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RATEMAKING - FINANCING TESTIMONY

A. Introduction
This testimony describes the proposed ratemaking treatment for wildfire related costs, how the
Utilities propose to recover those costs in rates, and how they expect to finance them.

B. Recording Costs to The Wildfire Expense Balancing Account

The Utilities request that the Commission authorize the creation of a Wildfire Expense Balancing
Account (WEBA) to record for future recovery wildfire-related costs. Each Utility will create a WEBA
to record wildfire costs, reduced by payments received from third parties, including insurance carriers.
Wildfire costs recorded in the WEBA will include: (1) payments to satisfy Wildfire Claims,33 including
any co-insurance and deductible expense paid by the Ultilities, but excluding costs already authorized for
recovery in rates in the Utilities” GRCs; (2) outside legal expenses incurred in the defense of Wildfire
Claims; (3) increases or decreases in wildfire insurance premiums from amounts authorized in the
Utilities” GRCs; and (4) the cost of financing WEBA balances. In no event will any cost recorded in the
WEBA result in double recovery by the Ultilities, i.e., the Utilities may not recover costs that have
already been authorized for recovery in a GRC or other proceeding.34

Insurance proceeds, as well as any payments received from third parties, will be credited to the
WEBA as they are received. The Utilities will adjust WEBA balances as appropriate if any recorded
amounts related to Wildfire Claims are found to result from acts or omissions intentionally engaged in or
directed by Utility management with the intent to cause harm or with knowledge that harm is
substantially certain to result. The Utilities propose that all Wildfire Claims costs be booked to the
WEBA for recovery in CPUC-jurisdictional retail rates. Current regulatory policies would allocate

some portion of these costs to rates under the jurisdiction of the Federal Energy Regulatory Commission

33 “wildfire Claims” means amounts paid by a Utility to a third party in respect of a claim by such third party for damage
or loss resulting from a wildfire, including claims by a governmental entity for the reimbursement of fire suppression
costs, damages to environmental resources and other governmental claims against the Utilities arising from a wildfire.

34 Included in Attachment A are proposed WEBA tariff Preliminary Statements for each of the Utilities which explain the
purpose of the WEBA and set forth the entries to be recorded therein.
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(FERC). To the extent that FERC authorizes recovery of a portion of Wildfire Costs in FERC-
jurisdictional rates, the WEBA will be credited by that amount.

C. Recovery Of WEBA Balances

To moderate the impact on rates, the Utilities propose that the time frame for recovery of WEBA
balances vary depending on the amount of any undercollection in the WEBA. Prior to implementing the
undercollection in rates, the Utility will inform the Commission of its plan for amortizing the WEBA
undercollections after analyzing the magnitude of all of the pending revenue requirement and rate
changes for the subsequent year. The Utilities propose to provide this information in their annual rate or
regulatory account consolidation filings (the annual Energy Resource Recovery Account (ERRA)
Forecast proceeding for SCE, the Annual Electric True-Up (AET) and Annual Gas True-Up (AGT) for
PG&E, and the Regulatory Account Balance Update for SDG&E/SoCalGas). Each Utility generally
will allocate and recover the WEBA balance in rates in the same manner as other liability insurance
expenses.32

On March 31 of any year that a rate change goes into effect that includes the recovery of a
WEBA balance, the Utility will file an advice letter containing detailed information on the wildfire, total
wildfire liability insurance available, and total wildfire costs recorded in the WEBA during the prior
year. The advice letter will be subject to the normal advice letter protest process. If the Commission
finds any amount not recoverable, the utility will record an appropriate adjustment to the WEBA.

The Utilities will file as needed separate Advice Letters requesting authorization to create
memorandum accounts to track WEBA-type costs incurred prior to the Commission authorizing the
creation of the WEBA.

D. Financing Wildfire Costs

The size of wildfire liabilities could range from modest to extremely large, and WEBA financing

will vary accordingly. Balances that remain small may be accommodated within the Utility’s existing

33 One exception to this allocation methodology is that any amount allocated to the transmission function and not recovered
in FERC rates will be included and recovered through Commission-jurisdictional distribution rates.
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short-term borrowing program. In that event, the Utility will charge the WEBA for financing costs
computed at the commercial paper rate, consistent with that of other balancing accounts.

However, the Utilities’ short-term borrowing capacity is limited, and much of that capacity is
needed to meet day-to-day operational needs, other balancing account under-collections and collateral to
support energy procurement . Thus, the Utility may need to resort to financing with long-term debt
and/or equity to support sizeable WEBA balances and will file an application if it wishes to propose that
correspondingly higher financing costs be recorded to the WEBA. Alternatively, large WEBA balances
may be financed with securitized debt, as discussed below.

Under California law, Commission authorization is required before a utility may issue debt or
equity, including authorization of the amount and purpose of the financing. In the event of a severe
wildfire for which a utility incurs substantial liability, the affected utility will likely need advance
financing authority in order to meet its obligations. If the utility believes that its undercollection
financing will require additional authority to issue debt or equity to finance wildfire costs, it will file an
application with the Commission seeking the necessary approvals.

The WEBA balance is not a permanent asset of the Utility; instead, the WEBA reflects costs of
extraordinary events, and the associated expenses will be recovered through rates over a limited time
frame. Consistent with ratemaking treatment of other debt used to finance balancing accounts, the
Utilities will exclude long-term debt used to finance the WEBA account from their capital structures in
measuring compliance with the Capital Structure Condition. In addition, the Utilities will exclude such
debt from the embedded cost of debt used to calculate their ratemaking return on rate base.

One way to reduce the cost of financing the WEBA undercollection is through a utility
securitization, meaning the issuance of bonds whose repayment is secured by a dedicated rate
component authorized by legislation. The Commission took this approach in the case of the Rate
Reduction Bonds as well as with the Energy Recovery Bonds PG&E issued to refinance the regulatory
asset created in connection with the settlement of PG&E’s Chapter 11 bankruptcy proceeding. This type

of financing is able to obtain higher credit ratings, and thus lower financing costs. In addition, the bonds
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will not be treated as utility debt in the rating agencies’ assessment of the utility’s credit, eliminating the
need to support the debt with higher-cost equity financing.

The Utilities therefore ask the Commission to support legislation to effectuate financing large
WEBA balances with debt secured by a dedicated rate component. If securitization receives legislative
authorization, the Utilities would file an application to finance WEBA undercollections with securitized

debt.
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Qriginal  Cal. P.U.C. Sheet No. ‘ . E
San Disge Gas & Elactric Company
San Diego, California Canceling Cal. P.4).C. Sheet No.
PRELIMINARY STATEMENT Sheet 1
It BALANCING ACCOUNTS

VLDFIRE EXPENSE BALANCING ACCOUNT

1. PURPOSE: The purpose of the WEBA is {o record wildfire related costs including: (1) peyments to satisfy
Witdfire Claims, including any co-insurance and deductible expense paid by SDGEE, but excluding costs
already authonzed for recovery in rates in SDG&E's General Rate Cases (GRC); (2} outside Jegal expenses
Incurrad in the defense of Wildfire Claims; {3} changes in wildfire insurance premiums from amounis forecast
in SDGE&E's GRC, and (4} the cost of financing WEBA balances. Related insurance proceeds, as well as any
payments raceived from third parties, will be credited fo the WEBA as they are received.

2, APPLICABILITY: The WEBA applies to all customer classes, except for those specifically excluded by the
Commission. :

3. EFFECTIVE DATE: This lasiff is affeative JOOL
4, RATES: The WEBA does noi have a separate rate companent.

5. ACCOUNTING PROCEDURE: SDGAE shalt maintaln the WEBA by making entries 1o this aconunt at the end
of each month as fellows:

& Adebil entry each month equal to SDG&EE's paymants {o salisfy wildfire clalms, including any
deductibles, co-insurence and other insurance expense pald by SDGAE that are not authorized ag part of
SDGEE's Gensral Rate Csse or any ofher proceeding.

b. A debii entry each monih equal to cutside legal costs incurred by SDGAE in the defense of wildfire clatms
that are not aushorized as part of SDG&E's General Rate Case or any other proceeding,

c.. A credit entry each month equal to sny reimbursement by insurance sompanies (i.e. proceeds) or other
third parties.related fo cost recorded in this account.

d. A credit entry each month equal tc amounts alfocated io customers through FERC authorized
rransimission rates for the recovery of costs related fo wildiine expenses,

e, A credit eniry equal fo the revenues to recover thess costs as authorized by the Commission; and,

. An entry each month equal to the interest on the average of the balance in ihe account at the beginning
of tha month and the balance in the account after the above entries, at a rate equat to one-twelfth the
intarest rate on three-month Commerclal Paper for the previous month, as reporied in the Federal
Reserve Stalistical Release, .15, or its successor and shall also include any incremeniat debt/equity
costs associated vaith financing the WEBA undercollected balancs over a fong-term period as authorized

by the Commission.
6. DISPOSITION:

The balance will be addressed in SDGAE's Aanual Regulatory Update Advice Filing filed in October
for rates effective January 17 of the following year or in an applicable proceeding as defined by the
guidelines authorized by the Commission,

iCo issued by Date Fied Aug 11, 2008
Advics Ltr. No, _2014-E Lee Schavrien Effastive Jan 1, 2008
Senior Vice President

Decision No, 08-07-048 Rogulatony Affairs Resciufion No,
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SOUTHERN CALIFORNIA GAS COMPANY  Original  caL ru.c sHEEYNO.

LOS ANGELES, CALIFORNIA - CaNCELING CAL, P.UL.C. SHEETY MO

3.

PRELIMINARY STATEMENT - PART ¥V - BALANCING ACCOUNTS

WILDFIRE EXPENSE BALANCING ACCOUNT (WEBA)

Purpoge :
The purpuse of the WEBA is to record wildfire related costs including: (1) payments to satisfy
Wikdfire Claims, including any co-insurance and deductible expense paid by SoCalGas, but excluding
costs siready anthorized for recovery in rates in SoCalGas® General Rate Cases {GRC); {2) outside
legal expenses incnered in the defense of Wildfire Claims; (3) changes in wildfire insurance
premivms from amounts forecast in SoCalGas® GRC; and (4) the cost of financing WERA balanees.
Related insurance proveeds, 45 wall a8 any payments received from third parties, will be credited to

the WEBA as (hey are received.

Applicability
This account shall apply to a1l gas costomers, except for thoss specifically excluded by the

Commission.

Rates )
The projected year-end WEBA balance will be applied o gas ransportation rates.

Accounting Procedures

SoCalGas shall maintain the WEBA by recording entries at the end of each month, net of FF&LL as
fatlows:

a} A debit entry equal to payments to satisfy wildfire claims, including any deductibles, co-insurance
and other incremental insurance expense paid by SoCalGas that are not antharized as part of
SoCalGas® GRC or any other proceeding;

by A debit entry equal to incremental cutside legal costs mewrred by SoCalGas m the defense of
wildfire claims;

¢) A credil entry each month equal to any reimbursement by insurance companiss (i.e. proceeds) or
olber third parties related to costs recorded in this account;

d) A credit coitry cqual to the revenuss (o recover these costs as authorized by the Commission; and

¢} Anentry equal to the interest on the average of the balance in the account during the month,
calculated in the manner described in Preliminary Statement, Part I, J. Interest inclodes any
incremental debtfequity costs associated with financing the WEBA uadercollection balance aver a
long-term period as authorized by the Conundssion.

Dispesition

SoCalGas will address the balance in the WEBA in its annual October regulatory account advice
filing amortizing ke year-end halance effective January 1 of the following year or in an applicable
proceeding as defined by the zuidelines authorized by the Commission,

(T BE INSERTED BY UTILITY) ISSUED BY {TCO BE INSERTED BY CAL. PUC)
ADVICE LETTER NO. Lee Schavrion DATE FILED
DECISION NO., Senist Vico Presifoent EFFECTIVE
yCu Regulatory Adfsirs RESQUUTION NO.
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B eiison

Southern Cafitoria Edison Original ~ Cat, PUC Sheet No.
Rosemead, Califomiz (U 338-E} Cancalling Cal, PUC Sheet No,
! T4 T Sheet 1

DO, Wikdfirs Expense Balancing Account - (WEBA)

1. PURPOSE The purpose of the Wildfire Expense Balancing Account (WEBA) is o
record Wildfire-related costs.

2. DEFINITIONS:

Costs Ansing From Wildfires: All armounts paid by SCE that are the result of g wildfire,
inclugding {1} payments o safisfy Widfire Claims, including any co-insurance and
deduciible expense paid by SCE, {2} oulside legal expenses incurred in the defense of
Wildfire Claims, and (3} changes in wildfire insursnce premiums for insurance,
including associated fees and faxas. Costs Arising From Wikifires shall exclude costs
that have previously been authorized for recovery in rates in SCE's General Rate Case

(*GRC"}.

Wildfire Clalms: &I amounts paid by SCE to & third parly in respect of a claim by such
third pary for damage or loss resuling from a wildfire, including claims by a
governmenial entity for the reimbursement of fire suppression costs , dameages to
environmental resources and other governmental claims against the Ulilities arising
from a wildfire. '

3. APPLICABILITY: The WEBA appiies o all customer classes, except for those
specifically excluded by the Commission.

4 RATES: The WEBA does not have & separate rate component. The batance will be
aliocated between, and recovered in both distribution and generation rate Jevels in the
same manner as SCE recovers ofher Adminisirative and General costs.

{Continuad)
{To be inserted by utility) Issued by {To be inserted by Cal. PUC)
Advica ECBA Akbar Jazayeri Date Filed
Decision Vica Presidant Effactive

Resofufion

X
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