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SUPPLEMENTAL TESTIMONY  1
ON BEHALF OF 2

SAN DIEGO GAS & ELECTRIC COMPANY 3

I. INTRODUCTION (S. GARCIA) 4

This testimony is submitted in support of San Diego Gas & Electric Company’s 5

(“SDG&E”) request that the California Public Utilities Commission (“CPUC” or “Commission”) 6

find:7

(1) Nuclear fuel contract cancellation expenses incurred by SDG&E in 2013 are not 8

subject to reasonableness review, in accordance with Decision (“D.”) 14-11-040; 9

and10

(2) Nuclear fuel contract cancellation expenses incurred by SDG&E in 2014 (and in 11

2013, if the Commission determines such costs are subject to review) were 12

reasonable. 13

On January 27, 2017, the assigned ALJ in this proceeding ordered SDG&E and Southern 14

California Edison Company (“SCE”) to serve supplemental testimony in A.16-03-004 and any 15

related proceedings (which includes this proceeding) by February 17, 2017.  This testimony is 16

being served in compliance with the January 27, 2017 Ruling1 and meets the requirements of the 17

September 28, 2015 Scoping Memo and Ruling.  In this supplemental testimony (Section II), 18

SDG&E first explains its request for confidential treatment of the testimony.  In Section III, 19

SDG&E provides background information on the San Onofre Nuclear Generating Station 20

(“SONGS”) nuclear fuel contract termination costs that SCE billed to SDG&E in 2013 (  21

 (SDG&E share, nominal$)), and 2014  (SDG&E share, nominal$)).  In 22

Section IV, SDG&E demonstrates that these nuclear fuel contract cancellation costs are eligible 23

decommissioning costs.  In Section V, SDG&E explains that the Commission – in its decision 24

approving the Settlement in SONGS Order Instituting Investigation 12-10-013 (“SONGS OII”) - 25

already has approved the Settlement’s treatment of SDG&E’s recorded 2013 O&M SONGS26

27

1 Administrative Law Judge’s Ruling Directing the Parties to Meet and Confer and File an Updated 
Report for 2015 Nuclear Decommissioning Cost Triennial Proceeding and Related Dockets, A.16-03-
004 and Related Dockets (January 27, 2017). 
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costs as reasonable.2  In Section VI, SDG&E demonstrates that, notwithstanding the 1

Commission’s prior determination with respect to the reasonableness of 2013 SONGS costs, the 2

nuclear fuel contract cancellation costs that SCE billed to SDG&E in 2013 – and in 2014 – are 3

reasonable and should be approved for recovery. 4

II. PROCEDURAL BACKGROUND (S. GARCIA) 5

The September 28, 2015 Assigned Commissioner’s Scoping Memo and Ruling3 directed 6

San Diego Gas & Electric Company (“SDG&E”) and Southern California Edison (“SCE”) “to 7

serve supplemental testimony to support the claimed amounts [of nuclear fuel contract 8

termination costs incurred in 2013 and 2014] by no later than October 30, 2015.”49

SDG&E served the required supplemental testimony on October 30, 2015.5  On June 7, 10

2016, after consulting with SCE, SDG&E informed members of the service list for this 11

proceeding that the supplemental testimony served October 30, 2015 contained confidential 12

information and requested that the recipients destroy any copies of the supplemental testimony in 13

their possession.6  SDG&E stated in its June 7, 2016 email, “SDG&E will prepare updated 14

confidential and public versions of the testimony, to be served in accordance with the procedural 15

schedule adopted by the Commission for this proceeding.”  No party objected to SDG&E’s 16

request.  This volume of testimony (Ex. SDGE-06) supersedes its withdrawn testimony (Ex. 17

SDGE-04).18

2 D.14-11-040, approving the SONGS OII Amended And Restated Settlement Agreement Between 
Southern California Edison Company, San Diego Gas & Electric Company, The Office Of Ratepayer 
Advocates, The Utility Reform Network, Friends of The Earth, and The Coalition Of California 
Utility Employees, dated September 23, 2014. 

3 Assigned Commissioner’s Scoping Memo and Ruling (September 28, 2015), at 6. 
4 Id.  Ordering Paragraph 3 of Resolution E-4678, issued July 23, 2015 (approving requests by SCE 

and SDG&E for disbursements from the SONGS decommissioning trusts for expenses incurred in 
2014) also states “[t]he SONGS 2 and 3 2013 nuclear fuel contract termination expenditures of $10.5 
million, of which $2.1 million is SDG&E’s share, shall be addressed in A.15-01-014 and A.15-02-
006 . . . ” 

5 Ex. SDGE-04.  SCE also timely served its required supplemental testimony (Ex. SCE-03). 
6 Email from L. Fucci-Ortiz, SDG&E, A.15-01-014-SDG&E Notification Regarding Supplemental 

Testimony in Support of the 2013 & 2014 SONGS Nuclear Fuel Contract Cancellation Costs (Ex. 
SDGE-04), June 7, 2016.  SCE sent a similar email to the service list concerning its supplemental 
testimony (Ex. SCE-03) regarding its 2013 and 2014 nuclear fuel contract cancellation costs on May 
27, 2016. 
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III. CONFIDENTIAL TREATMENT (S. GARCIA) 1

This testimony contains confidential information that, if disclosed, could place SDG&E 2

and SCE, as well as their customers, at an unfair business disadvantage.  Therefore, SDG&E 3

respectfully requests confidential treatment for the testimony.74

In accordance with D.16-08-024, the specific confidential information has been identified 5

and the pages on which the confidential information appears have been appropriately marked.  In 6

addition, the Declaration of Diana Day, Vice President of Enterprise Risk Management and 7

Compliance, provided as Attachment D, explains the basis of SDG&E’s request to treat the 8

marked information as confidential.   9

In accordance with D.08-04-023 and D.16-08-024, SDG&E requests confidential 10

treatment of these attachments pursuant to Sections 2.2(b) and 2.8 of General Order 66-C as well 11

as Public Utilities Code Section 583.  SDG&E will provide the unredacted version of the 12

testimony to the Commission (on request), and will provide redacted versions to the public. 13

IV. THE 2013 AND 2014 NUCLEAR FUEL CONTRACT TERMINATION COSTS  14
(S. GARCIA) 15

As the 20% minority owner, SDG&E pays its 20% ownership share of decommissioning 16

expenses for SONGS, including costs incurred to cancel fuel contracts.  When the plant was 17

operating, SCE served as operating agent for the co-owners and was recognized as such by the 18

Nuclear Regulatory Commission (“NRC”) and the CPUC.  As operating agent, SCE’s SONGS 19

staff had expertise and responsibilities that included nuclear fuel purchasing and contracting.20

SDG&E relied upon SCE as operating agent to procure nuclear fuel on its behalf for the recent 21

fuel contracts.22

On January 31, 2012, a leak in the SONGS Unit 3 steam generator forced a shutdown of 23

that unit (and the continued shutdown of SONGS Unit 2, which was in a scheduled refueling 24

outage) and, on June 7, 2013, SCE publicly announced that SONGS Units 2&3 would 25

permanently cease operations.  From that point forward, SCE has served as decommissioning 26

7  As explained in the Declaration of Diana Day, provided hereto as Attachment D, some of the 
information has been inadvertently previously disclosed by SDG&E before it was informed by SCE 
that the information was confidential.  However, the basis for confidential treatment by the 
Commission remains valid, meets the requirements of G.O. 66-C and Public Utilities Code Section 
583, and should be upheld.    
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The Commission’s determination that nuclear fuel contract termination costs are 1

decommissioning costs also is consistent with an Internal Revenue Service (“IRS”) ruling issued 2

to SDG&E.  In November 2013, SDG&E petitioned the IRS in a request for a private letter 3

ruling (“PLR”) to confirm that specific categories of costs as enumerated by SDG&E qualify as 4

nuclear decommissioning costs (See Appendix A).  Specifically, SDG&E asked the IRS to rule 5

that particular categories of costs that SDG&E expected to incur as a result of the closure and 6

permanent retirement of SONGS were nuclear decommissioning costs.11  SDG&E’s PLR 7

Request proposed that “Pre-dismantlement Decommissioning Costs” were nuclear 8

decommissioning costs as defined in the Treasury Regulations under IRC Section 468A, and as 9

such, they represent a permissible use of the Funds under section 468A(e)(4).12  SDG&E asked 10

the IRS to rule, in part, that “[c]osts that will qualify as Pre-Dismantlement Decommissioning 11

Cost activities can be grouped into several categories including, but not limited to (1) preparation 12

for physical decommissioning of the Units.”13  In describing specific examples of activities and 13

costs that would be grouped into “preparation for physical decommissioning of the Units,” 14

SDG&E provided the following example: “Terminating supply and other contracts . . .”1415

On March 31, 2014, the IRS issued a private letter ruling to SDG&E (See Appendix B).16

In its conclusion in the PLR, the IRS stated:  17

We have examined the representations and information submitted by the 18
Taxpayer in relation to the requirements set forth in § 468A and the 19
regulations thereunder. Based solely upon these representations of the 20
facts, we conclude that severance payments and pre-dismantlement 21
decommissioning costs are nuclear decommissioning costs within the 22
meaning of § 468A and § 1.468A-1(b)(6). The expenses, as broadly 23
described by Taxpayer, are incurred in connection with the entombment, 24
decontamination, dismantlement, removal, and disposal of the structures, 25
systems, and components of a nuclear power plant. We note that we are 26
not ruling on any particular expense but on broad categories of expense 27
and emphasize that each specific expense must satisfy the tests in § 468A 28
and the regulations thereunder. 29

11 San Diego Gas & Electric Company (EIN: 95-1184800) Ruling Request Under Sections 468A and 
172 Regarding Nuclear Decommissioning Costs (November 8, 2013). 

12 Id. at pp. 11-13.  
13 Id. at p. 12. 
14 Id.
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Regarding the reimbursement by the Funds of severance payments and 1
pre-dismantlement decommissioning costs, these amounts fall into two 2
groups: (1) those paid initially by the unrelated company and then 3
invoiced to Taxpayer and paid by the Funds and (2) those paid initially by 4
the unrelated company, invoiced and paid by Taxpayer and then 5
reimbursed by the Funds to Taxpayer. In both cases, we conclude that 6
such payments are a permissible use of the Funds and that the 7
reimbursements are within the exception to the self-dealing rules 8
contained in § 1.468A-5(b)(2)(i)159

With this ruling, the IRS confirmed that broad categories of pre-dismantlement 10

decommissioning costs enumerated by SDG&E were eligible for reimbursement by the trusts.  11

The IRS did not disagree with SDG&E’s characterization of supply contract cancellation costs as 12

“pre-dismantlement” decommissioning costs as defined by the Internal Revenue Code and 13

Treasury Regulations.  Because costs to cancel supply contracts are nuclear decommissioning 14

costs for purposes of IRC §468A, they must also be nuclear decommissioning costs for purposes 15

of California Public Utilities Code Section §8324(d).16

VI. NUCLEAR FUEL CONTRACT TERMINATION COSTS INCURRED DURING 17
2013 ARE NOT SUBJECT TO REASONABLENESS REVIEW (S. GARCIA) 18

SDG&E has provided testimony on its 2013 nuclear fuel contract termination costs in 19

compliance with the September 28, 2015 Ruling.  The nuclear fuel contract termination costs that 20

SDG&E incurred during 2013, however, are not subject to a reasonableness review in this, or 21

any other Commission proceeding.   22

Per the terms of the Amended and Restated SONGS OII Settlement Agreement, approved 23

by the Commission in D.14-11-040 (“Settlement Agreement”) in I.12-10-013, the 2013 nuclear 24

fuel contract termination costs are not subject to reasonableness reviews.  The 2013 nuclear fuel 25

contract termination expenses fall into the category of costs “resulting from the permanent shut 26

down at SONGS recorded in 2013.”16  Pursuant to the Settlement Agreement, because SDG&E’s 27

2013 nuclear fuel contract termination costs and certain other 2013 expenses (i.e., O&M, 28

employee severance and incremental inspection and repair costs), tallied less than SDG&E’s 29

authorized GRC revenue requirement for SONGS in 2013, SDG&E was permitted to retain rate 30

15 PLR-147158-13, issued to SDG&E on March 31, 2014 (emphasis added). 
16 Settlement Agreement at section 4.9(e)(ii).   
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B. Comparison with the 2014 Decommissioning Cost Estimate.1

SDG&E’s 20% recorded share of 2013 and 2014 nuclear fuel contract termination costs 2

 (SDG&E share, nominal$) in 2013 and  (SDG&E share, nominal$) in 3

2014) for a total of $3.1 million (SDG&E share, 2014$)) compares favorably to its 20% share of 4

the 2014 Decommissioning Cost Estimate (DCE) of $3.5 million (SDG&E share, 2014$) (20% 5

of $17.7 million (100% share, 2014$) for nuclear fuel contract cancellation costs, as set forth 6

below in Table SEG-01:7

Table 1 8
Comparison of SDG&E Nuclear Fuel Contract Cancellation Costs to the DCE 9

(SDG&E Share, 2014$ in millions) 10
 11 
 12 

 13 

 14 

 15 

 16 

Note that the cumulative totals for 2013 and 2014 are closely aligned with the DCE.  The 17

reason for the variances in the year-to-year amounts is that of timing, as the estimated DCE cash 18

flows did not align with SDG&E’s actual recorded cash flows.  19

Nuclear Fuel 
Contract
Cancellation Costs

DCE Recorded Variance 

June – Dec 2013 0.0 
2014 3.5 
TOTAL 3.5 3.1 0.4 
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WITNESS QUALIFICATIONS OF RAGAN G. REEVES 1

My name is Ragan G. Reeves.  I am employed by Sempra Energy, SDG&E’s parent 2

company, as a Principal Tax Counsel.  My business address is 488 8th Avenue, San Diego, 3

California 92101.  I advise SDG&E on the implications of federal and state tax law, including 4

tax compliance issues, tax audit issues and strategies, and regulatory tax issues. 5

Prior to joining Sempra Energy in 2005, I worked as a tax attorney for eight years at 6

Miller & Chevalier, Chartered, in Washington, D.C., where my practice focused on tax credits, 7

tax litigation, and tax controversy matters. 8

I received a Bachelor’s of Business Administration in Accounting, a Master’s in 9

Professional Accounting, and a Juris Doctorate from the University of Texas at Austin.  I am 10

licensed to practice law in the District of Columbia and Texas, and I am a registered in-house 11

counsel in California.  I also am a licensed Certified Public Accountant in Texas. 12

I have previously testified before this Commission. 13
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