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    June 01, 2012

BY E-MAIL 

Laura M. Earl, Esq.

San Diego Gas and Electric Company

101 Ash Street, HQ-12

San Diego, CA  92101


Re: San Diego Gas and Electric Company


    Cost of Capital (A.12-04-016)

    SECOND SET OF FEA DATA REQUESTS TO SDG&E

Dear Ms. Earl:


The Federal Executive Agencies hereby request that the materials identified in the enclosed Second Set of Data Requests 

be provided to our consultant, Stephen G. Hill.


The responses to this data request may be forwarded electronically to our consultant at hillassociates@gmail.com.  Please also send copies to Khojasteh Davoodi at khojasteh.davoodi@navy.mil, Norman Furuta at norman.furuta@navy.mil, John Cummins at john.cummins@navy.mil and me at rita.liotta@navy.mil.  To the extent the responses cannot be sent by e-mail, they may be sent by overnight delivery service to us at the following addresses as the responses become available:




Stephen G. Hill



Hill Associates




P.O. Box 587



Hurricane, WV 25526



(304) 562-3645



Khojasteh Davoodi




ACQ-Utility Rates and Studies Office




Naval Facilities Engineering Command-HQ




1322 Patterson AV, SE – Building 33




Washington Navy Yard, DC  20374-5018




(202) 685-0130




Rita Liotta




Federal Executive Agencies




1 Avenue of the Palms, Suite 161




San Francisco, CA  94130




(415) 743-4702


We request that your responses to this set of data requests be delivered to Mr. Hill’s office if possible no later than 

10 business days from your receipt of this letter.  Please inform me as soon as possible if this deadline cannot be met.


If you have any questions regarding this request, I can be reached at (415) 743-4702.  







Yours truly,







/s/ RITA M. LIOTTA






RITA M. LIOTTA






Associate Counsel

electronic copy to:

LEarl@SempraUtilities.com
amsmith@semprautilities.com
MCendejas@Semprautilities.com
BOverturf@semprautilities.com
SAN DIEGO GAS AND ELECTRIC COMPANY

Cost of Capital Filings

CPUC A. 12-04-016

The Federal Executive Agencies’ Second Data Request to SDG&E

Item No.

                                 Description                                            

FEA-SDG&E 02-1 Please provide the per books capital structure of Sempra Energy and  San Diego Gas & Electric at December 31, 2010, and March 31, June 30, September 30, December 31, 2011 and March 31, 2012. For the purposes of this data request, please provide the information as follows:


a) Long-term Debt (including that maturing within one year);


              b) Short-term Debt;


              c) Other Debt (specify);


              d) Preferred or Preference Stock;


              e) Common Stock;


              f)  Additional Paid-in Capital;


              g) Retained Earnings; and


              h) Total Common Equity (please identify any common equity   

                               attributable to unregulated operations, if any).


Also, please also provide quarterly balance sheet support published with the Securities and Exchange Commission for each of the above-requested capital structures. If any of the balances reported in this data response are different from those published by the S.E.C., please explain why.

FEA-SDG&E 02-2 For the same time periods referenced in the preceding interrogatory, please provide the following information for San Diego Gas & Electric:


a) Embedded cost rates for long-term debt, short-term debt, other debt and preferred or preference stock;


b) Computation of embedded cost rates of long-term debt;


c) Computation of embedded cost rates of short-term debt; and 



d) Computation of embedded cost rates of preferred or preference stock.


Note: Schedules should include date of issue, maturity date, dollar amount, coupon rate, net proceeds, annual interest paid and balance of principal, where applicable.

FEA-SDG&E 02-3
Please provide the per books capital structure of Sempra Energy and San Diego Gas & Electric at December 31, 2007, 2008, and 2009.  For the purposes of this data request, please provide the information as follows:



a) Long-term Debt (including that maturing within one year);



b) Short-term Debt;


c) Other Debt (specify);


 d) Preferred or Preference Stock;


e) Common Stock;



f)  Additional Paid-in Capital;


g) Retained Earnings; and


h) Total Common Equity (please identify any common equity attributable to unregulated operations, if any).


Also, please also provide annual balance sheet support published with the Securities and Exchange Commission for each of the above-requested capital structures. If any of the balances reported in this data response are different from those published by the S.E.C., please explain why.

FEA -SDG&E 02-4
Please provide a consolidating (not consolidated) balance sheet for Sempra Energy at December 31, 2011, or the most recent date available.

FEA -SDG&E 02-5
Please provide a copy of the most recent bond rating agency (Standard & Poor’s, Moody’s, Fitch) report on Sempra Energy and San Diego Gas & Electric. [Note: The report provided should be most recent in-depth report, not a one or two-page update.]

FEA -SDG&E 02-6
Please provide a complete transcription of the most recent analysts’ earnings presentation made by Sempra Energy.

FEA-SDG&E 02-7     Please provide the following:

a) Monthly short-term debt balances for San Diego Gas & Electric for each month from January 2010 through the most recent month available. Please explain how the monthly short-term debt balance is calculated (e.g., month-ending balance, average daily balance), and provide a sample calculation.


b) For each month, the monthly cost-rate of short-term debt for San Diego Gas & Electric, and a sample calculation showing how that monthly cost rate is derived. 

 c) A narrative description of San Diego Gas & Electric’s short term debt financing arrangements, as well as inter-company   borrowing arrangements between Sempra Energy, its divisions and subsidiaries.

FEA -SDG&E 02-8    Please provide a copy of the San Diego Gas & Electric’s most recent five-year financial forecast (or most similar document).

FEA-SDG&E 02-9

Please provide a copy of San Diego Gas & Electric’s five-  year capital budget forecast for each of the following years: 2007, 2008, 2009, 2010, and 2012.

 FEA-SDG&E 02-10 
 On pages 137 and 141 of Sempra Energy’s 2011 Annual Report, the company indicates that the expected long-term return on San Diego Gas & Electric’s retirement plan assets is 7.00% and, the asset mix of that retirement investment portfolio is approximately 65% equities, 35% fixed income securities at year-end 2011.


a) Please provide the expected long-term return assessment, including long-term expectations for each class of asset in the portfolio, showing that the weighted average after-tax return from those investments approximates 7.00%.


b) Please provide any internal documents prepared by the Company, or its pension fund investment advisors, which support the long-term equity return expectations.

FEA-SDG&E 02-11   Please provide the following:


a) A complete listing of each of San Diego Gas & Electric’s balancing accounts.


b) In the Company’s last cost of capital proceeding (Application 07-05-007), it provided the percentage of its total jurisdictional revenues that were provided through balancing accounts. Please provide that same information for 2010 and 2011.

FEA-SDG&E 02-12    If the Company’s requested return on common equity were to change by 10 basis points, what impact would that have on the Company’s rates? Please provide all relevant support for your response (i.e., assumptions regarding capital structure/common equity ratio, overall tax rate, and rate base).

FEA-SDG&E 02-13    For each witness testifying on behalf of San Diego Gas & Electric in this proceeding, please provide: 1) complete copies of any articles, treatises, reports, or chapters of texts cited in their Direct Testimony, and 2) native electronic copies of the schedules accompanying the testimony in either Word or Excel format, with cells unlocked and all original data available (e.g., if the schedule spreadsheet references data on a separate spreadsheet, please also provide the referenced spreadsheet.)

QUESTIONS FOR COMPANY WITNESS SCHLAX

FEA-SDG&E 02-14  [Ref. Schlax Direct, p. 3, ll. 12-14] 



a) Please provide the analytical support for the statement that a 20 basis point reduction in ROR will result in an annual rate reduction of $6.9 million for electric ratepayers and a $0.76 million for gas ratepayers.


b) How much more will electric and gas ratepayers be paying annually for an increased common equity ratio? (Please provide support for your response.)


c) What was SDG&E’s average common equity ratio during the time that debt costs declined from 5.62% (currently authorized) to 5.09% (projected)? (Please provide supporting data.)

FEA-SDG&E 02-15  [Ref. Schlax Direct, pp. 3, 4]


 Mr. Schlax indicates that SDG&E needs to increase its  

                  common equity ratio in order to “enable the company to  

                  access the capital markets.” Please describe in detail the   most recent event in which the Company, with a 49%  common equity ratio, was unable to access capital markets in order to meet its infrastructure needs.

FEA-SDG&E 02-16   [Ref. Schlax Direct, pp. 3, 4]


  a) Is it correct, as reported in SDG&E’s 2011 S.E.C. Form 14c at pages 13 and 14, that Mr. Schlax’s performance-based cash bonuses are dependent on SDG&E achieving a pre-set EBIT level?


  b) Will increasing SDG&E’s rate-making common equity  ratio, assuming rates are based on the Company’s request,  increase the Company’s EBIT? If not, please explain why not.

FEA-SDG&E 02-17  [Ref. Schlax Direct, p. 8, ll. 5, 6]


 Is “a competitive ROE” one that is similar to the ROE that other utilities are being awarded, or the ROE that other utilities are earning?

FEA-SDG&E 02-18    [Ref. Schlax Direct, p. 8, ll. 25] 


  Please list all the utilities in the U.S. that have higher bond  

                    ratings that SDG&E.

QUESTIONS FOR COMPANY WITNESS WIDJAJA

FEA-SDG&E 02-19   [Ref. Widjaja Direct, p. 2, ll. 2-4]


  a) Is a “competitive return” equal to the cost of capital, if not, please explain why not; if so, please explain why.


  b) If the Commission awards the Company a cost of equity that is equal to its cost of capital, will the Company’s financial integrity remain intact? If not, please explain why not.

FEA-SDG&E 02-20   [Ref. Widjaja Direct, p. 2, ll. 5-7] 


  Does Mr., Widjaja agree that bond rating agencies take into account business, financial and regulatory risk when determining a firm’s bond rating? If not, please explain why not and provide any available evidence that would support such a position.

FEA-SDG&E 02-21   [Ref. Widjaja Direct, p. 3, ll. 3-6]


 Please provide a list of electric utilities in the U.S. that 1) do not currently have a major capital spending program underway, 2) do not face uncertainty with regard to energy supplies, or 3) are not having to deal with new technologies being employed.

FEA-SDG&E 02-22   [Ref. Widjaja Direct, p. 3, ll. 20-23] 


a) Please provide any evidence to show that either SDG&E or any other A-rated electric utility has had difficulty issuing long-term debt (e.g., a debt issuance that was undersubscribed).


b) Assume SDG&E’s debt capital needs are equal to ½ of future $5.8 billion in capital projects (i.e., $2.9 billion). What percentage would that amount of investment-grade debt represent as a percentage of investment-grade debt issued in the U.S. over a five-year period? If Mr. Widjaja is unable to answer that question, please explain on what evidence he bases his belief that the debt market may be constrained with regard to SDG&E’s future needs.
FEA-SDG&E 02-23   [Ref. Widjaja Direct, p. 4, ll. 1-5] 


 a) Please provide the objective evidence on which Mr.  Widjaja relied to support the statements made: 1) there are currently fewer lending institutions in the U.S. than prior to 2008, 2) there is a “marked reduction in the amount of capital available in the financial markets caused by investors becoming more risk averse,” and 3) investors currently require higher risk premiums than in the past.


b) How much capital is available in the financial market place today, and how much was available in any year prior to 2008? Please provide supporting data and sources for those data.

FEA-SDG&E 02-24   [Ref. Widjaja Direct, p. 4, ll. 7-8] 


a) Please explain why, if the Company expects to borrow significantly to fund future capital projects, dividing current free cash flow by current book value represents expected investment risk. 


b) Please provide a copy of or cite to any investor advisory publication that indicates free cash flow divided by book value is a reliable measure of capital investment risk for an A-rated electric utility company.


c) In Mr. Widjaja’s experience, is it unusual for a company that is in a capital expansion project to have negative free cash flow?

FEA-SDG&E 02-25   [Ref. Widjaja Direct, p. 6, ll. 4-6] 


Please list all instances in which the California Commission has not been supportive to the Company with regard to implementing RPS standards enacted by the Legislature. In each instance, please quantify the revenue impact (as a percentage of total Company jurisdictional revenues) of the negative action taken by the Commission.

FEA-SDG&E 02-26  [Ref. Widjaja Direct, p. 6, l. 21] 


Please provide objective evidence that investors believe that California electric utilities are more risky investments than electric utilities in any other state, for RPS goals, or any other reason.

FEA-SDG&E 02-27   [Ref. Widjaja Direct, p. 7, ll. 7-19] 


Do the risks cited apply only to California utilities? Please provide any available support for your response.

FEA-SDG&E 02-28   [Ref. Widjaja Direct, p. 9, ll. 10-17]


a) What percentage of SDG&E’s total kWh sales are provided by roof-top solar?


b) What percentage of SDG&E’s total annual kWh sales are comprised of vehicle charging?


c) Please provide any available objective evidence that roof-top solar and/or electric vehicles “contribute[ ] to a perception of a higher risk profile for SDG&E.”

FEA-SDG&E 02-29   [Ref. Widjaja Direct, p. 11, ll. 2-6] 


Given the expected increase in PEV’s does the Company’s projected infrastructure expansion anticipate upgrading distribution systems to serve that load? If not, please explain why not; if  so, why would the additional O&M expense be characterized as “unexpected”?

FEA-SDG&E 02-30   [Ref. Widjaja Direct, p. 12] 


Regarding generation risk, please respond to the following:


a) Please provide a complete copy of any testimony or pleading by the Company before the California Commission in which it claimed to be less-risky after it was required to divest its generation assets.


b) If the sample of group of similar-risk companies used to estimate the cost of capital contain generation assets, why would SDG&E’s cost of equity be any different due to generation risk?

FEA-SDG&E 02-31   [Ref. Widjaja Direct, pp. 13, 14] 


a) Has the Company, in its presentations to bond rating agencies, made them aware of its insurance/litigation risks? If so, please so state; if not, please explain why not.


b) Should a utility be immune from the effects of all operating risks? If not, please explain why not; if so, please explain why.

FEA-SDG&E 02-32   [Ref. Widjaja Direct, p. 15, ll. 18-20] 


Does an allowed ROE equal to the cost of equity capital provide “adequate compensation for investor risk”? If not, please explain why not and provide support from the literature of regulatory finance.

FEA-SDG&E 02-33   [Ref. Widjaja Direct, p. 18, ll. 5-12] 


If the Commission granted intervenor requests in full (i.e., zero allowed return), what would be the dollar impact on SDG&E’s annual revenues as a percent of total revenues? Please provide support for your response.

FEA-SDG&E 02-34   [Ref. Widjaja Direct, p. 21, ll. 11-16 and p. 22, Figure 2] 


Please list all the bonds used to calculate the yield spread shown in Figure 2 and, for each bond for each company, please provide the coupon yield.

QUESTIONS FOR COMPANY WITNESS HRNA

FEA-SDG&E 02-35   [Ref. Hrna Direct, p. 2, l. 1, Attachment A] 


a) With regard to the projected embedded cost of debt (5.09%) shown on Attachment A, for each debt issue, please provide: 1) the date of issuance, 2) the term of the issuance, and 3) the coupon rate of each issuance.


b) For each projected debt issuance ($250 million in 2012 and 2011), please provide the basis for the assumed coupon rate.

FEA-SDG&E 02-36   [Ref. Hrna Direct, p. 2, ll. 2, 3] 


a) Please define the term “low interest” used when referencing debt issued since 2007.


b) How was SDG&E able to issue “low interest” debt with an authorized common equity ratio of 49% of total capital?

FEA-SDG&E 02-37   [Ref. Hrna Direct, p. 2, ll. 4, Attachment B] 


For each of the series of preferred stock, please provide the date of issuance, and for the projected issuances, please provide support for the assumed dividend yield.

FEA-SDG&E 02-38   [Ref. Hrna Direct, p. 2, Table 2] 


Please provide a quarter-by-quarter comparison, from 2007 forward, between the Authorized capital structure for SDG&E and the Company’s actual capital structure. Please also provide published balance sheet support for the annual capital structures provided.

FEA-SDG&E 02-39   [Ref. Hrna Direct, p. 3, ll. 18, 19] 


Please provide a copy of the April Global Insight publication from 2007 forward through 2012.

FEA-SDG&E 02-40   [Ref. Hrna Direct, p. 5, ll. 7-11] 


The Company’s projected debt ratio is the same as the currently authorized capital structure, however, in its projected capital structure the Company has elected to finance its operations with more common equity and less preferred stock.


a) Please explain how financing with common equity versus preferred stock will improve cash flow coverage of interest costs.


b) If financing with common equity versus preferred equity will not improve cash flow coverages of interest costs, please explain how it will enhance creditworthiness.


c) Please explain whether or not financing 3% of the Company’s rate base with common equity versus preferred stock will be more costly for ratepayers.


d) Please provide any cost-benefit analyses undertaken by the Company that show financing with common equity versus preferred stock is cost effective.

FEA-SDG&E 02-41   [Ref. Hrna Direct, p. 6, Table 3]


a) Are bond rating agencies, in assessing SDG&E’s creditworthiness currently taking into account ASC 810 consolidation and projected purchased power levels? If not, please explain why not.


b) Please provide a complete copy of SDG&E’s most recent in-depth bond rating agency presentation.

FEA-SDG&E 02-42   [Ref. Hrna Direct, p. 9, ll. 10-17] 


a) Does Senate Bill “SB 2” change the amount of purchased power that SDG&E needs to meet its customer load or does it change the mix of that purchased power by increasing the amount that has to come from RPS-approved sources? Please provide support for your response.


b) If Senate Bill “SB 2” does not require SDG&E to buy more purchased power than it would have otherwise, please explain why it would increase the Company’s purchased power risk.


c) Would the Company’s risk be lowered if it elected to generate its own RPS-friendly power, and not purchase it from other suppliers? If so, please explain why; if not, please explain why not.

FEA-SDG&E 02-43   [Ref. Hrna Direct, p. 9, l. 22] 


a) Please provide a complete copy of the June 2011 S&P Report referenced.


b) Please also explain why S&P overlooked the Company’s anticipated increase in purchased power use.

FEA-SDG&E 02-44   [Ref. Hrna Direct, p. 10, Table 4] 


Please provide, in as much detail as possible, all assumptions and calculations supporting the debt equivalence for the purchased power contracts. Please also show that the calculation comports with rating agency guidelines.

FEA-SDG&E 02-45   [Ref. Hrna Direct, p. 13, Table 5] 


Please provide, in electronic spreadsheet format, the supporting calculations and assumptions used to create Table 5.

FEA-SDG&E 02-46   [Ref. Hrna Direct, p. 13, Table 6] 


Please provide a complete copy of the source document from which this Table is excerpted.

QUESTIONS FOR COMPANY WITNESS DEREMER

FEA-SDG&E 02-47   [Ref. Deremer Direct] 


Please detail and describe the ways, other than the “off-ramp” provision, in which Mr. Deremer’s ROE benchmarking proposal is different from the method currently being used by the Commission.

QUESTIONS FOR COMPANY WITNESS MORIN

FEA-SDG&E 02-48   [Ref. Morin Exhibits] 


Please provide copies of all of Dr. Morin’s supporting Exhibits (RAM-1 through RAM-7) in electronic format with cells unlocked, formulas and original data available.

FEA-SDG&E 02-49   [Ref. Morin Direct, p. 5, ll. 7, 8] 


Please explain why a utility with a higher-than-average bond  rating can, simultaneously have “higher than average investment risks.”

FEA-SDG&E 02-50   [Ref. Morin Direct, p. 20, ll. 14-15] 


Please provide support from the published work of Professor Myron Gordon, the originator of the DCF, to support Dr. Morin’s statement that the “standard DCF model…assumes that dividends are paid at the end of each year…”

FEA-SDG&E 02-51  [Ref. Morin Direct, p. 20, l. 19 through p. 21, l. 2] 


Regarding the sample groups selection:


a) Please explain why it is reasonable to assume that the investment risk of a utility that has 50% electric utility operations and 50% unregulated operations is the same as that of SDG&E.


                b) What is the percent of revenues from regulated operations for each of Dr. Morin’s sample group companies? Please provide support for your response.


c) What percent of SDG&E’s revenues are provided by regulated operations?


d) What is the common equity ratio as a percent of total capital of each of the companies in Dr. Morin’s sample groups? Please provide support for your response.


e) Please explain the rationale for selecting a sample group of companies in the western United States.


f) Please provide a list of all other cost of capital testimony in which Dr. Morin has selected a similar-risk sample group based only on location.

FEA-SDG&E 02-52   [Ref. Morin Direct, p. 21, ll. 19-21] 


How are the Value Line Investment Analyzer dividend yields calculated? Please provide support from Value Line for your response.

FEA-SDG&E 02-53   [Ref. Morin Direct, p. 24, ll. 11-14] 


Please provide a complete copy of the “financial literature” to which Dr. Morin refers in the cited portion of his testimony.

FEA-SDG&E 02-54   [Ref. Morin Direct, p. 27, ll. 4, 5] 


Please provide support for the statement made regarding the current volatility in the marketplace for stocks generally, and for utility stocks.

FEA-SDG&E 02-55   [Ref. Morin Direct, p. 37, ll. 8-16] 


Please provide copies of the T-bond yield data from each source on which Dr. Morin relied for his CAPM risk-free rate, and also provide the most recent T-Bond yield data from the same sources.

FEA-SDG&E 02-56   [Ref. Morin Direct, p. 39, ll. 12-18] 


Please provide a copy of the portion of the Morningstar publication cited, i.e., that containing the historical return differences between the earned return on stock and the earned return on bonds as well as Morningstar’s explanation of why the latter is preferable.

FEA-SDG&E 02-57   [Ref. Morin Direct, p. 40, ll. 6-11]


a) Please provide support for the statement that the average historical yield difference between 30-year and 20-year T-Bonds is “not material.”


b) If the yield difference between 20-year and 30-year bonds is “not material” please explain whether the use of a current 20-year T-Bond yield as the risk-free rate in a CAPM analysis would be appropriate?

FEA-SDG&E 02-58   [Ref. Morin Direct, p. 46, ll. 9-12]

a) Is it true that Brealey & Meyer’s 5% to 8% market risk premium is based on short-term Treasury securities as the risk free rate?

b) If the response to “a),” above is negative, please provide copies of the pertinent portions of the Brealey & Meyer’s text to support that response.

c) If the response to “a),” above is positive, please explain why Dr. Morin did not discuss that fact in his testimony.

d) If Brealey & Meyer’s 5% to 8% market risk premium were based on long-term Treasury bonds instead of short-term Treasury bonds, and the historical yield difference between T-bonds and T-Bills is 1.7%, what market risk premium range would result? Please explain your response.

FEA-SDG&E 02-59   [Ref. Morin Direct, p. 48]


a) Please show how the selection of an “alpha” factor or 1% to 2% results in the mathematical expression shown on line 13.


b) Has Dr. Morin used a higher alpha in prior testimonies, or has he always assumed an alpha range of 1% to 2% when using an ECAPM analysis? Please explain.

FEA-SDG&E 02-60   [Ref. Morin Direct, pp. 47-50] 


a) Please provide a list of regulatory jurisdictions of which Dr. Morin is aware that have explicitly relied on the ECAPM to set the allowed return in a utility rate proceeding.


b) Please provide a list of regulatory jurisdictions of which Dr. Morin is aware that have explicitly rejected the ECAPM as a means to determine the allowed return in a utility rate proceeding.

FEA-SDG&E 02-61   [Ref. Morin Direct, p. 66, ll. 15-19] 


Is it reasonable to believe that Sempra’s unregulated generation assets and its international business have an impact on its beta coefficient? If not, please explain why not.

FEA-SDG&E 02-62   [Ref. Morin Direct, p. 71] 


If the utility in Dr. Morin’s example (50/50 capital structure, cost of equity = 11%) were to experience a 5% reduction in its debt ratio, so that the common equity was 55% and the debt was 45%; is it true that the cost of equity would decline by “about 55 basis points”? If not, please explain why not.



(END OF SECOND SET OF FEA DATA REQUESTS)

