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Oor no, State that that is the case, then answer it.

If you don't know the answer to a guestion,

say so. I f you accept something subject to check, the
record wll reflect that the wi tness believes whatever
you accept it -- excuse ne -- what the witness accepted

subject to check is correct unless the witness or
attorney subsequently indicates otherwise.

Define any acronyns that are not conmmon
know edge or haven't been used regularly in this
pr oceedi ng.

In nmy -- | guess it was ny last ruling, |
posed a question. Let nme rephrase it slightly or
clarify.

| want to clarify now what the commission has
to decide in this proceeding. Since sbG&E has opted
out, it would appear that the cost-effectiveness of the
steam generator replacenent to San Diego Gas & El ectric
IS not an issue in this proceeding.

Li kewi se, it appears that issues regarding
possi bl e changes to the agreenent between the owners of
San onofre are not an issue in this proceeding.

Now that's ny assunption. | don't know that
it's correct. I'm |ooking for input from the parties.
So how about sone input.

Anybody di sagree, 1let's start out wth that.

MS. SCHMID-FRAZEE: Your Honor, Edison has a
statenment of counsel, and M. Ray will|l be available on

February 7 to follow up.
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SCE agrees the steam generator replacenent is
cost effective regardless of the ownership share
retained by San Diego Gas & El ectric.

W agree that sce's application for steam
generator replacenent could be approved w thout first
deciding the issue of SDG&E's participation. However,
we note that there are other considerations in approving
steam generator replacenent in addition to
cost-effectiveness t0 SCE's ratepayers.

Furthernore, we strongly believe that SDGE
shoul d participate in steam generator replacement. The
cost-effectiveness Of SDG&E's participation will be one
of many issues to be considered in spG&E's 851

application. W expect to oppose that application.

ALJ o'DONNELL: Very well. Anybody el se?
M. Weil.
MR. VWEIL: Your Honor, | wll agree with you that,

standing alone, the cost-effectiveness of the steam
generator replacenent project to SDE&EE is not an issue
before the Commission. However, | also believe that the
cost-effectiveness of the project to SD&EE has a direct
bearing on the cost-effectiveness of the project to SCE
ratepayers, which is a live issue in this proceeding.

So, to a certain extent, | think it's
I mportant that the Comm ssion determ ne what are the
consequences to SCE of sbpG&E's decision not to
participate. \Wiether those consequences i nclude

eventual ownership of the remaining portions of the
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plant -- "remaining" meani ng non-steam generat or
portions of the plant -- | don't really know yet. But
because eventual ownership does depend on SDG&E's
decision not to participate in the project itself, that
issue is inportant to the Commission's consideration of
cost-effectiveness from SCE's viewpoint.

ALJ O'DONNELL: If | understand what you're saying
correctly, In essence, the percentage ownership that
Edison will retain, which is 80 percent now and could
i ncrease -- or 75 point whatever the heck it is -- and
could increase to the extent San D ego transfers
ownership ultimately to Edison, that's what you're
tal king about, the ownership share?

MR. VWEI L: Yes.

ALJ O'DONNELL: Right. That is definitely an
issue, but that's an issue oOf cost-effectiveness as from
Edison's point of view

MR. WVEIL: Agreed

ALJ O'DONNELL: Okay. Anybody else?

MR. WALSH: Yes, Yyour Honor. Janmes Wl sh for
San Diego Gas & Electric.

I agree with the statenent that you nade.

First, we have opted out of this project. The
cost-effectiveness to SDG&E of our participation in this
project is not an issue in this proceeding. It will be
an issue in the 851 application that we file perhaps as
early as March at the conclusion of our arbitration.

Further, the possible changes to SDG&E's
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ownership share is not an issue in this proceeding.
That will be an issue that will be placed before the
Comm ssion in an upcom ng Section 851 filing.

SDG&E's -- the issues that SDG&E wi shes to
address in this proceeding involve issues involving the
cost-effectiveness oOf this project to Edison. There are
three aspects of that showing that we would like to
make.

First, a purchased power arrangenent in which
San Diego sells its ownership interest to Edison and
takes back a purchased power agreenent is a
cost-effective alternative to Edi son taking, by way of
exanple, all of spc&E's ownership share and putting that
Interest in its retail rates. That was a hypotheti cal
that was described in your earlier ruling.

Secondly, the issues involving the tax
consequences of a transfer of ownership share, in spite
of Edison's rebuttal testinony, give rise to issues of
cost, tax cost, that may affect the cost-effectiveness
of this project because there are tax consequences to
Edi son unl ess it agrees, as well as the other parties to
the operating agreement, that an election out of
subchapter K of the Internal Revenue Code shoul d occur,
thereby nmaking this a tax partnership only for tax
purposes.

Third, there are issues involving transn ssion
mtigation that San D ego believes affect or may affect

the cost-effectiveness of this project to Edison.
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As to the alternatives that San Di ego has put
forward in its testinmony to its participation in this
project, a consideration oOf those alternatives, whether
they are cost effective, whether they are the |east cost
anong cost-effective alternatives, is an issue that
properly should be decided -- exam ned and decided in
San piego's Section 851 application.

ALJ O'DONNELL: As far as the tax proposals that
you have, are you envisioning the Comm ssion order in
this proceeding Edison to go forward with such a
proposal if it was to be adopted?

In other words, what am | |ooking -- or what
are you trying to get the Conmi ssion to do regarding,
for exanple, the tax proposal ?

MR. WALSH: | amnot going to seek a Commission
ruling that directs Edison to forma tax partnership.
But in considering the cost-effectiveness of this
proj ect for Edison, the tax consequences, Which wll
give rise to costs to Edison ratepayers unless resol ved,
shoul d be taken into account in the cost-effectiveness
determ nation that the Commission will nake whether this
proj ect should go forward.

If the Conm ssion determnes that it's stil
cost effective for Edison to go forward in spite of the
tax costs, or if Edison continues to resist the
formation of a tax partnership, to the extent that that
affects the cost-effectiveness of the project, that
shoul d be taken into account.
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ALJ O'DONNELL: SO using the tax as an example,
the alternative you'll be offering, you are saying, in
essence, he's a way to make it -- the project, whatever
its cost nmay be, nore cost effective. The Commission
can do whatever it chooses to Wwth that. You are saying
it should be considered in the cost-effectiveness
calculations and determination, correct?

MR. WALSH. That's what 1'm saying

ALJ O'DONNELL: And you'll be quantifying these
anount s?

MR. WALSH: W can quantify the anmount as
applicable to spcge. And | will, hopefully, through
cross-examination Or through our own testimony attempt
to quantify this consequence to Edi son.

ALJ O'DONNELL: Okay. M understanding iS that
the parties have or will enter into arbitration on the
reduction ownership resulting from San Di ego's
nonparticipation.

Are you anticipating doing anything wth the
results of that arbitration in this proceedi ng?

MS. SCHMID-FRAZEE: Not in this proceedi ng your
Honor. The arbitration was conpl eted on January 20th,
2005. And we understand that San Diego will be filing
an application once the arbitration decision is
announced that would be basically a Section 851
application, which is the application that we anticipate
opposi ng.

ALJ O'DONNELL: My impression, but this is from
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di m recollections, IS the agreenent between the owners
pretty nuch provided for the percentage reduction to be
det ermi ned when the project was conpl ete.

M5. SCHMID-FRAZEE: That is correct. And that
probably is an issue that should be addressed with
M. Wl sh.

M/ understanding of the arbitration is that we
will cone to an agreenent on how to cal cul ate the
reduction, in other words, how to determ ne the val ues
that go into the formula, but that we will not be able
to identify the reduction in ownership share until we
know the full cost of the project at the tinme it is
completed.

ALJ O'DONNELL: So it could be 2009, 2010,
sonmet hing like that?

MS. SCHMID-FRAZEE: Yes.

ALJ o'DONNELL: Then in this proceeding we will be
using -- in essence, making determ nations of what the
cost-effectiveness woul d be given the various |evels of

ownershi p share reduction for Edison or for San Diego,

correct?

MS. SCHM D- FRAZEE: That's correct.

ALJ O'DONNELL: | don't know what el se we would
do.

MS. SCHMID-FRAZEE: Yes.

ALJ O'DONNELL: Okay.

MR. WALSH: If | may, your Honor.
ALJ O'DONNELL: Please.
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MR. WALSH  The operating agreenent does
contenplate that the final share reduction will be
determned at the time that the costs of the restoration
work is known. That will be at sonme point after the
restoration work is conplete and the units are put in
service and costs finally tallied for both Units 2
and 3. The agreement, nonetheless, contenplates that
estimates can be made.

The arbitration will determne only the val ue
of Edison's interest in SONGS capacity at that tinme and
San Diego's value of SONGS -- of its SONGS capacity at
that tine.

M/ intention -- and the commission Or your
Honor will have an opportunity to determne if you'll
|l et us go forward -- is tO nonetheless, after the

arbitration, file a Section 851 application that seeks a
present determnation that it's in the best interest of
San Diego not to participate, to reduce its ownership
share reduction on an estinmated basis so that San D ego
can nove forward on a tinely basis to effect the
alternatives that exist to San Diego's participation.
And if and to the extent that there is a, if
you will, a true-up in 2010, 2011, 2012, | would be
asking the Commission for a conclusion of |aw and
ordering paragraph that would avoid the need to file
anot her 851, but rather to effect the conclusions of the
Commission's actions on the 851 that 1'11 be filing
shortly. | woul d request that an ordering paragraph be
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stated that would allow this decision that would issue
in 2006 could be inplenmented without going through
anot her 851.

ALJ O DONNELL: And there is no reason to
consolidate that 851, if and when it's filed, with this
proceeding, separate and --

MR. WALSH: | do not see a need, and | would
recomend that they not be consolidated. They will be
on different tine tracks.

Ms. SCHM D- FRAZEE: Edi son concurs, Yyour Honor.

ALJ O'DONNELL: WII, in this proceeding, Edison
and San Diego be able to give a range of the likely
out cones of the ownership share?

MR. WALSH. Your Honor, the range of Ilikely
out cones that --

ALJ O'DONNELL: | assune it's not zero and 20, or
maybe it is.

MR, WALSH: The evidence presented in the
arbitration | eave a range of from zero to an anount of
approximately 14 to 15 percent. | suppose the
arbitrator could on some basis cone to sone ot her
conclusion, but the testinony adduced suggests that it
could be one or the other.

M5. SCHM D FRAZEE: Your Honor, SCE does believe
that the testinony it provided in Exhibit sce-9, which
shows the variety of outconmes from zero 20 percent is
the appropriate analysis for the Comm ssion to make.

ALJ O DONNELL: So you would not have --
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Ms. SCHM D- FRAZEE: | would not Iimt the analysis
to either zero percent or 15 percent, as Mr. WAl sh seens
to indicate. | would look at a range.

ALJ O'DONNELL: Well, I'm definitely considering a
range. I'm just wondering if it's zero to 20.

['ll assune it's zero to 20 unl ess sonebody
during the course of the proceedi ng says otherw se.

kay. At sone point during the proceeding,
I'm going to want an exhibit from Edison, and it's
purely a question of a calculation. The exhibit would
identify the net present value of the revenue
requi renent in 2004 dollars of the total project costs,
I ncludi ng financing and renoval and di sposal of the old
steam generators assuming conventional ratemaking
treatment and al so using Edison's proposal based on the
2006 general rate case basis. Also included would be
the net present value of the revenue requirenent of the
benefits in 2004 doll ars.

SO I'm assumng this wll just end up being a
sinple table, but it remains to be seen.

MS. SCHMID-FRAZEE: Okay. So you want Edison to
prepare a new exhibit. And in terns of -- when you say
assum ng conventional ratenmaking treatment, are you
assum ng that we apply an allowance for funds to use
duri ng construction rather than the construction
financing cost proposal that SCE has nade?

ALJ O'DONNELL: Correct. Because 1I'm |ooking for,

one, what the cost-effectiveness IS going to be if that

PUBLI C UTI LITIES COW SSI ON, STATE CF CALI FCRN A
SAN FRANCI SQO, CALI FCRN A




© 0o N oo o b~ W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
7T/
28

16

— — — — — — — — — — — — — — — — — — — — — — —

conventional -- what I'm calling conventional treatnent
is adopted versus yours, SO the record is sufficient for
the Comm ssion to go whichever way it wants to go.

MS. SCHMID-FRAZEE: Thank you, your Honor

W will endeavor to provide that as soon as
possi bl e.

Did you want just a base case, or did you want
a variety of sensitivities in that exhibit?

ALJ O'DONNELL: The nore the better.

MS. SCHM D FRAZEE: Okay. Thank you.

MR. FREEDMAN: Your Honor, this is an exhibit that
| irmagine parties m ght have questions on depending on
how it comes out. And 1I'm hoping that Edi son would have
sonmeone avail able to answer those questi ons.

MS. SCHMID-FRAZEE: This exhibit would likely be
sponsored by Mark Nelson. W can try to put it together
before he takes the stand, but given his health, we may
not be able to bring himback and forth. So we wll
endeavor to get this ready before he is on the stand.

It may be sane day. W will try to get it to you as
soon as we can.

ALJ O'DONNELL: I'm assumng that this exhibit is
primarily just a change in calculations, and not sone
big policy thing. So, hopefully, it's pretty
straightforward.

M5. SCHMID-FRAZEE: Yes. Mybe Mr. Petmecky could
sponsor it, but | don't know quite where he's going to

fit in the order. So we will endeavor --
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ALJ O DONNELL: The other possibility is if any of
the parties have specific questions they want answered
either now or when they receive it, if there's a problem
getting the witness here, nmaybe a witten interrogatory?

MR. FREEDVAN: That would be fine, your Honor.

ALJ O'DONNELL: Just as a possibility at this
point. W haven't seen the exhibit.

MR. FREEDMAN: I'm imagining that the questions
would go to issues of was X included or Y included, just
to make sure that we're all on the sane page about
what's in and out of that analysis.

ALJ O'DONNELL: Perhaps The exhibit could explain
that, may be a sinple way to do it. | n other words,
explain here's the changes we made, and here's the
resul t.

I'11 leave it to Edison to figure out how to
present that, but to the extent you can avoid additional
recall of the witness out of tinme, that would help.

M5. SCHM D- FRAZEE: we'11l certainly endeavor to
avoid a recall.

ALJ O DONNELL:  Thank you.

Any other prelimnary matters before we call
the first witness?

M. Wil.

MR. WEIL: Your Honor, given the anticipated tine
constraints based on the cross-examination estimates
that I've seen on behalf of Aglet alone, | request that

the lunch hours be truncated to one hour, Friday
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excepted.
ALJ o'pDONNELL: Well, we can give it a try. But
you'll have to remnd nme at the start of the |unch hour,

probably every day.
Anything el se before we get started?
(No response)
ALJ O'DONNELL: Okay. Edison, call your first
witness, please.
M5. SCHMID-FRAZEE: Thank you, your Honor.
Edi son calls bpr. Mary Sinpson.
ALJ O DONNELL: O f the record.
(Of the record) ]
ALJ O DONNELL: On the record.
MARY sIMPSON, called as a witness by

Sout hern California Edi son company,
havi ng been sworn, testified as follows:

ALJ o'DONNELL: Please be seated. State your
name, spell your last nane and gi ve busi ness your
addr ess.

THE W TNESS: Mary Simpson, S-i-m-p-s-o-n,
Sout hern California Edi son company, 2244 WAl nut Grove,
Rosemead, California, 91770.

ALJ O DONNELL: Proceed, Counsel.

MS. SCHMID-FRAZEE: Thank you, your Honor.

DI RECT EXAM NATI ON

BY M5. SCHMID-FRAZEE:

Q Dr. Simpson, are you sponsoring the portions
of Exhibits SCE 1, SCE-1C, and SCE 10 identified in the
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table of contents to those exhibits and the associ ated
errata applicable to your portions of those exhibits?

A Yes.

Q Wth respect to the material which are you are
sponsoring, do you have any additions or corrections to
make to any of those material s?

A No, | do not.

Q Wis the material that | have indicated you're
sponsoring prepared by you or under your direct
super vi si on?

A Yes.

Q Do you adopt it as your testinony here today?

A vYes, | do.

Q To the extent this material is factual in
nature, is it true and correct to the best of your
know edge?

A Yes.

Q To the extent this material is in the nature
of judgnent, is it your best judgnent?

A Yes.

MS. SCHMID-FRAZEE: Your Honor, this witness is
available for cross-examination.

ALJ O'DONNELL: Very well.

O f the record.
(Of the record)
ALJ O DONNELL: On the record.
Next .
M. Wil.
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