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l. SUMMARY OF RECOMMENDATIONS

The following table summarizes the share of costs allocable to San Diego Gas & Electric
Company (“SDG&E”), a minority owner with an undivided twenty-percent ownership interest in San
Onofre Nuclear Generating Station Unit Nos. 2 and 3 (‘SONGS 2&3”), related to certain ongoing
seismic study programs and newly planned seismic research projects and analyses proposed by
Southern California Edison Company (“Edison”) in Application 11-04-006. Edison has forecasted
that the total costs of the proposed program, projects and analyses to be $64.0 million (nominal
dollars, 100-percent level) over the period 2011 through 2015. Based upon its twenty-percent
interest in SONGS 2&3, SDG&E expects Edison will allocate to SDG&E and bill SDG&E for a
twenty-percent share of Edison’s total costs of $64.0 million pursuant to the terms and conditions of
the existing Second Amended San Onofre Operating Agreement under which Edison, as the
majority owner of and operating agent for SONGS 2&3, allocates SONGS 2&3 operations and
maintenance expenses to SDG&E. The agreement also permits Edison to surcharge operations
and maintenance expenses allocable to SDG&E with and for certain overhead costs. The table
below sets forth the annual costs, inclusive of contractual overheads, SDG&E expects will be billed

to SDG&E, based upon our review of Application 11-04-006:

SDG&E's 20% Share 2011 2012 2013 2014 2015 Total
$ 07 $ 40 $ 44 S 33 $ 10 S 133

SDG&E is requesting the Commission authorize SDG&E to establish and maintain a new
SONGS Seismic Research Balancing Account (“SONGS SRBA”), record its post-2011 allocable
share of any Commission-approved costs for the proposed seismic and tsunami studies and
research in the SONGS SRBA, set forth in the above table as $12.6 million," and recover the costs
recorded in the SONGS SRBA through its electric rates. SDG&E is also requesting that the
Commission authorize SDG&E to establish and maintain a new SONGS Seismic Research
Memorandum Account (“SONGS SRMA”"), to record its allocable share of costs, if any, over and
above the level of costs for the proposed seismic and tsunami studies and research the

Commission may approve in Edison’s Application 11-04-006 and/or SDG&E's application, and,

1 The $700,000 figure shown for SDG&E’s 2011 share of the costs will be recovered through SDG&E'’s existing
ratemaking mechanisms.
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upon further order of the Commission, transfer such amounts from the SONGS SRMA to the

SONGS SRBA as the Commission may later find to be just and reasonable.

Il. OVERVIEW

Edison originally requested funding for the SONGS 2&3 ongoing seismic program and
newly planned seismic research, studies and projects in Application 10-11-015, Edison’s Test Year
2012 General Rate Case. On March 1, 2011, the Commission issued a Scoping Memo in
Application 10-11-015, directing Edison to submit a separate application addressing the ongoing
seismic program and newly planned seismic research, studies and programs “so that the
Commission may act more quickly and uniformly on these issues.” (See Scoping Memo and
Ruling of Assigned Commissioner, Application 10-11-015, dated March 1, 2011, at p.15).
Thereafter, on March 11, 2011, a 9.0 magnitude earthquake (the “Tohoku seismic event”) and
subsequent tsunami severely damaged the Fukushima Daiichi Nuclear Station near Sendai, Japan.
Edison determined, under these circumstances, it would be prudent to reevaluate the original
scope of the seismic hazard and risk assessments it had planned for the period 2011 to 2015.
Following this reevaluation, Edison augmented the original scope of work it had planned so that its
seismic assessments would reflect site-specific studies and lessons learned from the Fukushima
Daiichi issues. Pursuant to the terms of the Scoping Memo and the reevaluation of the original
scope of its proposals, Edison filed Application 11-04-006 on or about April 15, 2011, seeking
approval of its proposed seismic and tsunami research and studies, as revised, and the recovery of
its share of the costs of that research and those studies through its Commission-jurisdictional rates.

SDG&E is a minority owner of SONGS 2&3, holding an undivided twenty-percent interest
in those facilities. Under the terms and conditions of the existing Second Amended San Onofre
Operating Agreement, Edison, as the majority owner and Operating Agent of SONGS 2&3,
allocates twenty percent of its operations and maintenance expenses to SDG&E and bills SDG&E
for a twenty-percent share of those expenses, plus additional amounts for certain overheads as
provided in the Agreement. SDG&E is generally obligated under the terms of the Second
Amended San Onofre Operating Agreement to reimburse Edison for the allocated and billed share
of these costs. The costs associated with the seismic program, research and studies described in
Edison’s Application 11-04-006 will be treated as operations and maintenance expenses, and
SDG&E expects Edison will allocate a twenty-percent share of those specific expenses to SDG&E

2
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and bill SDG&E for them. SDG&E filed this application to establish the ratemaking procedures
under which its share of the post-2011 costs for the proposed seismic program, research and
studies billed to SDG&E by Edison will be recovered through SDG&E’s Commission-jurisdictional
electric rates.

l. SONGS SEISMIC STUDIES: DETERMINATION OF SDG&E SHARE OF COSTS

The Commission has provided that, in order to ensure consistency of treatment of SONGS
Operations and Maintenance expenses and to avoid litigating the same costs and expenditures in
more than one proceeding, those SONGS-related expenses Edison allocates and bills to SDG&E
should be considered within those proceedings initiated by Edison.2 This approach has been
followed by SDG&E in Edison’s prior general rate cases using test years of 1985, 1988, 1992,
1995, 2003, 2006 and 2009. SDG&E had intended to address the SONGS 2&3 seismic program,
research and study costs in Edison’s pending Test Year 2012 General Rate Case, but the removal
of these costs from that proceeding and the separate application filed by Edison related to those
costs compelled SDG&E to file its own separate application.

The determination of SDG&E'’s allocable share of the SONGS 2&3 seismic program,
research and study expenses is derived from the information provided in Edison’s Application 11-
04-006. A detailed calculation of amounts used in the derivation of the SDG&E share of the

SONGS 2&3 seismic program, research and study costs is set forth in Table MLD-1 below:

2 See Decision 04-07-022, at p.324 (Finding of Fact 43); also, Decision 06-05-016, at pp.39 to 40 (Section 7.8), and
Decision 09-03-025 at p. 295 (Section 12).
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Table MLD-1
SONGS 2&3 Seismic Program, Research and Study Costs
Based Upon Edison Forecast of Expenditures
From Application 11-04-006
2011 to 2015
($ millions, nominal)

SDG&E Share 2011 2012 2013 2014 2015 Total

$0.7 $4.0 $4.4 $3.3 $1.0 $13.3

100-Percent Level

Direct Charges 2011 2012 2013 2014 2015 Total
Labor $0.4 $0.6 $0.6 $0.6 $0.6 $2.8
Non-Labor $2.7 $18.8 $20.6 $15.2 $3.9 $61.2
Total Direct Charges $3.1 $19.4 $21.2 $15.8 $4.5 $64.0

Contractual Overheads
Labor (71.46%) $0.29 $0.43 $0.43 $0.43 $0.43 $2.00
Non-Labor (1%) $0.03 $0.19 $0.21 $0.15 $0.04 $0.61

Total 100% Level w/ OHD $3.4 $20.0 $21.8 $16.4 $5.0 $66.6

The figures shown in the calculation of direct charges are taken from Edison’s Application
11-04-006. As noted previously, Edison also adds overhead charges to allocable direct charges
under the terms of the Second Amended San Onofre Operating Agreement. Those overhead
charges are calculated and shown in Table MLD-1. Labor direct charges are surcharged by 71.46
percent and Nonlabor direct charges are surcharged by one percent, representing Edison-incurred
administrative and general expenses, pension and benefits expenses, and payroll taxes.® Thus,
SDG&E would expect to be billed for SONGS 2&3 seismic program research and study costs in
annual amounts equal to twenty percent of the figures shown in the line described as “Total 100%
Level w/ OHD"; those amounts are shown at the top of Table MLD-1 in the highlighted section of
the table. In the event Edison changes or updates its forecast of SONGS 28&3 seismic program

research and study expenses as currently reflected in its Application 11-04-006, SDG&E will make

3 Appendix A attached hereto provides the source of the surcharges related to these contractual overheads.
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the appropriate changes or updates to the allocable share of those expenses and modify the
figures shown in Table MLD-1. Additionally, SDG&E will conform its final rate filings to the

decisions issued by the Commission in this matter.

Iv. SEISMIC STUDIES COST TREATMENT

In Decision 06-11-026, the Commission authorized SDG&E to adopt a SONGS-specific
ratemaking mechanism for SONGS operations and maintenance expenses: a two-way SONGS
O&M balancing account (the “SONGSBA”) allows SDG&E to recover in rates the actual operations
and maintenance expenses allocated and billed to SDG&E by Edison. This account is structured
so that SDG&E recovers no more and no less than the actual SONGS operations and maintenance
costs allocated and billed to SDG&E by Edison. With respect to the ongoing and proposed
SONGS 2&3 seismic program, research and study costs, SDG&E will simply record costs allocated
and billed to SDG&E by Edison during 2011 to the SONGSBA pursuant to that ratemaking
mechanism’s terms and conditions.

For SONGS 2&3 seismic program, research and study expenses approved by the
Commission for the period after December 31, 2011, SDG&E proposes to treat its allocable share
of those expenses as follows. SDG&E proposes to establish and maintain a “SONGS Seismic
Research Balancing Account (SONGS SRBA)". This request is similar in purpose and design to
Edison’s request in Application 11-04-006 that the Commission authorize Edison to record its
allocable share of the seismic research and study costs in a subaccount of its Base Revenue
Requirement Balancing Account.

In addition, SDG&E proposes to establish and maintain, for SONGS 2&3 seismic program
research and study expenses, if any, over and above those approved by the Commission for the
period after December 31, 2011, a “SONGS Seismic Research Memorandum Account (SONGS
SRMA)". SDG&E will record in the SONGS SRMA those additional seismic research and study
costs incurred by Edison and billed to SDG&E, if any, over and above the level of costs authorized
by the Commission in the disposition of Edison’s Application 11-04-006 and this application filed by
SDG&E. Upon the Commission’s approval of those additional costs pursuant to the Tier Il advice
letter process described by Edison’s Application 11-04-006, SDG&E will transfer from the SONGS
SRMA to the SONGS SRBA its share of the amounts approved by the Commission under Edison’s
proposed advice letter process. Collectively, the SONGS SRBA and SONGS SRMA will serve to
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assure the public interests inherent in the conduct and completion of the proposed seismic and
tsunami research and studies will be addressed, and that only their just and reasonable costs will
be reflected in SDG&E’s electric rates.

As part of its pending Test Year 2012 General Rate Case (Application 10-12-006), SDG&E
has requested the Commission permit it to maintain the SONGSBA through the 2012-to-2014
general rate case period. In the event the Commission grants that request, SDG&E will merge the
SONGS SRBA and SONGS SRMA into the SONGSBA in order to simplify its tariffs and
consolidate all SONGS 2&3 operations and maintenance expenses within a single ratemaking
mechanism. In the event the Commission does not grant that request, SDG&E will continue to
maintain the SONGS SRBA and SONGS SRMA in order to address SONGS 2&3 seismic program
research and study expenses allocated and billed to it by Edison in accordance with the foregoing
testimony. Under either of these alternative regulatory outcomes, SDG&E would recover no more
and no less than the SONGS 2&3 seismic program research and study expenses allocated and
billed to it by Edison.
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STATEMENT OF QUALIFICATIONS
MICHAEL L. DE MARCO

My name is Michael L. De Marco.

My business address is 5000 Pacific Coast Highway, San Clemente, California 92672.

| have been employed by San Diego Gas & Electric Company (SDG&E) since May of 2007
as Team Leader of the Nuclear Section in the Electric Project Development & Business Planning
Department. My current responsibilities include representing SDG&E's ownership interests at the
San Onofre Nuclear Generating Station.

Prior to working for SDG&E, | worked for the Southern California Edison Company. | held
the following positions while employed by Edison: Nuclear Plant Operator, SONGS (1989 - 2001);
Technical Specialist, Nuclear Rate Regulation (2002 — 2003); Senior Financial Analyst, Energy
Supply and Management (2003 — 2006); and, Senior Project Manager, Power Procurement (2006
-2007).

| received a Bachelor of Science degree in Workforce Education from Southern lllinois
University at Carbondale in 1998 and a Master of Business Administration degree from the
University of California, Irvine in 2001. | am a registered Project Management Professional with
the Project Management Institute.

| have previously testified before the Commission.

| am sponsoring Sections |, Il and Ill of SDG&E’s testimony in this proceeding.
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STATEMENT OF QUALIFICATIONS
GREGORY D. SHIMANSKY

My name is Gregory D. Shimansky.

My business address is 8330 Century Park Court, San Diego, California 92123.

| am employed by San Diego Gas & Electric Company (“SDG&E”), as the Financial
Services and Regulatory Accounts Manager in the Financial Analysis Department. My business
address is 8330 Century Park Court, San Diego, California 92123. My current responsibilities
include managing the process for the development, implementation, and analysis of regulatory
balancing and memorandum accounts. | also have oversight responsibility over the Utility Treasury
function. | assumed my current position in July 2010.

| have been employed with SDG&E and Sempra Energy since June 30, 2003. In addition
to my current position in Regulatory Affairs, | served as Financial Planning Manager for Sempra
Energy Corporate (Parent) from June 2009 through April 2010. From August 2008 to June 2009, |
was the Regulatory Reporting Manager. From June 2003 through August 2008, | worked for
SDG&E in the Utility Planning Department, working my way up to Financial Planning Manager in
charge of yearly outlooks, the five-year forecast, monthly actual variance reporting, and ad hoc
analyses.

| received a Bachelors of Science degree in Economics from the University of California,
Los Angeles in June 1993. | also received a Masters of Science in Management, with
concentrations in Finance and Marketing, from Purdue University in May 1998.

| have not previously testified before this Commission.

| am sponsoring Section IV of SDG&E’s testimony in this proceeding.
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APPENDIX A
Contractual Overheads Billed to SDG&E by Southern California Edison

San Diego Gas & Electric Company (‘SDG&E”) is billed by Southern California Edison
Company (“Edison”) for Administrative and General expenses on labor, non-labor and capital
expenditures (at different rates), as well as costs related to pensions and benefits and payroll taxes
on labor expense. The amount billed is based on ratios defined in the Second Amended San
Onofre Operating Agreement between Edison, as the majority owner and operating agent, and the
co-ownership Participants and minority owners. This Appendix A includes the most recent update

to the ratios based on 2008 recorded data by Edison.

Labor and non-labor expenses are multiplied by the appropriate overhead ratios to arrive
at the amount to be billed to the Participants. Excerpts of the Second Amended San Onofre

Operating Agreement are attached to this Appendix.

The following Tables detail the various overheads billed to SDG&E by Edison for
Contractual Overheads:

Table 1: Payroll Tax Ratio (labor only)
Table 2: Pensions & Benefits (labor only)
Table 3: Operations and Maintenance Administrative and General Expenses (labor only)

Table 4: Non-labor Administrative and General Expenses (non-labor only)
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Table 1

SECOND AMENDED 34N ONOFRE OFERATING AGREEMENT

EXHIEIT G
FAYROLL TAX RATH
HE

The payroll tas ritio & deiennised in the following maaner usng, whers iadicated,

eapermn: reported in the Annual Repert of Ediace o te Federel Energy Regulatory
Conmission “FERC Form 172

Payroll Tazei
Payrall maves applicable io labor charged to operation

arsd raninten Ance, coneiruction end oiher sccouns per
FERC Fonm |, papes 162 snd 263, coluren (d).

FICA Schl $111,458,201
FLITA 1,076,541
SUT{AI Seen) 3,527,394
Tl i'IITIUGE.m
Labar Base
Tl fabor changad 45 pperition and Bainienre,
consruction and ofher sccoents, par FEROC Forsi 1,
pn;p!ﬁ.mlumidl. lini 96, §1,591,238,131
51491238051
Pagrall tax ratla for 1004 SLI7.06E. M40
$1.500, 1361 2 = LM%
@1
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Table 2

SECOND AMENDED SAN ONOFRE OFERATING AGREEMENT

EXHIBITI

BENEFITS RATHY
]

The beneSes ratia skall be deizmmiaed In (ke £l aing manrar ming, whers indicabed,
expenses reparted in the Ammusd Report of the Opeating Agent o ke Fedenal Energy
Regulstory Commission (FERC Form 1%

Fim ]
Laibwyy Totel
Empliyee pensions end benedis cherged 1o
assouml W26, per FERC Form 1, page 333
colomn (&), line LE7 S LE $5.245. 265 E115484,570
Less direct Billed sosis t= 1] {BSZ ARG} (258,265
PFlus anploves pensions and benefis srensieme: Sa E sopt 108,754,157
Mus employves pindior ind bl Siarged nafpadd by oftars 11,933,398
Bl - Dz R0 BT
Sl 7,373,267 335,004,019
Payrell tans T.3E% 42671
Worken' compmsation 1L41% 195,561
Total penstees and benefits experses ﬂ'ﬁﬂl}&
Total [ahor chargsd fo oparetion aad maimierancs,
etratraciiee, atd olber pooounes, par FERL Form 1,
poge I35, column (d} line 36 F1.590,238,151
Liziae habie charged 1o snploges pensions
aned bemesies {iem ahove) 57,371 247
Lews: labor deducted from base for
el enlition af amployes benefits:
Corporate Terperiry Lobor [F.4] -
Premitm time adj et
Qi -
Congrection - T,375, 367
Het labor base: £1563 B4, Bt
Benedits ratla for 1008 5335 55054
[T 21.26%

A Temporary lebor is curently uader revies jo it fy ldbir dhad i el Silje b peralon and
Benefils.
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Table 3

SECOND AMENDED AN ONOFRE DFERATING AGREEMENT
EXHIBT T

CPERATION AND MAINTENANCE A& G RATIO
s

Thes Oich] Al ratiie sl b detesmined i (he following manner tsing, where indiceted,
experes reporiad in the Amusl Raport of Operatng Agent 1o the Federa| Enenge
Ragelatary Commisios ("FERD Forn 17) !

Adminisirative and Geperal Expenses for 3058
dper FERE Fore 1, gages 312313}
Labor Toal
AT %20 Admislsirative and geceral salares  FFL WS $1TR 581,715
21 WS supplies aad expenmes FFl 157,570,038
20 Excheions {lar-Jurh Esh & (23,065,636 (23,06, 656}
520 Exchenns {ful-Dec) Esh & (22,100,808 22,100,419}
%21 Exclisiozs { Jan-hun) Ezh & ] [1,3%3)
%21 Exclmd oas {Jul-Dech Esh & ] {511 E4E)
20 Exclude Resalis Sharing Sach 1 (E9,197,947) (89, 197,987
Met of Resulis Sharing for 480 Sch ) 29,584,707
LTI Adfuiimenl o 4 {5,228, 093]
Total acerisnis 20 asd 520 F244,62) 623 $415,1 0,140
5R6E% See Exhibit K4 of acorunis 520 and
1] agplicable to operations snd mainlefaace E145,54 453 10 408,081
AT 523 Caeside serviees FFl a 48,214,332
523 Exehsdons | Jan-Ded) Ezh & qa (1,251,243}
#23 Direatly Billed Adjistment Zch T 0 {1.547,735)
35 Mantenancs of gesenal plam Sohi LF 3,184,351 L2 30, (40
63 Exclumions (JareDiec) Ezh & o {1,530, T4E)
Subsotel S149 137,004 106,201 557
Payrold ticces TN L0876 433
Wirkers' compaasation LAl% 210 E52
Peesions end benafiis 2.1% 31691613
Resmibts Sharing Payrall Taxes for ASG Dest. Labor T8, T 1301 69%
Tl A& G axp | lo v operations and mas I5234, 21T
Less A sapemas: alloeabl e o DEM non-labor
at 1% {sew Exhibsit }-3 Bupplemer) 11,432,014
Tomal A expmses alloenhle sa (&M kibor 130,932,103
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Table 3 — continued

SECOND AMENDED SAN ONOFRE OFERATING AGREENMENT

DFERATION AND MAINTENANCE A& G BATH) - 2048

Dperntlon wed Maintesance Labor Bow

Toinl labor charged by oprilion did &6 nesance
aceiuld, pu FERC Form 1, page 5335, coumn {d},
lies G5 5933, 746, 141

Ples: operation and maingsmince kibar
included in ogher soamnts peesivehle
i FERC Form 1, pagee 355, colunn (), line T8, 7% L 0w, 2HL2 L

Less: Amouns af mich [sbor charged o
Mdministrties and genenl sty

Libser par FERC Form 1, paps 344

column £h, line 37 5242516052
Lebor per FERC Form |, paps 355

cuibaren (], lize 61 143,360
Laber insleded in FERC Form L,

page 355, cobema {h], Hoe 64 Schad 231006
Lebor inchoded in FERS Form |,

page 355, colure (o), lne &5 Schl il

§1,039, 036,432

243,302,737

Subeotal

Less: Oilel [nor dedhuctad frim base i
caliulation of AR sxpense:

Pramivm time sdustmend

et operation and muintesnes labor b

5340, 951 03

A& 3 rache Tor 2008 SR TRY 60

795, TAR 405

]

708, TALENS

42855
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Table 4

shall provide statementz to the Other Parties showing the
amounts due; peyments therefor shall be made in accordance
with current particlpent billing methodologies in effect as
approved by the Fiscal Representatives.

1.4 haministrative and general expenses (including
payroll tax expenses, Workers' Compensation expenses, and
pengions and benefits expenses appliecable therets) incurred by
the Operating Agent om behalf of the Parties which are
allocable to the eperation and melintenance of SONGS Unitk 1,
SOMNGS Units 2 and 3, &nd the S0HG0S Commeon Facllitles =hall be
shared by the Parties in proportion ta their respective
Ownerahip Sheres in the fecility or land area te which such
expenses are allocated. The amount of such allocable expenses
ahall be the sum of (1) the product of the tetal Edlsen labor
cast portion of the expenses determined in accordance with
Seetion 10.1 timez & decimal fraction (hereinafter, "D&M ARG
Ratia™], plus {2} 1% of the non=-labor costs chargeable
therete., The O&M ALS Retio zhall be determined and applisd a=z
follows:

10.4.1 During each calendar year, an éstimaked O4M
440 Ratioc shall be used to determine the amount af
administrative and general expenses to be paid monthly by each
Other Party. Such estimated O&M ARG Hatio shall be determined
in accordance Wwith the method zhown in Exhibit J besed on the
dperating hgent's expenzesz for the preceding year; provided,

however, by agreement of the Fiscal Representatives, such
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