California as Edison did. AB 1054
elimnated the utility financial risk absent
managenent negligence. And the legislation
adopted nore | enient prudence and burden of
proof standards for eval uating the
reasonabl eness of managenent actions.

As illustrated by froma coupl e of
guotes on page 5 of the TURN handout, the
utilities and bond anal ysts allege there is
an inplenentation risk based on the notion
that this Comm ssion cannot properly apply
t he new standards for a reasonabl eness

revi ew.
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| don't think that this Conmm ssion
can conduct appropriate reasonabl eness
revi ews whet her under the current nanagenent
standard or the nore | enient standards
adopted by AB 1054. | best recommend you use
the actual data and nodelling results to
| ower the authorized ROEs to a nore
reasonabl e | evel bel ow 10 percent.
Thank you very nuch.
ALJ STEVENS: The 20 mnutes is yours
to use.
MR HAWCGER And | would just note
t hat Public Advocates conceded its tine to
TURN, so | had an m nute extra.
ARGUMENT
MS. KELLY: Hello, your Honor. Hello,
Commi ssioners. M nane is Elizabeth Kelly,
E-1-i-z-a-b-e-t-h, Kelly, K-e-I|-I-y.
First, you know, we want to thank
t he Conm ssion for the PD acknow edgi ng t hat
t he Conm ssion has really de-risked the
climate policies of California for
sharehol ders. And also the | egislature and
t he Comm ssion have al so de-risks wldfires
for the utilities.
But one thing | want to touch on is
EDF' s main proposal in this proceeding. So

in this proceedi ng, EDF proposed what the
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scoping neno calls a "blended RCE." So that
| ssue was not addressed except for one short
paragraph in the PD. Now, that's a | egal
error.

But nore concerning is that there's
a significant tactical and strategic error
that goes along with it. So first |'l]|
explain briefly what this is.

First, what we're sinply saying is
that you should evaluate the risks of gas
operations and el ectric operations
differently, because the risk they face are
different. And then you take a wei ghted
average of those ROEs to determ ne ROE for
the utility as a whole. So that's bl ended
RCE.

So what has EDF shown in this
proceedi ng? First, we have denonstrated that
electric risks are different fromgas risks,
whi ch is obviously apparent to you all as
conmm ssioners. You see it every day.

We have denonstrated that
deci sionmaking within utilities is different.
So PGE gas operations have different
deci si onnmaki ng than PG&E el ectric operati ons.

As for SD&E, their gas operational
decisions are in fact nmade by SoCal Gas.

There's no solid line reporting over to SDGXE
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for those gas operations.

And we have al so shown that the

Commi ssion has favorably considered this

concept before in 1994. |In that decision in
'94, 94-11-076, says:

Unbundl i ng cost of capital is
econom cal ly sound, wll send
correct price signals to energy
markets, and will mtigate to cross
subsi di es.

It continues:

Unbundl i ng the cost of capital is
appropri ate where services and rates
are unbundl ed and where there is
adequat e evidentiary support for
unbundl ed cost.

So in 1994, there wasn't an

unbundl i ng of rates, but there is that

unbundling now. So we are just harkening

back to that nonment where the Conmm ssion has

al ready addressed the val ue of

differentiating these risks.

So let's get back to what we're

| ooking at here, which is the overall return

on equity in this proceeding. And | like to

t hi nk about things IN terns of chess; right.

And this decision is a single piece on the

boar d.
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And | think it's helpful to take a
| ook -- and | won't get into any ex parte
| ssues -- but you have to take a | ook at the
chess board as a whole. And the decisions
t hat the Conm ssion has nade since the | ast
cost of capital proceeding and al so what the
mar ket | ooks I|ike.

So a | ot has changed. The
Conmmi ssi on has inplenented a risk-based
framework in the general rate cases. The
| egi sl ature and the Conm ssion have addressed
wildfire risks head on and incredibly
pronptly. So kudos to the Commi ssion on
that. And the Comm ssion has continued to
de-risk California's climate initiatives
specifically for sharehol ders. Those costs
are really passed to ratepayers.

But here the PD is choosing not to
nove the chess piece. So the ROEs aren't
changing. They're maintaining a status quo.
There's no differentiation of electric
operational risk and gas operational ri sk.
And so this status quo doesn't just provide a
fal se sense of security, this is where you
find a tactical and strategic error.

So tactically we've al ready heard
that the ROEs are too high. Mybe even 100

basis points too high. And those are going
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to be borne by custoners for the next three
years.

The decision is also sending the
wrong signals to investors by | unping
together the very different gas operational
ri sks and the electrical operational risks.
But the strategic reasons are nore inportant.

So when the next cost of capital
applications are before you, first of all
you're going to have to address this
particularly high premumto sharehol ders and
bring it back to normal levels. And that's
going to be a tough pill to swallow at that
time. You're also not going to even have the
optionality of considering different gas and
electric ROEs in that case.

So if the PDisn't nodified, the
Conmmi ssion isn't going to have the right
tools to address the climate realities, grim
realities, and financial realities of
California three years from now.

So you need to think several steps
ahead. So we ask the Conmm ssion to adopt a
bl ended ROE now. And if it doesn't, we ask
that it direct SD&&E and PGEE to identify
el ectric RCE and gas RCE separately in their
next cost of capital decision.

Thank you.
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ARGUMENT
MR. DELMONTE: WMadam Presi dent,
Comm ssioners, ALJ Stevens. M nane is Tom
Del ronte, D-e-l-mo-n-t-e.

Today | have three points. First,
our final recommendation for P&E s RCE was
8.58 not the 7.11 percent stated in the PD.

Second, the PD s proposed PGE RCE
of 10.25 percent is too high because it is
I nconsistent with the large reductions in
cost of capital for utilities seen over the
| ast decade. This is seen first on the graph
| provided on the back of my handout show ng
that declining risk rate, which is the key
starting point for the CAPM and ot her ROE
nodel s.

The risk free rate has on average
decl i ned over 2 percentage points in the | ast
decade conpared to the decade before. That
fall is caused by a decline in the expected
grow h rates of the econony. And the growth
rate vari abl e dom nates the results for DCF
nodel s.

The second graph shows the real
annual growh rate of the U S. econony -- or
it shows that the real annual growth rate in
the U S. econony fell alnost 2 percentage

points frompre-recession |levels. Hence, al
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met hods and rel evant data showed utility
costs of capital have fallen about 2
percent age points.

In 2012 it was reasonable to assune
that cost of capital would return to their
previously high levels as the Conm ssion did
inits |last RCE decision. However, over the
| ast decade, nobst econom sts have concl uded
that the | ow new normal is here to stay.

Thus, the RCE adopted in this
deci si on should not be what it was in 2000 --
or decided in 2012, but instead 2 percentage
poi nts | ower approximately. This conclusion
Is reinforced by the party's proposed PGEE
RCEs shown in the table provided.

And finally, the PD s Hope and
Bl uefield anal ysis of the alleged new risks
factors cl ai ned by P&E | eaves no basis for
choosing the high end of a determ ned j ust
and reasonabl e ROE range. ]

This, combined with the new norma
factors previously discussed,
constitutionally demands a nuch | ower ROE
t han proposed in the PD, nanely, 8.58 for
PGE. Thank you very nuch.

ARGUVENT
MR. BOSWORTH. (Good afternoon, Judge

St evens, Conm ssioners. M nane is Thomas
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Bosworth. |'ma senior deputy county counsel
with the County of San Di ego.

The county agrees with the decision
to the extent that it concludes a risk adder
shoul d not be considered, but not solely
because risks of all kind are included in the
rates. The county's concern is that a risk
adder of any type under any nane that inposes
liability on ratepayers for possible future
| osses that may never be incurred w thout
regard to the conduct of the utility is
unj ust and unreasonabl e and contrary to | aw.
The passage of AB 1054 did not change this
basi ¢ requirenent, and reinforced that
utilities nmust act prudently to be entitled
to rei nbursenent by ratepayers --

ALJ STEVENS: Five m nutes.

MR, BOSWORTH: |'msorry. Wat did you
say?

ALJ STEVENS. "Five mnutes."

MR. BOSWORTH: Ckay -- for wildfire
| osses.

More inportantly, by continuing to
requi re sharehol ders rather than ratepayers
to carry the risk of inprudent conduct, the
Conmmi ssion will properly bal ance sharehol der
and ratepayer responsibilities. W urge the

Comm ssion to adopt the proposed decision in
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as much as it rejected the use of risk
adders, but would ask for a nore definitive
rejection of that concept based on applicable
| aw so that we don't have to keep fighting
this sane battle in future proceedings.
Thank you.
ARGUVENT

MR LOPEZ: Good afternoon,
Commi ssioners and ALJ Stevens. Edward Lopez,
L-0-p-e-z, on behalf of the Utility Consuners
Action Network and Protect Qur Communiti es.
Thank you for the opportunity to present a
few key points today for your consideration.
UCAN POCC wi | I, of course, include and
el aborate on these and other points in our
comments to propose this issue.

To begin with, sinmply clarifying the
record, in the PD, we are not included as
filing a reply brief. UCANPOC did file, as
easily seen in the docket card. W did
intervene at all stages of this proceeding.

The nost significant issue fromthe
vant age point, we believe, of SDG&E
ratepayers is that the chosen RCE keep the
California utilities too far above the
national average for utility profits. The PD
itself notes that the utility's ROEs are wel |

above the average of 2018 ROE of 9.6 percent.
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In fact, the PDs RCE are, on average, 60
basis of point -- points above what ot her
utilities nationally received in 2018. In
conparison, in the 2012 cost of capital
proceedi ng, the last such proceeding, and in
whi ch the Comm ssion gave a really thorough
di scussion of the evidence in that record,

t hat decision set the ROEs within the
reasonabl e range based on the conparison with
the national sanple of utility ROEs.
Essentially, the Comm ssion perforned a
reality check in 2012. That was an
appropriate reality check on the Conm ssion's
conclusions in 2012. UCAN POC recommends
that the Conm ssion performthat reality
check again, and revise the PD to bring the
California utilities in line with the average
national utility ROE, as our experts and
testinony detailed in the record.

Per UCAN PQOC projections, for
exanpl e, adopting either our proposed ROE, or
even at the low end of the just and
reasonabl e range as set forth in the PD would
result inreal world dollars in mllions not
bei ng paid by SDGXE custoners to Senpra,
SD&E' s sol e shareholder. As we estimate, if
our RO-- RCE figure of 9.15 percent were to
be adopted with the PD s capital structure,
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this woul d nean about 35 mllion annually
woul d not go into Senpra's pockets, or if
just the -- or if the just and reasonable
range low figure of 9.6 percent -- 9.60
percent was selected, the difference woul d be
about $20 million |l ess per year. That is in
real world dollars. That is mllions |ess
bei ng paid by ratepayers to utility
sharehol ders. A reality check by this
Conmmi ssion now could result in a very real
worl d difference for California ratepayers.
Now, UCAN PCC does support the PD

ruling that SDGE shall maintain its current
aut hori zed capital structure that includes
52 percent common equity, as proposed by
UCAN POC. |f SDG&E's proposed capital
structure were to be adopted, 56 percent
equity, that would result in approximtely
11.6 mllion nore being paid annually by
SD&EE' s custoners to Senpra, SD&&E' s
sharehol der. W, of course, believe that
SD&&E' s rat epayers --

ALJ STEVENS: One m nute renmaining.

MR. LOPEZ: -- should not overpay.

As nentioned at the onset, al

I nformation underlying these points will be
detailed in our comments that we will file on
behal f of UCAN POC and on behal f of SD&E' s
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rat epayers. W thank the ALJ and the
Commi ssion for the opportunity to
participate. Thank you.
ALJ STEVENS. You have 40 seconds. Any
final remarks?
MR HAWCGER May we save it for
rebuttal, surrebuttal? No.
ALJ STEVENS: All right. That
concl udes the portion of the presentation
fromthe intervenors not aligned with the
applicants. | wll ask the applicants and
the intervenors aligned with the applicants
to return for seven and a half m nutes of
rebuttal.
Of the record.
(Of the record.)
ALJ STEVENS: We will be on the record.
The applicants and the intervenors aligned

with the applicants have seven and a half

mnutes. That tinme wll begin now.
REBUTTAL ARGUMENT
MR. FOLKMANN: 'l start. Again,

Bruce Fol kmann, spelled ny nane earlier.
Appreci ate the comments and consi deration

of -- of all the conmm ssioners and staff here
today in response to all these remarks. |
want to nention a couple of things.

| think one key with regard to the
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| ssues di scussed today is the nost inportant
matter really is investor perception and
their confidence in the health of the
utility. The dollars we invest conme entirely
fromthe capital markets, and so it's nost
critical to consider their perspective.
think their perspective with regard to
reasonabl e operations in the face of AB 1054
and how it will be applied is that it's
clearly a constructive step. W certainly
have that view at San Diego Gas & El ectric.
However, in the 2007 wldfire case, as a
rem nder, we obviously did experience
significant liability damages, and the
anounts that exceeded our insurance recovery
were ultimately fully recovered in the FERC
jurisdiction 100 percent, and zero percent
recovered in the California Public Uilities
Comm ssion jurisdiction. That cast into
doubt the regulatory framework around the
application of what a reasonabl e operat or
was, and is the only evidence we have today
with regard to how these matters m ght be
handl ed at the Comm ssion. [Investors
recogni ze the credit supportive nature of the
i ntent of AB 1054, but it's not yet
denonstrated, and so I think that raises

doubt in their mnd, and it's appropriate
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that they have a reasonable return to take on
that risk. There are alternatives. |f they
choose to invest in a North Anerican utility,
there are 49 other states. And when they
| ook at our utilities in the State of
California, they nust accept this risk.

| wanted to address one other matter
that | think is hel pful in consideration
here. You heard today in sone of the -- the
comments fromthe other side of this debate
sone references to 2012, interest rate
changes in the intervening period, changes in
RCEs across the United States. | woul d just

like to point out that we did have a

settlenent, and with all interested parties,
three years ago. It was ultimately approved
by -- by the Conmssion. And | also want to

add one nore up-to-date data point, which is
we at San Diego Gas & Electric have recently
filed a settlenent in the Federal -- Federal
Ener gy Regul atory Conm ssion in our FERC
jurisdiction. The CPUC was an active party
in that settlenent, and is supporting the
settlenment. It's an all-party settlenent.
Everyone invol ved in the proceedi ng supports
it. It agreed to a 55 basis point,

.55 percent, increase in ROE. | believe al

the factors you' ve heard today were taken
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I nto consideration in reaching that
settlenment, and | think it's relevant in this
proceedi ng. Thank you.

COW SSI ONER RECHTSCHAFFEN: Let ne ask
you a question. You said in your opening
remarks that the risks The Gas Conpany faces
are different because of decarbonization.

Can you respond to EDF's argunent for a

bl ended rate because of the different nature
of the risks that electric and gas operations
face?

MR. FOLKMANN: Sure. They're a
di stingui shed conpany, certainly. Qur
capital, our investnent that conmes fromthe
capital markets, has only one -- | think
believe they're tal king about San D ego Gas &
Electric, in particular, when they -- when
t hey speak to distinguishing or blended rates
of return. Investors can only invest in San
Diego Gas & Electric as a whole. They're not
abl e to choose one investnent over another.
And so, in that way, it's conbined, and our
peer utilities that we consider are generally
conbi ned for the sane reason. | would al so
note that even in the prelimnary decision
before the Conm ssion today, the high end of
the range is only ten point -- ten basis

point, .1 percent, ROE different from
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el ectric versus gas. So | think these are
conceptual matters that don't make a materi al
di fference, candidly.
REBUTTAL ARGUVENT
MR PAYNE: 1'd like to coment on a

couple of issues, as well.

One is M. Hawi ger, on his Exhibits
3 and 4, made sone statenments about the
| npact of interest rates and how recent
reductions in interest rates should -- in his
m nd, shoul d have an inpact on -- on RCE.
|"d just Iike to rem nd everybody that as --
i n devel opi ng a forward-|ooking ROE, the
I nportant thing is a forecast of interest
rates, and there -- it has a relatively
mar gi nal i npact on the -- on the devel opnent
of an RCE. But, the nost inportant thing is
to be |l ooking at what the forecast is, and --
and all the credible third-party forecasts
still would show increasing interest rates
over tinme. So the idea that the ROE should
be reduced based on recent reductions in
Interest rates, we think, is incorrect.

Secondly, as a -- as a mnor point,
on page 2 of TURN s handout, they al so seem
to indicate that the PD incorrectly assigns
an RCE to SCE that is bigger than SCE' s own

nodel range, and | believe there is an
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i ncorrect reference in the PD that should be
referenci ng nore pages of SCE-2, the Exhibit
SCE-2. And when you |look at all the data
that we submtted, you will see that it does
justify the full range that the PD points to.

And then just finally, in response
to the EPUC wi tness, you know, for all the
reasons | said in ny prepared remarks, |
think it is clear that California utilities
face risks that are significantly beyond
average risk utilities. And | won't go back
over those again, but | would just point you
back to the -- to the itens that we nentioned
I n our prepared remarks and suggest that a
nati onal average ROE is not appropriate for a
California utility

COW SSI ONER GUZMAN ACEVES: Can you
clarify that point? So are you naking the
poi nt that you acknow edge that the national
average is |lower, but that you have a
separate set of category --

MR. PAYNE: Yeah.

COW SSI ONER GUZMAN ACEVES:. -- or
conpany types that you're conparing yourself
to?

MR. PAYNE: Basic -- basically, what
|"marguing is -- is that a just and

reasonabl e range such as the one that the PD
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identifies is the first step, but then
eval uati ng where within that just and
reasonabl e range any given utility should lie
IS -- is what's inportant here. And what |I'm
arguing is that the risks that California
utilities face, for all the reasons that |
said earlier, should push us to the very top
end of that just and reasonabl e range because
we face far nore risks than an average risk
utility.

COW SSI ONER GUZMAN ACEVES: Pl us,
you say --

ALJ STEVENS. One m nute.

COW SSI ONER GUZMAN ACEVES: You're
al so acknow edging -- sorry. |'ll offer
tine.

You' re al so acknow edgi ng that you

are 25 points above the national spread?

MR. PAYNE: Yes. W're -- what -- yes.
But, what I'm-- what |'m-- yes. [|I'm
arguing that we should be at the top end of
the just and reasonabl e range that was
i dentified in the PD.

ALJ STEVENS: You have 45 seconds left.

REBUTTAL ARGUVENT

MR. BEH. Thank you. Just two points

I n response to the argunent that -- that

there's no neaningful risk differenti al
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between the California utilities and
utilities outside of the state.

| think, first, the market data
clearly show that there was a significant
di vergence in 2017, and al so the market data
show that that diversion continues today.
Clearly, investors are pricing the risk
premuminto the California marketplace that
Is very indicative of the additional risks
faced by the California utilities. Thank
you.

ALJ STEVENS: That's tine.

COWMM SSI ONER GUZMAN ACEVES: | have
sone followup questions, M. Beh. You're --

ALJ STEVENS:. Conm ssioner, may | just
really quickly nmention tinme?

COW SSI ONER GUZMAN ACEVES:  Yeah.

ALJ STEVENS: |'Ill just note that we
now have ten mnutes for comm ssioner
questions. |If the other parties could al so
be ready, perhaps near the front of the room
to respond, |'ll start the ten m nutes now.

And Conm ssi oner, you can continue.

COW SSI ONER GUZMAN ACEVES: Thank you.

Your chart does not show SDG&E or
SoCal Gas. |Is there a reason you did not
I ncl ude themin the cost conparisons?
MR BEH Oh, I'msorry. Wich chart
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are you referring to?

COWM SSI ONER GUZMAN ACEVES: |'m
| ooking at all the charts. | don't see SD&E
or SoCal Gas.

MR. BEH. Oh, yes. Dr. Hern explained
in his testinony he didn't believe that --
t hat SDG&E and Senpra were as indicative of
the risk factors because SD&XE is a snaller
percentage relative of its parent corporation
than is the case with PGE or SCE. So there
are all these other factors that m ght
i nfl uence novenent in stock prices for Senpra
that make it different and nmake the anal ysis
based on -- on its stock price novenent
somewhat different than for the other two.

COW SSI ONER GUZMAN ACEVES:. Does t hat
mean that SDG&E and Senpra are |ower risk
than the other utilities?

MR. BEH. No. No, Conmmi ssioner. |It's
just that trying -- because Dr. Hern's
anal ysi s was based on market data, stock
price novenents, option prices, that sort of
thing, and he felt that the signal that was
bei ng sent by novenents in their price wasn't
as closely correlated to the factors he was
trying to anal yze as woul d be the case for
t he ot hers.

ALJ STEVENS: Conmm ssi oner Shiroma?
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COW SSI ONER SHI ROVA:  Thank you. This
Is for San Diego Gas & Electric. Sorry.
Your tent is --
MR FOLKMANN:  Ch, | apol ogi ze.
COW SSI ONER SHI ROVA:  There you go.
Thank you.
MR. FOLKMANN:  Sure.
COW SSI ONER SHI ROVA:  So on page 51 in
t he PD under the conclusions of |aw on nunber
four, the capital structures proposed by San
Diego Gas & Electric and SoCal Gas shoul d not
be adopted because they do not sufficiently
bal ance ratepayer interests with the
intention to maintain an i nvestnent grade
rating and attract capital.
You' ve spoken pretty strongly about
Wall Street and investors and the -- what's
consi dered the inpression investors may have
and so forth. It says here that -- under
concl usi ons of law, that what you propose
doesn't sufficiently bal ance ratepayer
I nterests, anyway.
Do you want to speak to that at all?
MR. FOLKMANN:. Thank you for the
invitation. W obviously will be -- we wll
comment on this issue, as well.
It is -- it's clear, and | hope it's

been hel pful to you today, that the preferred




© 0 N O O A~ W N P

N N NN N NNNDNRRRR R P R B R P
0w N O g M W NP O © 0N O 0 W NP O

equity market is less favorable. It's out of
favor for investors. So we think there's an
inmplication in the PD that encourages us to
potentially utilize those instrunents. W
don't -- we have no forecasted instrunents as
of today. There is zero preferred stock at
San Diego Gas & Electric, and only 22 mllion
remai ni ng at SoCal Gas, and that's been true
since prior to 2013, and it's largely driven
in part by this trend around preferred
capi tal

W believe that our operating
history utilizing equity at the clear expense
of shareholders is the clearest denonstration
that we can offer, that we think that's the
best way to structure capital for the
utilities. That's been in place for a nunber
of years at both. And so, as | said, we --
we believe 56 percent is appropriate.
However, if the Comm ssion finds that just
si nply unreasonabl e, we are encouragi ng the
perspective that the existing preferred stock
| ayer, 2.75 percent at San Diego Gas &
Electric and 2.4 -- two -- two percent of 2.4
at SoCal Gas, should be converted to equity.
If we were to manage our businesses at an
actual capital structure that reflects that,

It would, in fact, weaken our credit metrics,
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because we've been operating these busi nesses
with greater equity. However, it's what
we're offering today, candidly, as -- as a
sort of conpromse if the feeling is that
56 percent is just untenable. ]

ALJ STEVENS: Any other questions from
Conmi ssi oners?

COW SSI ONER GUZMAN ACEVES: Wi ch
settlenment were you referring to?

MR. FOLKMANN: San Diego Gas &

Electric's currently filed -- it was filed in
Cctober, | believe, just this fall, in our
TO5 or 6 - forgive ne - proceeding. |It's
pendi ng now at the FERC. It's not even been

approved, but it has support of all parties.
Does that answer your question?
PRESI DENT BATJER | thought you
mentioned one current, the one you nentioned
now, recently, but | thought you nentioned an
earlier FERC settlenent.
MR. FOLKMANN: [|'ve only nentioned one
FERC settlenent, and that's the one pending
now. | also nentioned the CPUC settl enent
about three years ago about Cost of Capital.
COW SSI ONER GUZVAN ACEVES: The FERC
settlenent is TL-20 or --
ALJ STEVENS. O f the record.
(O f the record.)
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ALJ STEVENS: On the record.

MR, FOLKMANN:  Sorry. It's
Transm ssion Order 5 -- was our Transm ssion
Order 19-1553 now pendi ng at FERC.

ALJ STEVENS:. Order.

MR. FOLKMANN:. We can get you the clear
reference. W are happy to clarify that.

ALJ STEVENS. Any other questions from
the Conm ssioners at this tine?

(No response.)

ALJ STEVENS:. |I'Il take a nonment nyself
just to followup on Conmm ssioner Guznan
Aceves' question.

s it true that preferred equity
would in the eyes of a credit agency count
sonmewhat towards that requirenent you
mentioned for the |level of equity which you
have in your conpany based on its analysis of
your | everage whether or not you're
credi tworthy?

MR. FOLKMANN:  Sure. |If | understand
your question -- and thank you for the
guestion. Preferred equity has becone a very
highly-tailored market, and it's typically
used by hol di ng conpanies for very specific
reasons.

| think your question speaks to,

what's the level of equity credit, if you
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will, that mght be attributed to preferred
equity. | nean, equity is the nost val uabl e
credit dollar; debt is the least, and we are
al ways trying to bal ance these two things.
Preferred stock sits in the mddle.

As we've discussed it here today
anong operating utilities, preferred equity
typically is judged to be approxi mately 50
percent debt and 50 percent equity; so if you
shift a dollar fromequity to preferred
stock, you | ose about 50 percent of the
credit if you will. It dimnishes your
credit quality.

ALJ STEVENS: So if you had a 50
percent common equity authorization and a 12
percent preferred equity authorization, would
t hat be the equival ent of having 56 percent
common equity authorization?

MR. FOLKMANN: | think that's a little
bit of a speculative -- 12 percent is a very
hi gh | evel, perhaps the highest of any
operating utility I've heard of.

As a rem nder, you know, using
Sout hern California Edi son exanples, this
prelimnary decision reduces fromnine to
five. | think that's the right direction

Directionally, | believe, your

answer is conceptually correct. There could
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be inplications for that high I evel of
preferred stock that m ght require deeper
anal ysis, candidly, but that's a very high
| evel .

ALJ STEVENS:. Setting aside those other
| npl i cations though, would the ratepayer
i npact of a 50 conmon equity and a 12 percent
preferred equity authorization, would it be a
| ower inpact on ratepayers relative to a 56
percent conmon equity authorization?

MR. FOLKMANN: Candidly, Judge, | would
have -- | would have to get back to you on
that. M concern in actually pursuing a
capital structure of that nature would be the
preferred equity market we're speaking of
across the nation, all operating utilities
conbined is only $13 billion in size.

You're tal ki ng about a very
significant anobunt on quite a thin market.
think there's a lot of inplic- -- there's
just too many inplications. |'mnot sure
what the price would be, but there could be a
| ot to evaluate. Sorry.

ALJ STEVENS. Any final questions?

(No response.)

ALJ STEVENS:. Ckay. Hearing none.

That concl udes that portion of the

Oral Argunent and that concludes the O al
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Argunent in totality. Thank you all for your
partici pation today. W appreciate it. This
oral argunent is adjourned. Of the record. ]

(Wher eupon, at the hour of 3:05
p.m, the Conm ssion then adjourned.)
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BEFORE THE PUBLI C UTI LI TI ES COW SSI ON
OF THE
STATE OF CALI FORNI A

CERTI FI CATI ON OF TRANSCRI PT OF PROCEEDI NG

I, JASON STACEY, CERTIFIED SHORTHAND REPCORTER
NO. 14092, IN AND FOR THE STATE OF CALI FORNI A DO
HEREBY CERTI FY THAT THE PAGES OF THI S TRANSCRI PT
PREPARED BY ME COWPRI SE A FULL, TRUE, AND CORRECT
TRANSCRI PT OF THE TESTI MONY AND PROCEEDI NGS HELD I N
TH'S MATTER ON DECEMBER 4, 2019.

| FURTHER CERTI FY THAT | HAVE NO | NTEREST I N THE

EVENTS OF THE MATTER OR THE OQUTCOME OF THE PROCEEDI NG
EXECUTED TH S DECEMBER 11, 2019.

JASON A. SMACEY
CSR NO. 14092
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BEFORE THE PUBLI C UTI LI TI ES COW SSI ON
OF THE
STATE OF CALI FORNI A

CERTI FI CATI ON OF TRANSCRI PT OF PROCEEDI NG

REBEKAH L. DE ROSA, CERTI FI ED SHORTHAND

REPORTER NO. 8708, IN AND FOR THE STATE OF CALI FORN A,

DO HEREBY CERTI FY THAT THE PAGES OF THI S TRANSCRI PT

PREPARED BY ME COWRI SE A FULL, TRUE, AND CORRECT

TRANSCRI

PT OF THE TESTI MONY AND PROCEEDI NGS HELD I N

TH' S MATTER ON DECEMBER 4, 2019.

FURTHER CERTI FY THAT | HAVE NO | NTEREST I N THE

EVENTS OF THE MATTER OR THE OQUTCOVE OF THE PROCEEDI NG

EXECUTED TH S DECEMBER 11, 2019.

TRubsk il /Z/ U,KM@

REBEKAH L.
CSR NO. 8708
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BEFORE THE PUBLI C UTI LI TI ES COW SSI ON
OF THE
STATE OF CALI FORNI A

CERTI FI CATI ON OF TRANSCRI PT OF PROCEEDI NG

I, SHANNON RGOSS, CERTIFI ED SHORTHAND REPORTER
NO. 8916, IN AND FOR THE STATE OF CALI FORNI A, DO
HEREBY CERTI FY THAT THE PAGES OF THI S TRANSCRI PT
PREPARED BY ME COWPRI SE A FULL, TRUE, AND CORRECT
TRANSCRI PT OF THE TESTI MONY AND PROCEEDI NGS HELD I N
TH'S MATTER ON DECEMBER 4, 2019.

| FURTHER CERTI FY THAT | HAVE NO | NTEREST I N THE
EVENTS OF THE MATTER OR THE OQUTCOME OF THE PROCEEDI NG

EXECUTED TH S DECEMBER 11, 2019.

oL o

CSR NO. 8916
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