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SDG&E REBUTTAL TESTIMONY OF RAGAN G. REEVES
(TAXES)

I. INTRODUCTION

This rebuttal testimony regarding San Diego Gas & Electric Company’s (SDG&E)
request for Taxes addresses the following testimony from other parties:
o The Office of Ratepayer Advocates (ORA) as submitted by Mr. K. Jerry Oh (Ex.
ORA-02), dated April 13, 2018.!

. The Utility Reform Network (TURN) as submitted by Mr. William P. Marcus
(Ex. TURN-03), dated May 14, 2018.2

o The Federal Executive Agencies (FEA) as submitted by Ralph C. Smith (Ex.
FEA-1), dated May 14, 2018.}

Please note that the fact that [ may not have responded to every issue raised by others in
this rebuttal testimony, does not mean or imply that SDG&E agrees with the proposal or
contention made by these or other parties. The forecasts contained in SDG&E’s direct testimony
are based on sound estimates of its revenue requirements at the time of testimony preparation.

A. ORA

ORA issued its report on Taxes on April 13, 2018.* The following is a summary of
ORA’s positions:

o ORA does not oppose SDG&E’s methodology for calculating income taxes, ad

valorem taxes, or franchise fees.’

o ORA proposes two changes to the calculation of SDG&E’s composite payroll tax

rate. First, ORA proposes that SDG&E use an Old-Age, Survivors, and Disability

" April 13, 2018, Direct Testimony of K. Jerry Oh, Report on the Results of Operations for San Diego Gas
& Electric Company Southern California Gas Company Test Year 2019 General Rate Case, Summary of
Earnings and Taxes, Ex. ORA-02 (Ex. ORA-02 (Oh)).

? May 14, 2018, Prepared Testimony of William Perea Marcus, Report on the Various Results of
Operations Issues in Southern California Gas Company’s and San Diego Gas and Electric Company’s
2016 Test Year General Rate Cases, Ex. TURN-03 (Ex. TURN-03 (Marcus)).

3 May 14, 2018, Direct Testimony of Ralph C. Smith, CPA, on behalf of The Federal Executive Agencies,
Ex. FEA-1 (Ex. FEA-1 (Smith)).

* See Ex. ORA-2 (Oh).
> Id. at 4.
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Insurance (OASDI) wage base limitation of $128,400 for calculating the
forecasted 2018 composite payroll tax rates.® Second, ORA proposes that
SDG&E use an OASDI wage base limitation of $132,300 for calculating the
forecasted 2019 composite payroll tax rates.” With the exception of these two
proposed changes, ORA does not object to SDG&E’s methodology and
calculation for payroll taxes.

ORA proposes that the California Public Utilities Commission (Commission)
continue SDG&E’s Tax Memorandum Account (TMA) for the 2019 General Rate
Case (GRC) cycle,’ and that “the TMA should also incorporate changes to
deferred income taxes and other functional accounts that are impacted by the tax
law.”!® ORA also proposes that SDG&E “should file an annual advice letter to
make appropriate adjustments to revenue requirement” if “tax changes result in
significant balances” in the TMA.!!

TURN

TURN submitted testimony on May 14, 2018.'? The following is a summary of TURN’s

positions:

In TURN’s view, SDG&E has not provided an appropriate method for
identifying and returning excess Accumulated Deferred Income Taxes
(ADIT) because SDG&E has applied the Average Rate Assumption
Method (ARAM) to both protected and unprotected excess ADIT. This

results in returning more money in the distant future than at present.'?

®1d. at 3.
"Id.
Y1d. at 4.
’Id.

1d. at 17-18.
"'1d. at 18.

12 See Ex. TURN-03 (Marcus).

13 1d. at 79-80.
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TURN believes that the Commission not only has discretion for non-

protected assets, but should use it in a manner that maximizes the near-

term benefit to SDG&E’s customers.'*

TURN recommends a two-step process. First, the Commission should

order SDG&E to seek a private letter ruling on the ARAM issue for
“unprotected” excess ADIT. This is consistent with TURN’s

recommendations for Southern California Edison Company (SCE) and

Pacific Gas and Electric Company (PG&E). Second, the Commission

should direct SDG&E to track the difference between the use of ARAM as

set forth in their supplemental tax testimony and ARAM as defined using

the entirety of deprecation including net salvage—or, alternatively,

preserve that issue by requiring that it be tracked as part of the tax
memorandum account.!’

TURN recommends that the unprotected excess ADIT, excluding the cost

of removal portion, should be returned to customers over six years.

According to TURN’s calculations, the effect would be to reduce

SDG&E’s rates by $5.536 million.'®

Rather than assuming the ARAM amounts that will be returned to ratepayers are
the same for the two attrition years as in the test year, TURN recommends that
ARAM costs should be increased in the post-test years by $2.9 million more than
SDG&E has assumed.!’

TURN recommends that the Commission require SDG&E to make a prospective
change in the calculation of the tax lives of streetlights starting with its 2018 tax

return to be filed in 2019, otherwise with its 2019 tax return.'®

' Id. at 80.
15 Id. at 82-83.
' Id. at 83, 85.
7 1d. at 85.
'8 Id. at 85-86.
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TURN proposes reducing SDG&E’s property taxes charged as current operating
expenses by $9.389 million to correct an error in the calculation of deferred taxes,
and to modify SDG&E’s calculation assumptions to exclude the relatively high
increase in property tax rates from 2013 to 2014."

FEA

FEA submitted testimony on May 14, 2018.2° The following is a summary of FEA’s

positions:

FEA agrees with SDG&E that ARAM should be utilized for the amortization of
the “protected” excess ADIT, because it is required to maintain compliance with
the IRS normalization requirements.?!

FEA disagrees with SDG&E that ARAM should also be applied to the
“unprotected” excess ADIT because it is unnecessarily complicated and could
result in significantly different amounts of amortization in each year. Instead,
FEA recommends that SDG&E's unprotected excess ADIT be amortized on a
straight-line basis, using an amortization period such as 10 years or less that will
return those excess funds to customers more rapidly than what SDG&E has
proposed.?

FEA recommends that the TMA remain open through the 2019 GRC cycle to
capture all the effects of the Tax Cuts and Jobs Act (TCJA), including
amortization of excess ADIT, which, under ARAM, could fluctuate from year-to-
year. Since SDG&E will not file its 2018 tax return until 2019, closing the
account in 2018 will not capture all of the effects of the TCJA occurring during

the 2019 GRC cycle.?

Y 1d. at 90.

20 See Ex. FEA-1 (Smith).

2V I1d. at 15.
21d. at 16-17.
B 1d. at 50.
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II. REBUTTAL TO PARTIES’ PROPOSALS
A. ORA
1. Issues Not in Dispute

ORA does not object to SDG&E’s calculation of income taxes, ad valorem taxes, or
franchise fees. Accordingly, any differences between SDG&E’s and ORA’s estimates of income
tax expense, ad valorem taxes, franchise fees, and deferred taxes are attributable to differences in
forecasted capital additions, rate base, and other non-tax-related adjustments resulting from
ORA’s proposed changes to SDG&E’s GRC application. In addition, except for ORA’s two
recommendations regarding OASDI wage base limitations for 2018 and 2019 (discussed below),
ORA does not object to SDG&E’s methodology and calculation for payroll taxes.

2. Disputed Issues

a. SDG&E’s Forecasts for Computing its Composite Payroll Tax
Rate are Reasonable

For its computation of the composite payroll tax rate, SDG&E uses the projected OASDI
wage base limitations for 2018 and 2019, published in the Social Security Administration’s
(SSA) 2017 Annual Report (2017 Annual Report). Those amounts are $130,500 and $135,600
for 2018 and 2019, respectively.

ORA proposes two changes to SDG&E’s forecasts of the OASDI wage base limitations.
First, for 2018, ORA recommends using the Office of Retirement and Disability Policy’s 2018
OASDI wage base limitation of $128,400.2* Second, for 2019, ORA recommends using its
calculated forecast of a 2019 OASDI wage base limitation of $132,300.%° Based on its
proposals, ORA recommends a composite payroll tax rate of 7.40% for Test Year (TY) 2019,
instead of SDG&E’s proposed composite payroll tax rate of 7.44%. For the reasons discussed
below, SDG&E’s forecasts of the OASDI wage base limitation for 2018 and 2019 are

reasonable, and ORA’s proposed changes to those forecasts should not be adopted.

2* Ex. ORA-02 (Oh) at 7. ORA’s proposed change for 2018 does not impact the forecasted composite
payroll tax rate for TY 2019.

BId.
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I SDG&E’s OASDI Wage Base Limitation Methodology
is Consistent with the Methodology that is Reflected in
the 2012 and 2016 Final GRC Decisions for SDG&E

SDG&E’s methodology for forecasting the OASDI wage base for 2018 and 2019 is to
use the projected wage base limitation amounts from the most recently published SSA Annual
Report available at the time the GRC Application is filed. SDG&E does not attempt to derive or
predict what the OASDI wage base limitations will be in future years. Instead, SDG&E uses the
amounts forecasted by the SSA, the agency responsible for setting these amounts.

SDG&E’s methodology is reasonable. It is consistent with the methodology that
SDG&E used in developing its 2012 and 2016 GRC forecasts, which were adopted by the
Commission. Notably, in the final decision for SDG&E’s 2012 GRC, the Commission held that
SDG&E’s “forecasts of the payroll taxes are reasonable and should be used instead of adopting
the adjustments that DRA, TURN and UCAN have proposed.”?¢

ii. ORA'’s Proposed OASDI Wage Base Limitation for
2018 Would Not Impact the Composite Payroll Tax
Rate for TY 2019

ORA'’s proposed change to the 2018 OASDI wage base limitation is unnecessary for
purposes of calculating the TY 2019 revenue requirement. Even if ORA’s recommendation for
2018 were adopted, the recommendation would only impact the 2018 forecasted year. It would
have no impact on the composite payroll tax rate for TY 2019.

iii. ORA’s Proposed OASDI Wage Base Methodology for
2019 Does Not Provide a More Reasonable Forecast
than SDG&E’s Methodology

ORA has not demonstrated in its testimony that its proposed approach to forecasting the
OASDI wage base for 2019 is a more accurate or reliable indicator of the wage base than
SDG&E’s approach. ORA derived its forecast of the OASDI wage base for 2019 “by using a
five year trend to derive the 2017 average wage index, which in turn was used in the formula for
determining the OASDI contribution and benefit base set by law.”?’ To forecast the national

average wage index for 2017, “ORA used the latest five years of SSA Raw Data wage (2012 to

26 Decision (D.) 13-05-010 at 939. Payroll taxes was not a litigated issue in SDG&E’s 2016 GRC and
was not specifically addressed by the Commission in the final 2016 GRC decision.

T Ex. ORA-02 (Oh) at 7.
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2016) and applied a least-squares trend.””® The SSA’s website includes a detailed description of
the computational rules and formulas for determining the OASDI wage base. But the SSA’s
description does not mention raw data average wages, five-year averaging, or a “least-squares
trend.”?® ORA fails to provide authority or otherwise describe in either its testimony or its data
request response what a “least-squares trend” is, or why it is appropriate to use raw data average
wages, five-year averaging, or a least-squares trend to forecast the OASDI wage base limitation
for 2019.

In short, ORA offers no explanation to justify why its forecast is more reasonable than
SDG&E’s forecast. In contrast, SDG&E’s forecast relies on the most recently published Annual
Report by the SSA, the agency that determines the OASDI wage base limitation. This is the
same methodology SDG&E has used in prior GRC proceedings; one that has been approved by
the Commission.*°

For these reasons, SDG&E’s forecasts of the 2018 and 2019 OASDI wage base
limitations are reasonable, and the Commission should reject ORA’s recommended changes to
the OASDI wage base limitations.

b. TMA Proposals

i. SDG&E’s Proposal to Continue the TMA to SDG&E’s
2019 GRC Cycle Should be Adopted

SDG&E proposed in its direct testimony that the Commission eliminate the TMA for the
2019 GRC cycle, because SDG&E believed the TMA was no longer necessary.’! SDG&E also
made the following alternative proposal regarding the TMA:*

If the Commission disagrees with SDG&E and believes that a TMA is necessary
for the 2019 GRC cycle, SDG&E proposes that the Commission reaffirm that the
TMA is not intended to be a true-up mechanism for taxes (and thus is not

¥ ORA response to Sempra Data Request 3 (April 27, 2018), attached as Appendix A.
29 See https://www.ssa.gov/oact/cola/cbbdet.html.

39 If the projected OASDI wage bases change in the 2018 Annual Report when that report is issued, and if
such changes would cause a material change to the forecasted payroll taxes for 2019, SDG&E will update
its 2019 payroll tax forecast in its Update Testimony filing (consistent with SDG&E’s approach in prior
GRCs). See April 6, 2018, Second Revised Direct Testimony of Ragan G. Reeves, Ex. SDG&E-35-2R
(Ex. SDG&E-35-2R (Reeves)) at 5, n. 10.

3Ud. at 37.
21d.
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intended to track the differences between forecasted and actual tax deductions that
are caused by factors outside of tax and are unrelated to changes in tax law, tax
accounting methods, tax procedures, or tax policy), but is intended to track the
revenue impact of changes in tax law, tax accounting methods, tax procedures,
and tax policy. Such a reaffirmation would be consistent with the Commission’s
long-standing policy of not truing-up differences between forecasted and actual
tax deductions, as articulated by the Commission in Order Instituting
Investigation (OII) 24 and in D.17-05-013. Accordingly, the differences, positive
or negative, between forecasted and actual tax expenses caused by derivative
factors outside of tax and unrelated to changes in tax law, tax accounting
methods, tax procedures, or tax policy would continue to flow to SDG&E’s
bottom line for each taxable year, consistent with the Commission’s long-standing
policy.*?

ORA opposes SDG&E’s proposal to eliminate the TMA and supports the extension of
the TMA to the 2019 GRC cycle.’* ORA believes that the uncertainties and complexities of
certain provisions in the recently enacted TCJA “and the likelihood of the issuance of the IRS
regulations interpreting the new tax law” support the extension of the TMA .3

SDG&E agrees with ORA that areas of uncertainty remain under the TCJA, and that the
IRS is likely to issue regulations or other guidance interpreting the new law. SDG&E also
believes it is unlikely that all of the uncertainties regarding the TCJA’s provisions that impact
SDG&E will be resolved before SDG&E’s 2018 income tax returns are filed. Therefore,
SDG&E is no longer requesting that the Commission eliminate the TMA for the 2019 GRC
cycle. Rather, SDG&E recommends that the Commission adopt SDG&E’s alternative proposal
described above for continuing the TMA for the 2019 GRC cycle. This would accomplish the
Commission’s goals in establishing the TMA, while ensuring that the scope of the TMA is
consistent with long-standing Commission policy and precedent, as discussed in more detail

below.

33 See 1984 Cal. PUC LEXIS 1325 at *33-34, where the Commission rejected an actual taxes standard.
3* Ex. ORA-02 (Oh) at 17.
1.

RGR -8
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ii. SDG&E’s TMA Proposal is Consistent with both Long-
Standing and Recent Commission Policy and Precedent

The Commission held in OII 24 that the impact of tax adjustments in excess of or below
what was forecasted in the GRC generally should not be trued up.*® In its decision, the
Commission explained the view expressed by both Commission staff and Industry
representatives that seeking a change from this general ratemaking policy for a particular,
isolated tax item would not be appropriate:

Staff and Industry agree . . . that differences in income taxes between estimated
and actual cannot be isolated from other factors in determining whether an
adjustment should be made to the test-year estimate. Any review of differences
would have to include the effects of differences of all estimates for revenues,
operating expenses, income taxes and return on investment. Any prospective
adjustment based on past over-or underestimates would have to take into
consideration the overall effect of the differences for all components of the test-
year. Under these circumstances parties recommend no change in the present
ratemaking procedure.®’

The Commission agreed with the recommendation of the parties that it generally was not
appropriate or good policy to true up forecasted income taxes to actual amounts:

Since income taxes are derived residually, we agree that individual factors should
not be isolated for purposes of comparing estimated and recorded results.
Obviously, if the utility earnings are substantially less than authorized, then a
comparison of estimated and actual income taxes is misleading. Moreover, an
across-the-board comparison of estimated and recorded results is not useful for
any purpose other than informational, because it is consistent with test-year
ratemaking.®

More recently, in its final decision in PG&E’s 2017 GRC, the Commission instructed
PG&E to establish a TMA “consistent with our identical orders in the SDG&E and SoCalGas
Test Year 2016 proceeding.”® The stated purpose, terms, and requirements of PG&E’s TMA

3¢ See 1984 Cal. PUC LEXIS 1325 at *33-34 (“such differences are inherent in the use of future test
periods for ratemaking . . . Since income taxes are derived residually, we agree that individual factors
should not be isolated for purposes of comparing estimated and recorded results.”).

3T Id. at *33.
3B 1d. at *34.
¥ D.17-05-013 at 116.

RGR -9



(e BN o) SRV | R L N\

[ VST NS T NG T NG T NS T NG T NG T NG T S Sy S g g T T
NN NP, W= OOVOINWUNM P WN—=O O

W W W NN
N = O O

were identical to what the Commission had ordered in SDG&E’s 2016 GRC Decision.*’ In its
decision, the Commission clarified that the intent of the TMA is not to adopt a true-up
mechanism for taxes, and that the Commission has not changed its longstanding policy on this
issue:

PG&E’s arguments rely on an incomplete reading of D.84-05-036 to oppose an
outcome that is not, in fact, part of the APD. The Commission begins D.84-05-
036 with an explanation that “[i]n the order that instituted this investigation we
stated “the determination of reasonable allowable ratemaking expenses for federal
and state income taxes is a matter of continuing concern to this Commission in its
effort to establish reasonable utility rates.” The Commission then addresses a
number of specific questions with respect to taxes and appropriate ratemaking
policies. PG&E cites D.84-05-036 and asserts that “[t]he Commission
acknowledged that differences between estimated and recorded tax deductions
and correspondingly estimated and recorded tax expense will occur in the
ratemaking process and concluded that a true-up mechanism for taxes is not good
policy.” While the Commission does decline to “require utilities to submit
adjustments reflecting reductions in taxes,” it qualifies this result by stating “[w]e
agree that changes in tax laws may be taken into account in ratemaking.” The
APD does not adopt any sort of “true-up mechanism” — rather, it adopts a
mechanism that will provide the Commission with the information that it
needs so that “changes in tax laws may be taken into account in ratemaking.”
PG&E appears concerned that the APD adopts what PG&E terms an “actual
taxes” standard, stating “[i]n light of the widely recognized problems inherent in
an actual taxes standard, it would be expected that a change in policy be preceded
by a well-articulated explanation; however, the APD makes no reference to OII
24, let alone an attempt to rationalize the APD’s outcome against the instruction
in OII 24.” Again, the APD makes no such change in policy.*!

Accordingly, the Commission clearly articulated in its decision in the PG&E 2017 GRC
that the purpose and intent of the TMA is not to true up forecasted taxes to actual taxes. Instead,
it is to gain a better understanding of, and visibility into, “the revenue impacts caused by the
utilities’ implementation of various tax laws, tax policies, tax accounting changes, or tax

procedure changes.”*?

0 1d at116-117.
41'D.17-05-013 at 226-227 (citations omitted; emphasis added).
2 D.16-06-054 at 196; see also D.17-05-013 at 116-117.

RGR - 10
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il The TMA’s Purpose and Scope Should be Consistent
with Commission Policy and Precedent

ORA recommends that the TMA “should track any revenue differences resulting from the
differences in the income tax expense forecast in SDG&E and SoCalGas’ GRC, and the tax
expenses incurred during the GRC period, including any revenue differences resulting from
changes in tax deduction, deferred tax assets and liabilities, and other items impacted by tax
changes.”* If ORA intends “impacted by tax changes” to mean the revenue impact of changes
in tax law, tax accounting methods, tax procedures, or tax policy, SDG&E’s current TMA for the
2016 GRC cycle already tracks such changes, and SDG&E proposes that the TMA for the 2019
GRC cycle should continue to track the revenue impact of such tax changes.

ORA also recommends that “[g]iven the extensive changes in the current tax law, the
TMA should also incorporate changes to deferred income taxes and other functional accounts
that are impacted by the tax law.”** Again, SDG&E’s current TMA for the 2016 GRC cycle
already tracks the revenue impact of both mandatory and elective changes in tax law. SDG&E
proposes that the TMA for the 2019 GRC cycle should continue to track the revenue impact of
mandatory and elective changes in tax law.

But if, and to the extent that, ORA is proposing that revenue differences resulting from
differences between forecasted and incurred income tax expenses that are caused by events
unrelated to tax changes should be trued-up to actual amounts, with the adjustment (presumably
positive or negative) ultimately flowing to ratepayers, then SDG&E disagrees with this proposed
change to the Commission’s true-up policy. As discussed above, income taxes are derived
residually and are dependent on several factors unrelated to tax. The Commission emphasized
this point when it explained why, except for changes caused by changes in tax laws, it was
rejecting a policy of truing up income taxes for differences between forecasted and incurred
amounts:

Any review of differences would have to include the effects of differences of all
estimates for revenues, operating expenses, income taxes and return on
investment. Any prospective adjustment based on past over-or underestimates

4 Ex. ORA-02 (Oh) at 17 (emphasis added).
“1d.
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would have to take into consideration the overall effect of the differences for all
components of the test-year.*’

Accordingly, the Commission has long recognized that an actual taxes standard would
essentially require a re-running of the entire GRC. In rejecting this approach, the Commission
concluded that an across-the-board comparison of estimated and recorded results is not useful.*®
As the Commission stated in SDG&E’s 2016 GRC Decision, the purpose of the TMA “is
to increase the transparency of the utilities’ incurred and forecasted income tax expenses to the
Commission, so that the Commission can more closely examine the revenue impacts caused by
the utilities’ implementation of various tax laws, tax policies, tax accounting changes, or tax
procedure changes.”*’ The TMA proposed by SDG&E for the 2019 GRC cycle would

accomplish the Commission’s goal.

c. ORA'’s Proposal for an Annual Disposition of Significant TMA
Balances Is Premature

ORA also recommends that “if tax changes result in significant balances, SDG&E and
SDG&E should file an annual advice letter to make appropriate adjustments to revenue
requirement.”*® SDG&E agrees to file annual advice letters to provide the updated balances in
the TMA, should the Commission desire. However, SDG&E believes that it is premature to
decide on the disposition of future TMA balances. As discussed above, SDG&E and ORA agree
that areas of uncertainty remain under the TCJA, and that the IRS is likely to issue regulations or
other guidance in the future interpreting the new law. SDG&E also believes that it is unlikely
that all of the uncertainties regarding the TCJA’s provisions that impact SDG&E will be resolved
before SDG&E’s 2018 income tax returns are filed in October 2019, and these uncertainties
under the TCJA may continue to be unresolved into 2020 and beyond.

In addition, as discussed above, SDG&E is requesting that the Commission reaffirm its

long-standing precedent and policy and clarify that the TMA is not intended to be a true-up

43 OI1 24, 1984 Cal. PUC LEXIS 1325 at *33.
4 Id. at *34.

47 D.16-06-054 at 196.

8 Ex. ORA-02 (Oh) at 18.
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mechanism for taxes. SDG&E believes it would be premature to decide upon the disposition of
future TMA balances before the issues regarding the scope of the TMA are resolved.
B. TURN

1. SDG&E’s Treatment of New Cost of Removal Book Accruals in the
ARAM Calculation Should be Adopted

As explained in my second revised testimony, submitted on April 6, 2018, SDG&E has
recomputed its ADIT balances as of January 1, 2018 to reflect the reduction in the federal
corporate income tax rate from 35% to 21% under the TCJA. The difference in the ADIT
balance under the old tax rate versus under the new tax rate represents the excess ADIT created
by the TCJA. This excess ADIT belongs to SDG&E’s customers, and SDG&E will return the
excess ADIT to its customers in full. But in doing so, SDG&E must adhere to the timing rules
and other requirements under the TCJA. Failure to follow these rules and procedures will result
in a normalization violation.*

The requirement to use ARAM applies only to excess ADIT on plant-based assets that
are subject to the IRS normalization rules (also known as “protected” assets). The ARAM rules
under the TCJA do not discuss the individual components of plant-based deferred taxes. There is
thus uncertainty within the utility industry regarding how to interpret the TCJA to treat removal
costs for purposes of the ARAM computation. As explained in my direct testimony, SDG&E
has discussed the issue with its outside advisors and participated in industry group discussions
regarding the proper treatment of removal costs in the ARAM calculation.’® After its analysis
and its discussions with outside experts and other utilities, SDG&E has concluded that the best
interpretation of the ARAM rules under the TCJA is to exclude new removal costs accrued for
book purposes after December 31, 2017 from its ARAM calculation.’! Since ARAM addresses
historical excess tax reserves (i.e., pre-2018), SDG&E’s position is that only the depreciation

that relates to the recovery of the original cost of such capital expenditures should be included.

* TCJA Section 13001(d)(4).
9 Ex. SDG&E-35-2R (Reeves) at 21.

3 SDG&E’s position is consistent with the positions taken on this issue by both SCE and PG&E in
their recent submissions to the Commission to address the impact of the TCJA. See A.16-09-001, Exhibit
SCE-60: Tax Update Testimony; A.13-12-012/Investigation (I.) 14-06-016, Petition for Modification of
D.16-06-056 of PG&E to Reflect Tax Changes; A.15-09-001, Petition for Modification of D.16-06-056 of
PG&E to Reflect Tax Changes; A.17-11-009, Update Testimony (March 30, 2018).
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Deferred taxes associated with cost of removal do not reverse until the removal costs are
incurred; therefore, the recovery of these deferred taxes is dependent upon future events. The
depreciation related to recovering new cost of removal is a new timing difference arising after
2017. Thus, by definition, it is not a recovery of the original cost basis that gave rise to the
historical excess tax reserves from tax accelerated depreciation.

TURN agrees that it is important to implement the ARAM rules under the TCJA “in a
manner that will not be found to be a normalization violation by the Internal Revenue Service
(IRS), given the severe consequences a normalization violation would have on the utilities’
ratepayers.”>? TURN’s proposal is as follows:>

The Commission can and should adopt on an interim basis the revenue
requirement changes as set forth in the utilities’ testimony (as modified based on
TURN’s other arguments), so long as it preserves the opportunity to implement a
further revenue requirement reduction should the IRS indicate that ARAM may
be defined based on the entirety of book depreciation. To this end, TURN
recommends a two-step process:

1) The Commission should order the Sempra Ultilities to develop a request for a
private letter ruling from the IRS as to whether the use of the entirety of book
depreciation is appropriate for computing ARAM or only the portion excluding
net salvage. TURN recommends a process similar to that taken in SCE’s test year
2015 GRC when the question was the appropriate treatment of issues related to
the repair allowance vis-a-vis normalization rules.

2) The Commission should direct the Sempra Utilities to track the difference
between the use of ARAM as set forth their supplemental tax testimony and
ARAM as defined using the entirety of depreciation including net salvage, or
alternatively preserve that issue by requiring that it be tracked as part of the tax
memorandum account established pursuant to D.16-06-054.

TURN’s proposal is very similar to what SDG&E set forth in its direct testimony
regarding the ARAM computation methodology:>*

SDG&E is aware of at least one other utility that is seeking a private letter ruling
from the IRS on the issue of whether future removal costs should be excluded
from the ARAM calculation. Ifthe IRS issues a private letter ruling on this issue,
or if the IRS or Treasury release other guidance on this issue, and such ruling or
guidance differs from SDG&E’s position, SDG&E will recalculate the ARAM

2 Ex. TURN-03 (Marcus) at 82.
3 Id. at 82-83 (citations omitted).

3 Ex. SDG&E-35-2R (Reeves) at 24.

RGR - 14



O o0 NN AW —

| NS I e e e e T e T e T W =Y
S O o0 N O N b WD = O

N Do
N —

N DD NN N NN
O 0 9 O n b~ W

adjustment to conform to such guidance. Alternatively, if the Commission
believes it is necessary, SDG&E could request its own private letter ruling from
the IRS on this issue. SDG&E proposes to reflect any such revised calculation of
the ARAM adjustment in its Update Testimony, or, alternatively, to track the
impact of the revised calculation in its TMA, depending on the timing of when
such IRS or Treasury guidance is issued.

Given that SDG&E is aware of at least one other California utility already seeking a
private letter ruling from the IRS on this issue, SDG&E does not believe it is necessary to
implement step one of TURN’s proposal for SDG&E to obtain its own ruling from the IRS,
because this issue is likely to be resolved by the IRS before SDG&E would receive its own
ruling. SDG&E can apply the results of that ruling without seeking one of its own. Nonetheless,
SDG&E will request its own private letter ruling from the IRS on this issue if the Commission
believes it is necessary.

Step two of TURN’s proposal is unnecessary, because the revenue impact of the
differences between tax expenses forecasted and tax expenses incurred resulting from mandatory
tax law changes (such as the TCJA) is already being tracked as part of SDG&E’s TMA
established pursuant to D.16-06-054.> In addition, as discussed in the Supplemental Testimony
of Norma Jasso,’® SDG&E is requesting a sub-account in the TMA to specifically track the
impacts of the TCJA and provide a discrete disposition for the balance related to the TCJA
through 2018.

2. SDG&E’s Amortization Method for Unprotected Excess ADIT
Should be Adopted

SDG&E and TURN agree that the ARAM methodology for returning excess ADIT to
customers is required for excess ADIT on protected assets (i.e., plant-based assets that qualify
for accelerated tax depreciation and thus are subject to the IRS normalization rules). SDG&E
and TURN also agree that the ARAM methodology, while available as an option, is not required
by the TCJA or other tax law to be used to amortize the excess ADIT on “unprotected” assets.
Therefore, the Commission has discretion to decide the amortization period and methodology to

apply to the unprotected excess ADIT.

>3 See Advice Letter (AL) No. 2928-E-A/2496-G-A (Sept. 16, 2016).

%6 April 6,2018, Supplemental Direct Testimony of Norma G. Jasso, Ex. SDG&E-41-S (Ex. SDG&E-41-
S (Jasso)), Regulatory Accounts.

RGR - 15



O 0 I N »n B~ W N =

—_ =
—_ O

— —
W N

[S—
AN

[\ T NS T O T N T e i e
W= OO 0 J3N Wn

N NN NN
O 0 9 N n N

Yet an important point that TURN does not discuss in its testimony is that the total
balance of SDG&E’s excess ADIT is a deferred tax asset (DTA), not a deferred tax liability
(DTL). A DTA arises when the book expense for an item is accrued before that item is
deductible for tax purposes (e.g., cost of removal), while a DTL arises when an item is
deductible for tax purposes before the expense is accrued for book purposes (e.g., accelerated tax
depreciation). Thus, a DTA represents a future cost to ratepayers because it will cause rates to
increase in the future as the timing differences associated with the DTA reverse. A DTL
represents a future benefit to ratepayers. SDG&E’s total excess ADIT balance that will be
returned to its customers is a net DTL of ($315,016,000).%” This total is comprised of a
($429,646,000) net DTL for protected excess ADIT, and an offsetting net DTA of $114,630,000
for unprotected excess ADIT.%®

a. SDG&E’s Methodology is Reasonable, Consistent, and Fair to
Ratepayers

SDG&E’s proposed treatment for the excess ADIT on unprotected assets is as follows:>’

The requirement to use ARAM applies only to excess deferred taxes on plant-
based assets that are subject to the IRS normalization rules (also known as
“protected” assets). In SDG&E’s prior rate case proceedings, certain other timing
differences related to plant-based assets have been and continue to be treated as
normalized differences, even though they fall outside of the IRS definition of
normalization. Since these “unprotected” plant-based timing differences have
been afforded normalization treatment in prior rate case decisions, SDG&E
proposes that an ARAM methodology should also be used to return these benefits
to its customers.

SDG&E believes that its proposal for amortizing the unprotected excess ADIT is
reasonable and fair to ratepayers, and thus should be adopted by the Commission for four
reasons. First, SDG&E’s proposal is consistent with the normalized treatment afforded to
unprotected plant-based assets in prior GRCs. Second, SDG&E’s proposal treats all plant-based
unprotected assets consistently. Third, applying an ARAM methodology to the unprotected

excess ADIT balance reduces the potential for intertemporal unfairness among SDG&E’s

ST Ex. SDG&E-35-WP-2R (Reeves) at 33.

3% See Attachment A to TURN-SEU-060 Q01-Q02, A1 _ED, A2 Gas, A3 Gen tabs. SDG&E’s response
to TURN-SEU-060 is attached as Appendix B.

% Ex. SDG&E-35-2R (Reeves) at 23.
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ratepayers, because the amortization period corresponds to the book life of the plant assets to
which the deferred taxes relate. Many of these plant-based assets have a book life of 30-40
years. Accelerating the amortization over a faster period than the period that the assets are
included in rate base potentially creates a disparate treatment between current and future
ratepayers. Fourth, SDG&E’s proposal would minimize the annual cost to ratepayers of
amortizing the net DTA and result in a slower payback period than if the Commission adopted a
more rapid amortization period for the unprotected excess net DTA balance.

b. TURN’s Proposed Methodology Is Inconsistent

In contrast, TURN’s proposal for amortizing the unprotected excess ADIT calls for an
inconsistent treatment of unprotected assets and would result in disparate treatment between
current and future ratepayers. TURN “believes that the Commission not only has discretion for
non-protected assets but should use it in a manner that maximizes the near-term benefit to the
utilities’ customers.”®® However, TURN appears to recognize that the net balance of SDG&E’s
unprotected excess ADIT is a DTA that represents a cost to ratepayers. Thus, accelerating the
amortization of this DTA would have the opposite result from what TURN proposes. TURN’s
solution is to propose inconsistent treatment among the categories of SDG&E’s unprotected
plant-based assets.

The largest balance among the categories of unprotected excess ADIT for SDG&E’s
plant-based assets is for cost of removal, which has a DTA of $142,234,000.°! The combined
amount of the other categories of plant-based unprotected excess ADIT is a DTL of
($27,604,000), for a total net DTA for plant-based unprotected excess ADIT of $114,630,000.5
For cost of removal only, TURN agrees with SDG&E’s proposal “to apply the same ARAM-
based treatment . . . as for the protected assets.”® TURN provides the following reasoning for its

proposal on cost of removal:**

0 Ex. TURN-03 (Marcus) at 80.

o See Attachment A to TURN-SEU-060 Q01-Q02, A1_ED, A2_Gas, A3_Gen tabs.
% 1d.

% Ex. TURN-03 (Marcus) at 83.

“1d.
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Since the reduction in current revenue requirement for excess ADIT must be
refunded over an extremely long period of time on a back-loaded basis for
protected assets, then the increase in customer rates for tax deferrals for cost of
removal should be charged to customers over a similarly long period of time,
partially offsetting the return of excess ADIT from protected assets, rather than
being accelerated.

In contrast to cost of removal, TURN proposes an accelerated amortizing period of six
years for the remaining balance of unprotected excess ADIT — rather than an ARAM-based
amortization period over the book lives of the plant assets to which the deferred taxes relate.®
There are several flaws with TURN’s proposal. TURN’s proposal singles out the largest
category of unprotected plant-based excess ADIT, cost of removal, which is a DTA, and
proposes the longer amortization period for only that category. By doing so, TURN creates a
sub-category within the excess plant-based ADIT balance comprised of all other unprotected
plant-based asset categories, which results in a net DTL for that new sub-category, and proposes
a much shorter amortization period of six years for that sub-group. TURN offers no explanation
as to why one category of unprotected, plant-based, excess ADIT should be reversed over a 30 to
40-year period under the ARAM methodology, while other categories of unprotected, plant-
based, excess ADIT should be reversed over a much shorter period of six years. TURN’s
proposal makes selective distinctions among plant-based, unprotected excess ADIT categories to
achieve a predetermined outcome.

In addition, TURN’s proposal is inconsistent with TURN’s stated intertemporal fairness
goal for ratepayers. TURN states:®

For other plant-based unprotected assets [i.e., excluding cost of removal], a
reasonable principal would be to return Unprotected Plant-based ADIT to
ratepayers over a relatively long period of time, though less than the useful life of
the plant, rather than using the back-loaded ARAM where its use is not required.
This would balance intertemporal issues by not refunding the money extremely
quickly while providing more near-term rate relief to ratepayers than the utilities
propose.

SDG&E disagrees that TURN’s proposed six-year amortization period is a “relatively
long period of time,” especially considering the 30 to 40-year book life of many of the assets to

which the unprotected ADIT relates. TURN’s proposal would flow the unprotected excess

% Id. at 84.
6 1d.
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ADIT benefits only to current and near-term ratepayers, while providing no reduction in rates for

customers beyond six years. Accordingly, TURN’s proposal creates a disparate treatment

between current and future ratepayers.

c. Calculation Errors in TURN’s Proposed Adjustments

SDG&E has identified errors in TURN’s calculation of the impact of its proposal for

amortizing unprotected excess ADIT. Those errors are described below.

TURN’s calculation for gas property only includes gas distribution property; for
completeness, it should include gas transmission property as well.

The balance of SDG&E’s unprotected excess ADIT (excluding cost of removal)
that TURN uses as the starting point for its calculation is incorrect. TURN is
using an amount as of January 1, 2019 in its calculation. As defined by the TCJA,
the “excess tax reserve” is determined as of the effective date of the change in the
federal corporate income tax rate, which is January 1, 2018.°” Since TURN is
proposing a change in SDG&E’s amortization methodology for excess ADIT, the
proposed change should reflect the full amount of the excess ADIT to be
amortized, which would be the balance as of January 1, 2018.

TURN does not use the correct worksheet from Attachment A to TURN-SEU-
060 Q01-Q02 to identify the unprotected excess ADIT in the GRC. The total
excess ADIT in the GRC is a net DTL of ($315,016,000).® Pursuant to a TURN
data request, SDG&E identified the protected and unprotected categories of
excess ADIT. As shown in the response to the data request, the net DTA for
unprotected excess ADIT is $114,630,000.° When cost of removal is excluded
from this amount under TURN’s proposal, the net amount of unprotected excess
ADIT is a DTL of ($27,604,000),” instead of the ($25,088,000) used by TURN.

By function, the net amount of unprotected excess ADIT, excluding cost of

7 TCJA Section 13001(d)(3).

% Ex. SDG&E-35-WP-2R (Reeves) at 33.

% See Attachment A to TURN-SEU-060 Q01-Q02, A1 _ED, A2 Gas, A3 Gen tabs.

.
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removal, should be a net DTL of ($23,030,000) for electric distribution,
($3,820,000) for gas, and ($754,000) for electric generation.”!

When the corrected balance of ($27,604,000) is amortized over six years as
proposed by TURN, the annual amortization amounts would be ($3,838,000) for
electric distribution, ($637,000) for gas, and ($126,000) for electric generation.
In TURN’s Table 58, the column labeled “ARAM for unprotected ADIT in
SDG&E rates” shows incorrect 2019 ARAM amounts for all three functional
areas. The correct amounts are ($1,448,000) for electric distribution, ($88,000)
for gas, and $282,000 for electric distribution.”?

Once these corrections are made to TURN’s calculation, the impact of TURN’s
proposal (before gross-up) would be as follows:

@ Electric Distribution: ($2,390,000)

o Gas: ($549,000)

o Electric Generation: ($408,000)

In addition, TURN’s proposal fails to consider that if SDG&E’s ARAM
calculation is changed, the offsetting adjustment to rate base to reflect the
amortization of the excess ADIT balance would need to be updated as well, which

would reduce the revenue impact of TURN’s proposal.

Accordingly, even if the Commission were to accept TURN’s proposal, the overall

revenue impact would be less than what TURN has calculated, once the calculation errors are

corrected.

3. ARAM Forecasts for the Post-Test Year Period

TURN’s proposals regarding SDG&E’s ARAM forecasts for the post-test year period are

addressed in the rebuttal testimony of SDG&E’s Post-Test Year Ratemaking witness Kenneth

Deremer.”?

.

2 Id., Report 257 2018 and Report 257 2019 tabs.

3 June 18, 2018, Rebuttal Testimony of Kenneth J. Deremer, Ex. SDG&E-243, Post-Test Year

Ratemaking.
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4. Proposed Prospective Change to Tax Lives for Streetlights

TURN “recommends that the Commission require SDG&E to make a prospective change
in the calculation of the tax lives of streetlights starting, if possible, with its 2018 tax return to be
filed in 2019, otherwise with its 2019 tax return.”’* Specifically, TURN proposes that SDG&E
use a tax life of seven years to calculate tax depreciation for streetlights.”

SDG&E has reviewed the tax law and IRS guidance regarding the tax lives of
streetlights, and SDG&E accepts TURN’s recommendation. Accordingly, SDG&E will make
the prospective change recommended by TURN to use a tax life of seven years to calculate the
tax depreciation for streetlights, beginning with SDG&E’s 2018 tax return to be filed in 2019.

S. Proposed Changes to SDG&E’s Property Tax Forecasts

TURN proposes two changes to SDG&E’s forecasts of ad valorem taxes (i.e., property
taxes). Although the impact of the change will be different from TURN’s calculation, SDG&E
agrees with the first change to property taxes proposed by TURN. SDG&E disagrees with
TURN’s second proposed change to SDG&E’s property tax forecast. TURN’s proposals are
discussed, below.

a. SDG&E Will Correct a Formula Error in its Property Tax
Calculation in the Update Testimony Phase of this GRC

In response to a TURN data request, SDG&E identified a formula error in its property tax
calculation that resulted in SDG&E’s property tax forecast for 2019 being higher than it should
have been. As SDG&E explained in its response to the data request:’®

The decline in deferred income taxes from 2018 to 2019 shown on Exhibit
SDG&E-35-WP-2R, page 18, and corresponding declines in deferred income
taxes for property tax purposes for electric generation and gas shown on
corresponding workpapers, was largely the result of formula errors. The “100%
Deferred Tax Reserve” amounts for 2019 should have also included the offsetting
rate base adjustments (decreases), as of the end of 2018, to reflect the impact of
the change in the federal income tax rate under the Tax Cuts and Jobs Act. The
rate base adjustment for electric property is shown in the workpapers of
SDG&E’s rate base witness R. Craig Gentes (see Exhibit SDG&E-33-WP-2R,
page 5, line 10 (entitled “Accumulated Deferred Taxes — 2017 Tax Cuts & Jobs
Act Adj”)). Accordingly, the formula for “Deferred Income Taxes” for 2019 on

" Ex. TURN-03 (Marcus) at 85.
5 Id. at 86.
" SDG&E Response to TURN-SEU-060 Q10.c.i.
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Exhibit SDG&E-35-WP-2R, page 18, should have added the rate base adjustment
amount for electric distribution property of $229,229,000, so that the corrected
“100% Deferred Tax Reserve” amount for 2019 for electric distribution should be
$566,790,000 ($337,561,000 + $229,229,000). The same formula error occurred
in the corresponding property tax workpapers for electric generation and gas.

SDG&E will reflect these correction in its Update Testimony, which is anticipated
to be submitted on August 24, 2018 in accordance with the proceeding schedule
set forth in the January 10, 2018 Scoping Memo.

The impact of these corrections, however, will be different from the impact calculated by
TURN. TURN calculates the impact of correcting this error to be a decrease in 2019 property
taxes of $5,095,000, as shown in Tables 61, 62, and 63 of TURN’s testimony.”” TURN’s Tables
61, 62, and 63 generally replicate the format of SDG&E’s workpapers that show the calculation
of property taxes.”® TURN’s Tables, however, show only the calculation of fiscal year ad
valorem tax expense. They do not include the calculation of calendar year ad valorem tax
expense as shown in SDG&E’s workpapers. SDG&E uses the calendar year amount of property
taxes in its GRC forecasts.”” As discussed above, SDG&E will reflect the correction of this error
and the associated reduction in TY 2019 property taxes in its Update Testimony to be submitted
on August 24, 2018, in accordance with the Assigned Commissioner’s Scoping Memorandum
and Ruling issued on January 29, 2018.

b. TURN’s Second Proposed Change to Property Taxes Should
Be Rejected

SDG&E disagrees with TURN’s second proposed change to SDG&E’s property tax
forecast for TY 2019. TURN proposes to revise “SDG&E’s assumptions as to future property
tax rates to reflect that the rate of increase in property tax rates was very high from 2013 to 2014
but has since slowed down.”®" Instead of the 5-year trend based on historical property tax rates
through 2016/2017 that SDG&E utilizes to forecast its TY 2019 property tax rate, TURN
proposes to use a shorter, 4-year trend through 2017/2018 to forecast SDG&E’s property tax

"7 Ex. TURN-03 (Marcus) at 93-95.

"8 Ex. SDG&E-35-WP-2R (Reeves) at 18-21.
" See Ex. SDG&E-35-2R (Reeves) at 9.

80 Ex. TURN-03 (Marcus) at 90.
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rate.! TURN states that its calculation would lower SDG&E’s TY 2019 property tax rate by
0.064%, which TURN estimates would result in a reduction of $4,294,000 in forecasted TY 2019
property taxes based on the current assumptions in the RO Model.®

As discussed above, SDG&E uses a 5-year trend of historic property tax rates for
forecasting the property tax rate for TY 2019. This 5-year trend period includes the base year of
the GRC (2016 for this GRC) and the prior four years. By using a 5-year historic average,
SDG&E reduces the impact of anomalous results in any one year. SDG&E has consistently used
this same methodology across multiple GRCs; a methodology for forecasting its property tax rate
that has been accepted by the Commission and reflected in SDG&E’s authorized rates.

As in prior GRCs, SDG&E’s methodology for forecasting its property tax rate for TY
2019 is reasonable and should be adopted. TURN’s proposal to use a shorter historical trend
than SDG&E inherently introduces more volatility into the forecast by considering fewer years
of data. By using a 5-year trend, SDG&E’s methodology already reduces the impact of an
unusual result in any single year during the trend period. TURN offers no justification why a 4-
year historical trend period is more reasonable or appropriate. Nor does TURN explain why the
method affirmed in prior GRC’s should be altered.

TURN’s proposal seeks to carve out and exclude the increase in property tax rates
between the 2013/2014 and 2014/2015 fiscal years. To accomplish this goal, TURN must
shorten the historical trend period so that it does not include the increase between these two
fiscal years. TURN offers no justification for this results-based approach, other than the end
result of lowering the rate.

As a result, TURN’s proposal should be rejected by the Commission. SDG&E’s long-
standing methodology for forecasting property tax rates in the GRC is proven, consistent, and
fair. SDG&E has never attempted to “carve out” one year (or any years) within its 5-year trend
period where the historic property tax rates decreased, no matter how significant the decrease

was. TURN’s attempt to do so here where property tax rates increased is not a more reasonable

8171d. at91.
82 Id. at 90, 92.
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methodology than SDG&E’s methodology. Accordingly, SDG&E’s forecast of the property tax
rate for TY 2019 is reasonable and should be adopted by the Commission.*?
C. FEA

1. Amortization of Excess ADIT
FEA agrees with SDG&E that ARAM should be utilized for the amortization of the

protected excess ADIT, because the ARAM methodology is required to maintain compliance
with the IRS normalization requirements.3* FEA disagrees with SDG&E that ARAM should
also be applied to the unprotected excess ADIT. FEA believes that applying ARAM to
unprotected excess ADIT is unnecessarily complicated and could result in significantly different
amounts of amortization in each year.®> FEA notes that the amortization methodology for the
unprotected excess ADIT is up to the discretion of the regulator.® FEA recommends a straight-
line amortization period of 10 years or less for SDG&E’s unprotected excess ADIT, instead of
the ARAM methodology proposed by SDG&E.?’

SDG&E agrees with FEA that the Commission has the discretion to adopt an
amortization methodology and period for unprotected excess ADIT that is different from the
ARAM methodology recommended by SDG&E. SDG&E believes, however, that its proposal
for amortizing the unprotected excess ADIT is reasonable and fair to ratepayers, and thus should
be adopted by the Commission for the reasons outlined in SDG&E’s response to TURN.3®
SDG&E also notes that if its ARAM calculation is changed to reflect a faster amortization period
for unprotected excess ADIT, the offsetting adjustment to rate base to reflect the amortization of

the excess ADIT balance would need to be updated as well.

% TURN also incorrectly calculates the impact of its recommendation. As discussed in SDG&E’s
response to TURN’s first proposal on property taxes, TURN’s Tables 61, 62, and 63 show only the
calculation of fiscal year ad valorem tax expense. They do not include the calculation of calendar year ad
valorem tax expense.

4 Ex. FEA-1 (Smith) at 15,18.
5 1d. at 16.

8 1d.

1d. at 17-18.

88 See Supra at 16-19.
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2. Continuation of SDG&E’s TMA for the 2019 GRC Cycle

FEA also recommends that SDG&E’s TMA remain open through the 2019 GRC cycle to
capture all the effects of the TCJA, including amortization of excess ADIT, which under the
ARAM could fluctuate from year-to-year. Since SDG&E will not file its 2018 tax return until
2019, FEA believes that closing the account in 2018 will not capture all the effects of the TCJA
occurring during the 2019 GRC cycle.®

SDG&E agrees with FEA that SDG&E’s TMA should be extended to the 2019 GRC
cycle to ensure that all the impacts of the TCJA are captured. However, SDG&E requests that
the Commission clarify the scope of the TMA to ensure consistency with long-standing
Commission precedent that rejects an “actual taxes” standard as unsound policy.”

III. CONCLUSION

To summarize, SDG&E uses the same methodology for forecasting payroll taxes that has
been adopted in prior GRCs. This methodology is based on the SSA’s most recent Annual
Report. In contrast, ORA provides no authority to support its calculation methodology. ORA
has not demonstrated in its testimony that its proposed approach to forecasting payroll taxes is
more accurate or reliable than SDG&E’s approach. Accordingly, ORA’s proposals regarding
SDG&E’s payroll taxes should be rejected, and SDG&E’s forecasts should be adopted in full.

SDG&E no longer recommends eliminating the TMA for its 2019 GRC cycle. Instead,
SDG&E recommends that its alternative proposal for continuing the TMA in the 2019 GRC
cycle be adopted. SDG&E’s proposal is consistent with Commission precedent and policy, and
with the Commission’s stated purpose of the TMA. To the extent ORA’s TMA proposals could
result in truing up differences between forecasted and incurred tax expense that are caused by
factors unrelated to changes in tax law, tax accounting methods, tax procedures, or tax policy,
ORA’s proposals are inconsistent with Commission precedent and should be rejected. SDG&E
also believes that it is premature to decide upon the timing and mechanism for the disposition of

future TMA balances.

% Ex. FEA-1 (Smith) at 50.

% SDG&E’s TMA proposal for the 2019 GRC cycle is discussed in more detail in SDG&E’s rebuttal
response to ORA in Section II.A. above.
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Regarding the treatment of new cost of removal book accruals in the ARAM calculation,
TURN’s proposal is very similar to SDG&E’s proposal. For the amortization methodology of
unprotected excess ADIT, SDG&E’s proposal treats all unprotected plant-based assets
consistently and reduces the potential for intertemporal unfairness among SDG&E’s ratepayers.
In contrast, TURN’s proposal for amortizing the unprotected excess ADIT calls for an
inconsistent treatment of unprotected plant-based assets and would result in disparate treatment
between current and future ratepayers. In addition, even if the Commission were to accept
TURN’s proposal, the revenue impact would be less than what TURN has calculated once the
errors in TURN’s calculation are corrected. Accordingly, SDG&E’s proposals for the
amortization of unprotected excess ADIT are more reasonable and should be accepted.

To forecast the property tax rate for TY 2019, SDG&E uses a 5-year trend of historic
property tax rates. By using a 5-year historic average, SDG&E reduces the impact of anomalous
results in any one year. SDG&E has consistently used this methodology for several GRCs. This
methodology for forecasting its property tax rate has been adopted and reflected in authorized
rates in those GRC proceedings, without exception.

TURN’s proposal seeks to carve out and exclude the increase in property tax rates
between the 2013/2014 and 2014/2015 fiscal years by shortening the historical trend period so
that it does not include the increase between these two fiscal years. TURN offers no justification
for this approach, other than the end result of lowering the rate. In contrast, SDG&E’s long-
standing methodology for forecasting property tax rates in the GRC is proven, consistent, and
fair. SDG&E has never attempted to “carve out” one year (or any years) within its 5-year trend
period where the historic property tax rates decreased, no matter how significant the decrease
was. TURN’s attempt to do so here where property tax rates increased is clearly not a more
reasonable methodology than SDG&E’s methodology. SDG&E’s forecast of the property tax
rate for TY 2019 is reasonable and should be adopted by the Commission.

Regarding FEA’s proposed amortization methodology for unprotected excess ADIT, for
the reasons discussed in response to TURN’s proposals, SDG&E believes that its proposal for
amortizing the unprotected excess ADIT is reasonable, consistent, and fair to ratepayers, and
thus should be adopted by the Commission.

This concludes my prepared rebuttal testimony.
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ORA Response to Sempra Energy Utilities’ Data Request
San Diego Gas & Electric Co. Test Year 2019 General Rate Case, A.17-10-007
Southern California Gas Co. Test Year 2019 General Rate Case, A.17-10-008

Origination Date: April 24, 2018
Due Date: May 8, 2018
Response Date: April 27, 2018

To: Chuck Manzuk
cmanzuk@semprautilities.com
1-858-654-1782

From: Clayton Tang and Truman Burns, Project Coordinators
Office of Ratepayer Advocates
505 Van Ness Avenue, Room 4205
San Francisco, CA 94102

Response by: Jerry Oh
Phone: 415-703-2806
Email: joh@cpuc.ca.gov

Data Request No: SEU-ORA-DR-003
Exhibit Reference: ORA-02 - Oh
Subject: Taxes

The following is ORA’s response to Sempra’s data request. If you have any
questions, please contact the responder at the phone number and/or email address
shown above.

Q.1:  On Exhibit No. ORA-02, page 8, Table A-1, ORA proposes a “2016 average wage
index” amount for 2019 of $50,041.86. Please provide a schedule that shows how
the forecasted 2019 amount of $50,041.86 was calculated.

A.1:  To forecast the national average wage index of $50,041.86, ORA multiplied the
2016 national average wage index of $48,642.15 by the percentage change in SSA
Raw Data average wages from 2016 to 2017.

2016 SSA Raw Data average wage was $46,640.94.

To determine the 2017 SSA Raw Data average wage, ORA used the latest five
years of SSA Raw Data wage (2012 to 2016) and applied a least-squares trend to
derive $47,983.06.

Ratepayer Advocates in the Gas, Electric, Telecommunications and Water Industries
RGR-A-2



Resulting in
$50,041.86 = $48,642.15 * (1 + (($47,983.06 — $46,640.94) / $46,640.94))
ORA only derived the 2017 SSA Raw Data average wage of $47,983.06.

The math, the 2016 national average wage index of $48,642.15, and the SSA Raw
Data average wage of $42,498.21, $43,043.39, $44,569.20, $46,119.78, and
$46,640.94 for 2011 to 2016, respectively, were obtained at
www.ssa.gov/oact/cola/awidevelop.html

END OF RESPONSE
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

Exhibit Reference: SDG&E -35
Witnesses: Reeves
Subject: Taxes

1. Regarding detail on individual components of accumulated deferred income
taxes, please provide a list of all individual components of accumulated
deferred tax assets and liabilities. For each individual component, please
answer parts (a) through (f) below. Include and separately identify any
components where a deferred tax asset or liability is netted within the cash
working capital exhibit. If a deferred tax asset or liability can be
functionalized between electric and gas, or among the electric functions
(generation, transmission or distribution), please provide the functionalization
used. If assignment to function is done by an allocation, identify each
allocation factor used for different types of deferred taxes.

a. What is the amount included in rate base in each of 2016 recorded,
2017, 2018, and 2019 forecast? If the answer is zero, please explain
why. Include and separately identify any components where a
deferred tax asset or liability is netted against a corresponding liability
or asset within the cash working capital exhibit rather than included in
rate base in the rate base exhibit.

b. Identify the FERC Account (190, 282, and 283) associated with each
of the components.

c. Identify whether the component is protected and subject to mandatory
ARAM (lives and methods of depreciation) or unprotected (basis
adjustments to plant or non-plant ADIT).

d. Please provide ADIT calculated as of December 31,2017 at a 35%
federal tax rate and the Excess ADIT on January 1 (caused by the
reduction in the federal tax rate from 35% to 21%).

e. Provide the amount of Excess ADIT forecast to be returned to
ratepayers in each of 2018, 2019, 2020, and 2021.

f. Provide the method by which SoCalGas proposes to return Excess
ADIT to ratepayers for each individual component (e.g., ARAM,
spread over a fixed number of years, etc.)

Utility Response 1:

Please refer to Attachment A to this data request for a list of individual components of
accumulated deferred tax assets and liabilities.
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25, 2018
DATE RESPONDED: MAY 9, 2018

Utility Response 1:-Continued

a. The 2016 recorded and 2017 — 2019 forecasted accumulated deferred income taxes
(ADIT) included in rate base for electric distribution, electric generation, and gas is
shown in Exhibit SDG&E-35-WP-2R, page 29. As discussed in Exhibit SDG&E-35-2R
at page RGR-3, the reduction to ADIT related to the change in the federal income tax
rate under the Tax Cuts and Jobs Act (TCJA) is offset in the Results of Operations (RO)
Model by a corresponding regulatory liability that reduces rate base, so there is no net
impact to rate base from the re-measurement of deferred taxes on January 1, 2018. This
rate base offset is shown in the workpapers of SDG&E’s rate base witness R. Craig
Gentes (see Exhibit SDG&E-33-WP-2R, page 5, line 10 for electric property and page 6,
line 10 for gas property (entitled “Accumulated Deferred Taxes — 2017 Tax Cuts & Jobs
Act Adj”)). :

There are no components of accumulated deferred income taxes where a deferred tax
asset or liability is netted against a corresponding liability or asset within the cash
working capital exhibit rather than included in rate base in the rate base exhibit.

b. The ADIT asset and liability balances are all included in FERC account 282 —
Accumulated Deferred Income Taxes — Other Property.

c. Please refer to detail provided in Attachment A to this data request.
d. Please refer to detail provided in Attachment A to this data request.

e. SDG&E objects to this request on the grounds that it is unduly burdensome and calls for
speculation. Subject to and without waiving these objections, SDG&E responds as
follows. Due to the thousands of SDG&E’s plant-related assets, and the TCJA’s
requirement to compute the average rate assumption method (ARAM) on an asset-by-
asset basis, the ARAM computation is too complex and detailed to incorporate within
SDG&E’s RO Model or within an Excel file (see Exhibit SDG&E-35-2R at RGR-23
lines 17-20). Further, SDG&E is not required to create new data or present existing data
in a different form beyond that which might be readily available. SDG&E instead relies
on its tax accounting and depreciation software to compute the forecasted ARAM
amount for each year.

The forecasted ARAM amounts for 2018 and 2019 are shown in Exhibit SDG&E-35-
WP-2R, page 3. Please note that 2020 and 2021 are attrition years to the 2019 GRC.
Consistent with SDG&E’s approach in this GRC and in previous GRCs, SDG&E does
not forecast tax adjustments beyond the GRC test year. Accordingly, SDG&E has not
attempted to forecast the ARAM amounts for years after 2019, but has instead applied
the 2019 ARAM amount to the attrition years. The amortization for these attrition years
is presented in Exhibits SDG&E-43-2R and SDG&E-43-WP-2R (the testimony and
workpapers of SDG&E’s post-test year witness Kenneth J. Deremer).
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, TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25, 2018
: DATE RESPONDED: MAY 9, 2018
Utility Response 1:-Continued

SDG&E proposes to use the ARAM method to return Excess ADIT to ratepayers. The
amortization of excess ADIT (also known as ARAM) for each year is required under the
TCJA to be computed on an asset-by-asset basis.
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

2. There are line items for ARAM of $5,795.000 for electric and $1,508,000 for
gas in 2019 and 4,981.000 for electric and $1,343,000 for gas in 2018 on the
workpapers SDG&E-35-WP-2R, pages 4 through 7 respectively. Please
provide documentation as to how these ARAM numbers were calculated, and
specifically indicate the extent to which these ARAM figures include costs for
(a) unprotected plant-based ADIT and (b) non-plant ADIT. Reconcile these
figures to those in Question 1.

Utility Response 2:

Please refer to the detail set forth in Attachment A to this data request, which was provided in
response to Questions 1(c) and 1(d) above.
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

3. Please refer to the chart below that TURN has prepared with rough
calculations as to the amount of deferred income taxes returned to ratepayers
through ARAM as a percentage of the ADIT reduction shown in SDG&E’s
property tax assessment workpapers.
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Please explain why the ARAM percentages are so low (1.7% to 2.98%),
referencing the response to Question 1 including the amounts and SDG&E’s
proposed method of returning excess ADIT for protected and unprotected
assets.

Utility Response 3:

SDG&E objects to this request on the grounds that it is vague, amibigous, calls for speculation,
lacks foundation, and is beyond the scope of permissible discovery in that it requests that
SDG&E review and validate TURN’s analysis, which is not offered as part of SDG&E’s
materials tendered in testimony and workpapers. Subject to and without waiving these
objections, SDG&E responds as follows.

SDG&E’s excess ADIT balances as of December 31, 2017 are shown in Exhibit SDG&E-35-
WP-2R, page 33. ARAM calculations are a function of the tax and book depreciation on the
underlying assets. As explained in Exhibit SDG&E-35-2R, page 23, the TCJA requires ARAM
to be computed on an asset-by-asset basis. SDG&E has thousands of plant-related assets that
are subject to depreciation. Accordingly, SDG&E relies on its tax accounting and depreciation
software (PowerTax) to compute the ARAM amount for each year. Because ARAM is
computed on an asset-by-asset basis, the total ARAM amounts for SDG&E will fluctuate from
year to year; however, SDG&E’s expects that the ARAM amounts will be relatively low in the
years immediately following the change in the federal income tax rate under the TCJA, with
relatively higher ARAM amounts in future years.

RGR-B-14




TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

Utility Response 3:-Continued

This expectation is a function of the mechanics of the ARAM calculation, because there is no
ARAM amount generated for a specific asset until book depreciation for that asset exceeds tax
depreciation for that asset, which will not occur until several years after the asset is placed in
service. This concept is illustrated by the ARAM example that was included in the Joint
Explanatory Statement of the Committee of Conference for the TCJA (TCJA Explanation),
which shows that no ARAM is generated for the asset used in the example until 2021, which
was five years after the property was placed in service in 2016. See TCJA Explanation at 344-
346.

This general principle for ARAM is especially true in SDG&E’s case, because SDG&E has
made significant capital additions in recent years that are still receiving accelerated depreciation
for tax purposes. Therefore, the book depreciation for these assets will not exceed the tax
depreciation for several more years, and thus there will be no ARAM associated with these
assets for several years.

Accordingly, the ARAM amounts computed by SDG&E’s tax accounting and depreciation
software for 2018 and 2019 are consistent with SDG&E’s expectations and are consistent with
the ARAM principals and mechanics as shown in the ARAM calculation example included in
the TCJA.

RGR-B-15




TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

4. Why is unamortized ITC declining on SDG&E-35-WP-2R, page 3?
Utility Response 4:
The unamortized [TC balance is declining each year by the amount of ITC amortization for the

year. The ITC amortization amounts for each year are shown as a separate line item on Exhibit
SDG&E-35-WP-2R, page 3.
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC — A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25, 2018
DATE RESPONDED: MAY 9, 2018

5. Please specifically provide ADIT for pensions and post-retirement benefits
other than pensions (PBOPs) at end-of-year 2012 to 2017 and as forecast for
2017 in this case, 2018 and 2019. Identify any changes to ADIT that would
result if the Company’s proposal to revise pension spending is adopted.

Utility Response S:

SDG&E objects to this request on the grounds that it seeks the production of information that is
neither relevant to any issue within the scope of this proceeding nor is likely reasonably
calculated to lead to the discovery of admissible evidence. Subject to and without waiving these
objections, SDG&E responds as follows. Consistent with its prior GRC proceedings, SDG&E
is not seeking recovery of the deferred tax assets associated with pensions and PBOPs in its
2019 GRC Application. Accordingly, there would be no changes to the ADIT reflected in the
GRC if SDG&E’s proposal to revise pension spending is adopted.

RGR-B-17




TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC — A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

6. Please provide six years of historical data (2012-2017) on cost of removal
included in the state and federal tax adjustments and provide workpapers
showing how the cost of removal was forecast for 2017-2019 from the 2016
data or from other data sources. Divide into electric and gas, as SDG&E has
done with its estimates on SDG&E-35-WP-2R page 3.

Utility Response 6:
Please see Attachment B to this data request, which shows the historical data (actuals) for cost
of removal for 2012-2016 and the 2017-2019 forecast and supporting workpapers. Please note

that the actual cost of removal deduction for 2017 will not be known until SDG&E completes
and files its 2017 income tax returns, which is expected to occur in October 2018.
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2019 General Rate Case
TURN-SEU-060

. . Question 6 Attachment B
San Diego Gas & Electric

Cost of Removal
Question 6 - Cost of Removal Historical Data 2012-2016
Cost of Removal Forecast 2017-2019

Tax Year FED - Electric FED - Gas FED - Total CA - Electric CA - Gas

Historical Data:

2012 9,830,840 1,222,030 11,052,869 46,063,102 4,015,341

2013 7,419,393 552,564 7,971,957 28,613,597 2,132,248

2014 9,287,394 435,836 9,723,230 37,321,716 1,750,992

2015 5,771,809 208,362 5,980,171 44,463,804 2,909,452

2016 6,071,770 294,667 6,366,437 44,318,427 2,150,805
Forecast:

2017 5,278,811 278,600 5,557,411 40,629,967 2,144,327

2018 5,278,811 278,600 5,557,411 40,629,967 2,144,327

2019 5,278,811 278,600 5,557,411 40,629,967 2,144,327
Summary 2012-2019

RGR-B-19

CA - Total

50,078,443
30,745,845
39,072,708
47,373,256
46,469,232

42,774,294
42,774,294
42,774,294
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25, 2018
DATE RESPONDED: MAY 9, 2018

7. Please provide six years of historical data (2012-2017) on deductible repairs
included in the state and federal tax adjustments and provide workpapers
showing how the forecast of deductible repairs was developed for 2017-2019
from the 2016 data or from other data sources.

Utility Response 7:

Please see the tables below for the historical data (actuals) for deductible repairs for 2012-
2016. Please note that the 2017 actual amounts for deductible repairs will not be known until
SDG&E completes and files its 2017 income tax returns, which is expected to occur in
October 2018.

Please refer to Attachment C to this data request for workpapers showing how the forecast of
deductible repairs was developed for 2017-2019.

Tax Year Actual Federal Electric Actual State Electric
Repairs Repairs
2012 $ 65,616,002 $ 65,616,002
2013 $ 90,910,841 $ 90,910,841
2014 $ 93,499,189 $ 93,499,189
2015 $ 75,852,067 $ 75,852,067
2016 $ 97,813,602 $ 97,813,602
Tax Year Actual Federal Gas Actual State Gas
Repairs Repairs
2012 $ 28,362,015 $ 14,265,765
2013 $ 16,750,958 $ 8,375,479
2014 $ 10,180,030 $ 10,180,030
2015 $ 14,103,613 $ 14,103,613
2016 $ 15,276,787 $ 15,276,787

RGR-B-31
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25, 2018
DATE RESPONDED: MAY 9, 2018

8. Please provide the tax lives used by SDG&E for federal and state purposes for
AMI meters.

Utility Response 8:
The tax lives for AMI meters used by SDG&E for federal and state purposes are as follows:

Electric: Federal — 5 years; State — 6 years
Gas: Federal — 20 years; State — 35 years

RGR-B-37




TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

9. Please provide the amount of AMI meters expected to come into service for
purposes of tax depreciation in 2018 and 2019. Divide into electricity and gas.

Utility Response 9:

SDG&E objects to this request on the grounds that it calls for speculation. Subject to and
without waiving this objection, SDG&E responds as follows.

For electric property, please see the testimony of SDG&E Electric Distribution — Capital
witness Alan Colton, Exhibit SDG&E-14-R at AFC-17 to AFC-18, which details the requested
amount per year for acquiring meters and regulators. Electric is currently not able to provide
forecasted meter installations as AMI meters are purchased based on historical usage and
demand, which is driven by jobs for new construction and change outs,

For gas property, please see the testimony of SDG&E Gas Distribution witness Gina Orozco-
Mejia, Exhibit SDG&E-04-R, pages GOM-71 to GOM-72.
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018

10. Regarding Property Taxes:

a. Please provide the Taxable percentages for Plant, Reserve for
Depreciation, and Deferred Income Taxes for 2012-2015 and 2017
recorded (consistent with the figures listed for 2016 on SDG&E-35-
WP-2R, pages 18-21)

b. Please provide the ad valorem tax rates for SDG&E in each year from
2007/08 to 2017/18.

c. Regarding the estimated decline in deferred income taxes from
$629,766,000 in Tax Year 2018 to $337,561,000 in Tax Year 2019 for
electric distribution (SDG&E-35-WP-2R, page 18), and corresponding
declines in deferred income taxes for property tax purposes for electric
generation and gas on other workpapers:

i. Is that largely the result of SDG&E’s position that the taxing
authorities will reduce deferred income taxes from 35% to 21%
in a single year, as a result of the TCJA?

ii. If the answer to part (i) is yes, please provide the amount that
would have been recorded had deferred income taxes been
included at the 35% level in Tax Year 2019.

iii. If the answer to part (i) is yes, please provide all
communications between SDG&E or Sempra Energy and the

Board of Equalization regarding this point.

d. When does SDG&E expect to obtain its assessment for the 2018/2019

tax year?
Utility Response 10:
a. The Taxable percentages for 2012-2015 and 2017 recorded are provided in the following

table:
Taxable Percentage 2012 2013 2014 2015 2017
Plant 126.90% | 111.95% | 115.36% | 111.59% | 103.02%
Depreciation 121.91% | 118.75% | 119.20% | 118.59% | 93.34%
Deferred Income Tax | 87.43% | 91.96% | 82.39% | 82.52% | 90.33%
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TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25,2018
DATE RESPONDED: MAY 9, 2018
Utility Response 10:-Continued

b. SDG&E objects to this request under Rule 10.1 of the Commission’s Rules of Practice
and Procedure on the grounds that the timeframe encompassed in this request is not
relevant to the subject matter involved in the pending proceeding and therefore, the
burden, expense and intrusiveness of this request outweighs the likelihood that the
information sought will lead to the discovery of relevant and admissible evidence. In
particular, this request seeks information prior to 2012 and is thus, outside the scope of
the relevant time period used by SDG&E in developing its forecasts. Subject to and
without waiving the foregoing objection, SDG&E responds as follows:

The ad valorem rates for the years 2011/12 through 2017/18 are provided in the following
table:

Year Rate

2011/12 | 1.2977%

2012/13 | 1.3274%

2013/14 | 1.3318%

2014/15 | 1.4374%

2015/16 | 1.4562%

2016/17 | 1.4894%

2017/18 | 1.5088%

i.  No. The decline in deferred income taxes from 2018 to 2019 for electric distribution
shown on Exhibit SDG&E-35-WP-2R, page 18, and corresponding declines in
deferred income taxes for property tax purposes for electric generation and gas
shown on corresponding workpapers, were largely the result of formula errors. The
“100% Deferred Tax Reserve” amounts for 2019 should have also included the
offsetting rate base adjustments (decreases), as of the end of 2018, to reflect the
impact of the change in the federal income tax rate under the TCJA. The rate base
adjustment for electric property is shown in the workpapers of SDG&E’s rate base
witness R. Craig Gentes (see Exhibit SDG&E-33-WP-2R, page 5, line 10 (entitled
“Accumulated Deferred Taxes — 2017 Tax Cuts & Jobs Act Adj™)). Accordingly,
the formula for “100% Deferred Tax Reserve” for 2019 on Exhibit SDG&E-35-WP-
2R, page 18, should have added the rate base adjustment amount for electric
distribution property of $229,229,000, so that the corrected “100% Deferred Tax

RGR-B-40




: TURN DATA REQUEST-060
. SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 25, 2018
DATE RESPONDED: MAY 9, 2018

Utility Response 10:-Continued

Reserve” amount for 2019 for electric distribution should be $566,790,000
($337,561,000 + $229,229,000). The same formula error occurred in the
corresponding property tax workpapers for electric generation and gas.

SDG&E will reflect these corrections in its Update Testimony, which is anticipated
to be submitted on August 24, 2018 in accordance with the proceeding schedule set

forth in the January 10, 2018 Scoping Memo.
ii.  Not applicable.
iii.  Not applicable.
d. SDG&E objects to this request on the grounds that it calls for speculation. Subject to
and without waiving this objection, SDG&E responds as follows. The California State

Board of Equalization is scheduled to meet on May 30, 2018 to vote on the valuation of
state-assessed properties. SDG&E estimates that the assessments will be available

shortly thereafter.

RGR-B-41




TURN DATA REQUEST-060
SDG&E-SOCALGAS 2019 GRC - A.17-10-007/8
SDG&E_SOCALGAS RESPONSE
DATE RECEIVED: APRIL 2§, 2018
DATE RESPONDED: MAY 9, 2018

11. Regarding Franchise Fees:

a. Please provide the 2017 Franchise Fee Percentage calculated in the
same way as the percentages calculated for 2012-2016 on SD&GE-35-
WP-2R, page 27).

b. Do the franchise fees shown on SDG&E’s workpapers include
franchise fees that are surcharged to individual municipalities? If they
do include those surcharges, please identify surcharged amounts in
2015-2017 as recorded.

Utility Response 11:

a. The franchise fee percentages for 2017, calculated in the same way as the percentages
calculated for 2012-2016 on Exhibit SDG&E-35-WP-2R, page 27, are 3.4597% for
electric and 2.1305% for gas. The calculation is shown in the table below:

Electric Gas
Total Franchise Payments - 2017 $ 121,368,324 $ 10,153,265
Divided by: Gross Receipts - 2017 $ 3,508,064,575 $ 476,572,530
Franchise Fee Percentage - 2017 3.4597% 2.1305%

b. The total franchise fees shown on Exhibit SDG&E-35-WP-2R do include franchise fees
that are surcharged to individual municipalities. The 2015-2017 recorded surcharge
amounts are as follows:

2015 2016 2017
Electric 86,930,312 78,705,614 84,090,343
Gas 1,936,520 2,110,187 2,253,879
Total 88,866,832 80,815,802 86,344,223
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12. What is the source of the 2016 book income before taxes on SDG&E-35-WP-
2R page 287 Please provide per-books 2016 net operating losses on a recorded
basis.

Utility Response 12:

SDG&E objects to this request on the grounds that it is vague and ambiguous and calls for
speculation. It appears that this Question 12 intended to refer to page 40 of Exhibit SDG&E-
35-WP-2R, and not page 28. Subject to and without waiving these objections, SDG&E
responds as follows.

The source of the amount shown for 2016 book income before taxes on Exhibit SDG&E-35-
WP-2R, page 40, is the “sum” file of the RO Model, on row 22 of the “Combined Rev

Requirement” worksheet.

SDG&E had no net operating loss on a recorded basis for 2016.
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13. Please provide results of operations at base rates summary pages for 2016,
2017 and 2018 showing actual base rate revenues in each year from 2016 to
2018, actual adjusted expenses and taxes in 2016 and forecasted expenses and
taxes in 2017 and 2018 , actual rate base in 2016 and forecasted rate base in
2017 and 2018, and the earned rate of return in each of the three years in the
format of Appendix A of the testimony of Ryan Hom (SDG&E-42-2R). The
income tax expenses and the actual return should be based not on the
assumption that the utility earns its authorized rate of return in each year but
on the actual revenues (for 2016-2018) and actual expenses and rate base (in
2016) and forecast expenses and rate base (for 2017-2018 ) and the return

Utility Response 13:

SDG&E objects to this request under Rule 10.1 of the Commission’s Rules of Practice and
Procedure on the grounds that the burden, expense and intrusiveness of this request clearly
- outweigh the likelihood that the information sought will lead to the discovery of admissible
evidence. Subject to and without waiving the foregoing objection, SDG&E responds as
follows.

Please refer to detail provided in Attachment D to this data request for 2016-2018 actual base
GRC revenues, 2016 acutal expenses/taxes/ratebase/return, and 2017/2018 forecasted
expenses/taxes/ratebase/return from the 2019 GRC RO model.

SDG&E is unable to provide the income tax expense and the actual return based on actual
revenues (for 2016-2018) as requested. The current RO model does not have the functionality to
perform the necessary calculations. Further, the RO model uses a complex goal seek function
which cannot be replicated in an ad hoc report. SDG&E is not required to create new data or
present existing data in a different form beyond that which might be readily available.
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APPENDIX C
GLOSSARY OF TERMS

Social Security Administration’s 2017 Annual Report
Accumulated Deferred Income Taxes
Average Rate Assumption Method
Base Year

California Public Utilities Commission
Deferred Tax Asset

Deferred Tax Liability

Federal Executive Agencies

General Rate Case

Internal Revenue Service

Old-Age, Survivors, and Disability Insurance
Order Instituting Investigation

Office of Ratepayer Advocates

Pacific Gas and Electric Company
Southern California Edison Company
San Diego Gas & Electric Company
Social Security Administration

Tax Cuts and Jobs Act

Tax Memorandum Account

The Utility Reform Network

Test Year
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