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I.

INTRODUCTION

Pursuant to Rule 14.3 of the Rules of Practice and Procedure of the California Public
Utilities Commission (“CPUC”) and the Assigned Commissioner’s Scoping Memo and Ruling,
issued June 21, 2007, Southern California Edison Company (“SCE”) submits its Reply
Comments on the Proposed Decision (“PD”) of Administrative Law Judge Galvin issued on
April 29, 2008. SCE’s reply comments respond to the opening comments of the CPUC’s
Division of Ratepayer Advocates (“DRA”), the combined opening comments of Aglet Consumer
Alliance, The Utility Reform Network, and the Utility Consumers’ Action Network
(“Aglet/TURN/UCAN”), and the opening comments of Pacific Gas and Electric Company
(“PG&E”).L

1 San Diego Gas & Electric Company also submitted opening comments. SCE generally agrees with SDG&E’s

comments and does not respond to them here.



As explained more fully below, many proposals advanced by intervenors in their opening
comments should be rejected. The CPUC should adopt the PD with the modifications suggested

by SCE in its opening comments.2

II.
THE CPUC SHOULD IGNORE DRA’S ATTEMPT TO RELITIGATE THE ADOPTED

COST OF CAPITAL FOR 2008

DRA criticizes the PD for ignoring its suggestion, in briefing, that a multi-year
mechanism is fundamentally inconsistent with Decision No. 07-12-049, because DRA believes
that decision adopted returns on equity (“ROE”) levels which are not based on record evidence.
The CPUC should reject DRA’s continued attempt to relitigate Phase I in this second phase of
Application No. 07-05-003, et al.

DRA’s attempt to relitigate Phase I is clear. DRA’s pleading asserts that in Phase I “the
Commission approved Returns on Equity (‘ROEs’) for all three California utilities that were
adjusted over 100 basis points upwards above what the model results determined to be
reasonable ROEs, based on business and regulatory ‘risks’ that were never determined with any
specificity by any record evidence and were explicitly recognized to be temporary in nature.”?
DRA’s statement demonstrates its continued attempt to impugn the CPUC’s Phase I decision,
even though DRA failed to avail itself of the opportunity to raise this “record evidence” concern

in an application for rehearing of Decision No. 07-12-049.4

2 SCE’s suggested changes are summarized in Appendix A to its opening comments, which lists SCE’s proposed
changes to the Findings of Fact and Conclusions of Law found in the PD.

3 Comments of the Division of Ratepayer Advocates on Proposed Phase Two Decision of ALJ Galvin, dated May
19,2008 (“DRA Comments™), pp. 1-2.

4 Rule 16.1 of the CPUC’s Rules of Practice and Procedure require a party challenging the legal or factual basis
for a CPUC decision to file an application for rehearing within 30 days of the challenged decision. DRA did
not avail itself of this opportunity with regard to Decision No. 07-12-049.
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Further, although DRA attempts to tie its assertion to Phase II by stating that the Phase II
PD “never addressed the fundamental issue of whether it is reasonable to set an ROE that has
been explicitly adjusted upward so dramatically for subjective reasons, such as business risks and
regulatory risks, as the starting point for an automatic adjustment mechanism supposedly based
on objective factors, such as changes to interest rates,” there is no “fundamental” inconsistency
in adopting the mechanism the PD has set out. DRA and all other parties were aware that this
proceeding would have two phases and that the first one would set an ROE that could serve as
the basis for a multi-year mechanism.> Accordingly, DRA’s claim that the PD somehow
ignores a “fundamental” Phase II argument must be rejected as inappropriate relitigation of a

matter already decided by the CPUC.¢

I11.
CONTRARY TO DRA AND AGLET/TURN/UCAN, THE CPUC SHOULD NOT ADOPT

THE MECHANISM CURRENTLY SET FORTH AS APPENDIX A TO THE PD

DRA and Aglet/TURN/UCAN urge the CPUC to adopt the ROE adjustment mechanism
described in the three scenarios contained in Appendix A to the PD.” For the reasons provided
in SCE’s opening comments, the CPUC should not do this; instead the CPUC should adopt an

ROE adjustment mechanism with the modifications that SCE has proposed.®

3 Assigned Commissioner’s Scoping Memo and Ruling, dated June 21, 2007, p. 2 (“The second phase of this
proceeding will address cost of capital mechanisms that could replace annual cost of capital proceedings . . . ).

6 Decision No. 07-12-049 clearly contemplated that Phase II would examine multi-year mechanisms that could
replace the annual cost of capital proceedings. D.07-12-049, p. 49, Ordering Paragraph 7, p. 59.

7 DRA Opening Comments, pp. 2-3; Comments of Aglet/TURN/UCAN on Phase 2 Proposed Decision of ALJ
Galvin, filed May 19, 2008 (“Aglet/TURN/UCAN Opening Comments”), pp. 3-4.

8 Opening Comments of Southern California Edison Company on Proposed Decision of Administrative Law
Judge Galvin, dated May 19, 2008, pp. 3-4.



IVv.
AGLET/TURN/UCAN’S PROPOSAL TO ALLOW INTERVENORS TO PETITION THE

CPUC REGARDING COST OF CAPITAL IS UNNECESSARY

Aglet/TURN/UCAN seeks the right to petition the CPUC if circumstances become such
that authorized ROEs are too high.?2 This suggestion should be rejected as irrelevant under the
CPUC’s Rules of Practice and Procedure and the California Public Utilities Code. First, Rule 4.1
of the CPUC’s Rules of Practice and Procedure specifically sets out a procedure for filing a
complaint by any person which sets forth “any act or thing done or omitted to be done by any
public utility including any rule or charge heretofore established or fixed by or for any public
utility, in violation, or claimed to be in violation, of any provision of law or of any order or rule
of the Commission.”1% Although additional provisions apply to challenges as to the
reasonableness of an adopted rate, it is clear that Aglet/ TURN/UCAN’s suggestion need not
result in any changes to the PD—a procedure already exists for intervenors to challenge the
CPUC’s finding in interim years during the multi-year mechanism.

Second, Aglet/TURN/UCAN ignore that the CPUC can also “at any time, upon notice to
the parties, and with opportunity to be heard . . . rescind, alter, or amend any order or decision
made by it.” 1L

These two provisions of existing law and rule govern CPUC proceedings and make the

changes sought by Aglet/ TURN/UCAN unnecessary.!2

[Ne}

Aglet/ TURN/UCAN Comments, p. 4.

CPUC Rules of Practice and Procedure, Rule 4.1.

Cal. Pub. Utilities Code §734.

Additionally, even if California law and CPUC rules did not already cover the request, Aglet/ TURN/UCAN’s
request should be rejected as untimely as the suggestion was not raised at any point during litigation of Phase 2
of this proceeding.
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V.
PG&E’S PROPOSAL TO UPDATE EMBEDDED COSTS ANNUALLY IS A

REASONABLE PROPOSAL

PG&E’s comments discuss its proposal to update the embedded costs of debt and
preferred stock on an annual basis.!2 Updating these costs on an annual basis is a reasonable

alternative to only updating when the ROE adjustment mechanism is triggered.14

VL.
CONCLUSION

The PD proposes a well-designed mechanism with many favorable features. It should be
adopted with SCE’s proposed modifications as specified in SCE’s opening comments and in

these reply comments.

Opening Comments of Pacific Gas and Electric Company on Phase II Proposed Decision of Administrative
Law Judge Michael J. Galvin, filed May 19, 2008, pp. 2-3.

+%  PD, Ordering Paragraph 2.b. However, SCE believes that even if embedded costs are updated on an annual
basis, the provision in Ordering Paragraph 2.b including “forecasted interest rates for variable long-term debt
and new long-term debt and preferred stock scheduled to be issued” should be retained.
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