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ALJ/JSW/jt2/sbf PROPOSED DECISION Agenda ID #12384  (Rev. 1) 
  Ratesetting 
  10/17/2013  Item #8 
Decision PROPOSED DECISION OF ALJ WONG (Mailed 9/13/2013) 

 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
 
Application of San Diego Gas & Electric 
Company (U902M) for Authority, Among 
Other Things, to Increase Rates and 
Charges for Electric and Gas Service 
Effective on January 1, 2012.  
 

 
Application 10-12-005 

(Filed December 15, 2010) 
 
 

 
And Related Matter. 
 

 
Application 10-12-006 

 
 

DECISION REGARDING THE PETITION OF THE UTILITY REFORM 
NETWORK FOR MODIFICATION OF DECISION 13-05-010 

 

Background 

This decision addresses the petition for modification of Decision 

(D.) 13-05-010 that was filed by The Utility Reform Network (TURN).  TURN 

requests that the rate of return formula adopted in D.13-05-010 for San Diego Gas 

& Electric Company’s (SDG&E) investment in its legacy electromechanical 

meters be modified using the same formula that was used for Pacific Gas and 

Electric Company in D.11-05-018. 

Today’s decision grants TURN’s petition for modification of D.13-05-010.  

D.13-05-010 shall be modified by making the changes described in this decision, 

and as shown in Attachment A of this decision.  This results in lowering the test 

year 2012 revenue requirement for SDG&E from $1,732,830,000 to $1,731,925,000. 
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Background 

The Utility Reform Network (TURN) filed its petition for modification of 

Decision (D.) 13-05-010 (Petition) on June 26, 2013.  TURN requests that 

D.13-05-010 be modified to correct the calculation and the text regarding the 

appropriate rate of return for San Diego Gas & Electric Company’s (SDG&E) 

undepreciated investment in its legacy electromechanical meters. 

SDG&E filed its response on July 26, 2013.  SDG&E agrees that the error 

identified by TURN in its Petition should be corrected as expeditiously as 

possible, and that the formula for calculating SDG&E’s return for the legacy 

electromechanical meters should only gross up the return on equity component 

for taxes. 

Discussion 

D.13-05-010 adopted a test year 2012 revenue requirement for SDG&E, and 

a test year 2012 revenue requirement for Southern California Gas Company.  One 

of the elements that affects the $1,732,830,000 revenue requirement adopted for 

SDG&E is the ratemaking treatment of SDG&E’s legacy electromechanical 

meters.  SDG&E’s electromechanical meters were taken out of service when they 

were replaced by SDG&E’s deployment of its smart meters.  Section 18.3.2. of 

D.13-05-010 addressed the ratemaking treatment of these legacy meters. 

In D.13-05-010, the Commission used the same kind of approach that the 

Commission had adopted for the ratemaking treatment of Pacific Gas and 

Electric Company’s (PG&E) legacy electromechanical meters in D.11-05-018.  

SDG&E had argued that if it was not allowed to earn its full rate of return, “then 

the rate of return should be set with the same formula as applied in PG&E’s 

decision in D.11-05-018.”  (D.13-05-010 at 906.)  The Commission in D.13-05-010 

authorized SDG&E to earn a 6.2% rate of return on its legacy meters over a 
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six-year amortization of the undepreciated balance of SDG&E’s legacy meters.  

(See D.13-05-010 at 914, 917-918.)  This was similar to the 6.3% rate of return over 

a six-year amortization period that was authorized for PG&E in D.11-05-018. 

Table B-7 of Attachment B to D.13-05-010 reflects the adopted ratemaking 

treatment of SDG&E’s legacy meters, and it is described at pages 917 and 918 of 

section 18.3.2.3. of that decision.  Table B-7 shows that $18.9 million was included 

in SDG&E’s annual electric distribution operations and maintenance (O&M) 

expenses, and the decision states that the recovery of the “legacy meter costs is 

reflected in SDG&E’s electric distribution O&M expenses.”1  (D.13-05-010 at 918.) 

TURN’s Petition contends that instead of using the same formula that was 

used for PG&E in D.11-05-018, the Commission “applied a different calculation 

of the return on SDG&E’s undepreciated investment in legacy meters, one that 

effectively assumes that the entire amount should be treated as equity 

investment.”  (TURN Petition at 1.)  TURN contends that Table B-7 of 

Attachment B to D.13-05-010 “indicates that the Commission treated SDG&E’s 

remaining investment as if it consisted entirely of equity subject to a rate of 

return of 6.2%, rather than as if it were a composite of equity, preferred stock and 

debt with a combined rate of return of 6.2%.”  (TURN Petition at 2.)  TURN 

points out that in D.11-05-018 for PG&E, “the authorized returns on equity and 

preferred stock were grossed-up for taxes, but the cost of debt was not.”  (TURN 

Petition at 2.)  As a result, TURN contends that D.13-05-010 grossed up SDG&E’s 

total return for taxes, instead of grossing up “just the equity and preferred stock 

                                              
1  Footnote A to Table B-1 of Attachment B to D.13-05-010 also notes that the adopted 
electric distribution operations and maintenance expense in Table B-1 includes the 
$18.9 million revenue requirement for the legacy meters. 
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components of the investment.”  (TURN Petition at 2.)  According to TURN, this 

calculation method for SDG&E’s legacy meters “produces a higher overall return 

amount and therefore a higher total cost to ratepayers due to the tax gross-up.”2  

(TURN Petition at 3.)  Due to this error, TURN believes that the revenue 

requirement for SDG&E should be reduced by approximately $1.45 million in 

2012, and that there should be similar reductions at a declining level over the 

six-year amortization period. 

To correct this error, TURN requests that the text and Attachment B of 

D.13-05-010 be modified to use the same formula that was applied in 

D.11-05-018.  TURN’s recommended correction is described at pages 3 to 5, and 

in Table 2, of its Petition.  By applying this correction, changes would be made to 

columns D, E, and F of Table B-7 of Attachment B of D.13-05-010, as shown in 

TURN’s Revised Table B-7 of its Petition.  Using its recommended correction, 

TURN contends that its revision to Table B-7 will result in a levelized annual 

revenue requirement of $18.13 million for 2012 through 2017 for the legacy 

meters, instead of the $18.9 million that is shown in Table B-7 of Attachment B to 

D.13-05-010. 

SDG&E’s response to TURN’s Petition states that “SDG&E has carefully 

reviewed TURN’s petition and agrees that the error identified should be 

corrected.”  SDG&E’s response further states that “During the [General Rate 

Case] proceeding, SDG&E asked the Commission to apply the same formula that 

was adopted for PG&E, and that formula includes grossing up only the return of 

equity component for taxes.” (SDG&E Response at 2.) 

                                              
2  TURN’s Petition at 3 erroneously referred to D.13-03-050 and D.10-03-050, when it 
appears that TURN meant to reference D.13-05-010. 
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We have reviewed TURN’s Petition, and compared the calculation used 

for PG&E in D.11-05-018, to the calculation used for SDG&E in D.13-05-010.  We 

agree with TURN that the calculation used in D.13-05-010 erroneously grossed 

up SDG&E’s long term debt.  In doing so, the calculation of the annual revenue 

requirement for SDG&E’s legacy meters has been overstated.  To correct this, 

TURN’s Petition should be granted, and D.13-05-010 should be modified in the 

following manner. 

Certain tables in Attachment B to D.13-05-010, and the text of D.13-05-010, 

should be revised to reflect a corrected calculation of the appropriate rate of 

return, and the effect of such a correction.  Attachment A of this decision reflects 

the correction to certain tables in Attachment B to D.13-05-010.  As recommended 

by TURN, this correction does not gross up the cost of debt for taxes. 

The principal revision is to Table B-7 of Attachment B to D.13-05-010.  This 

revised table is part of Attachment A of this decision, and is labeled “Table B-7 

Revised, SDG&E Legacy Meter Analysis.” 

In addition to other changes, “Table B-7 Revised” includes an additional 

chart, labeled as “Calculation of the Rate of Return on Legacy Meters.”  This 

chart reflects the correct calculation of the appropriate rate of return.  In order to 

obtain an overall weighted after-tax return of 6.2%, the return on equity must be 

adjusted to 6.612%.  The amounts shown in the “Calculation of the Rate of 

Return on Legacy Meters” chart use the capital structure ratios and return on 

debt and preferred stock that were authorized by the 2008 test year Cost of 

Capital proceeding in D.07-12-049.  The revised rate of return yields a result of 

$18.1 million in capital expense to be amortized per year for six years, from 2012 
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to 2017.3  After running SDG&E’s Results of Operation model with the revised 

figure of $18.1 million, it results in a $905,000 decrease to SDG&E’s 2012 test year 

revenue requirement.  This is lower than TURN’s estimated decrease of  

$1.45 million. 

Additionally, as a result of this correction and the flow-through effect to 

SDG&E’s Results of Operation model, modifications also need to be made to 

Tables B-1, B-3, and B-4 of Attachment B to D.13-05-010.  These revisions are 

reflected in Attachment A of this decision as “Table B-1 Revised,” “Table B-3 

Revised,” and “Table B-4 Revised.”  In addition, the references to $18.9 million 

that appeared in the footnotes for Tables B-1, B-3, B-4, and B-7 in Attachment B to 

D.13-05-010, and at page 918 in section 18.3.2.3. of D.13-05-010, should be 

changed to $18.1 million. 

Since this revised calculation to SDG&E’s legacy meters results in a lower 

authorized revenue requirement for SDG&E, the references at various locations 

in D.13-05-010 to an authorized revenue requirement of $1,732,830,000 should be 

modified by revising that amount to $1,731,925,000. 

In addition, the sentence that appears at page 917 in section 18.3.2.3. of 

D.13-05-010 (“Based on a weighing and balancing of all those considerations, 

SDG&E should be allowed to earn a rate of return of 6.2%”) should be modified 

to state as follows:  “Based on a weighing and balancing of all those 

considerations, SDG&E should be allowed to earn a rate of return of 6.2%, which 

is an overall weighted, after-tax return, and is consistent with how the 

calculation was done for PG&E in D.11-05-018.” 

                                              
3  In contrast, Table B-7 of Attachment B to D.13-05-010 shows an amount of 
$18.9 million per year. 
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As discussed above, TURN’s Petition should be granted, and D.13-05-010 

should be modified as discussed above. 

Comments on Proposed Decision 

The proposed decision of Administrative Law Judge (ALJ) John S. Wong in 

this matter was mailed to the parties in accordance with Pub. Util. Code § 311, 

and comments were allowed pursuant to Rule 14.3.  No comments were 

received. 

Assignment of Proceeding 

Mark J. Ferron is the assigned Commissioner, and John S. Wong is the 

assigned ALJ in this proceeding. 

Findings of Fact 

1. TURN’s Petition requests that D.13-05-010 be modified to correct the 

calculation and the text regarding the appropriate rate of return for SDG&E’s 

undepreciated investment in its legacy electromechanical meters. 

2. SDG&E agrees that the formula for calculating SDG&E’s return for the 

legacy meters should only gross up the return on equity component for taxes. 

3. One of the elements that affects the $1,732,830,000 revenue requirement 

adopted for SDG&E in D.13-05-010 is the ratemaking treatment of SDG&E’s 

legacy meters. 

4. SDG&E took the position that if it was not allowed to earn its full rate of 

return on its legacy meters, that the rate of return should be set with the same 

formula as applied to PG&E in D.11-05-018. 

5. Table B-7 of Attachment B to D.13-05-010 reflects the adopted ratemaking 

treatment of SDG&E’s legacy meters, and $18.9 million was included in SDG&E’s 

annual distribution O&M expenses. 
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6. We agree with TURN that the calculation used in D.13-05-010 erroneously 

grossed up SDG&E’s long term debt, which overstated the calculation of the 

annual revenue requirement for SDG&E’s legacy meters. 

7. Attachment A of this decision reflects the correction to certain tables in 

Attachment B to D.13-05-010.  

8. The additional chart that is contained in “Table B-7 Revised” of 

Attachment A of this decision, reflects the correct calculation of the appropriate 

rate of return for SDG&E’s legacy meters. 

9. The revised rate of return yields a result of $18.1 million in capital expense 

to be amortized per year for six years, from 2012 to 2017, and when this revision 

is re-run through SDG&E’s Results of Operation model, it results in a $905,000 

decrease to SDG&E’s 2012 test year revenue requirement.   

Conclusions of Law 

1. To correct the erroneous gross-up of SDG&E’s long term debt, TURN’s 

Petition should be granted, and D.13-05-010 should be modified as reflected in 

Attachment A of this decision, and as described in this decision and in the 

Ordering Paragraphs below. 

2. The references in D.13-05-010 to the authorized revenue requirement of 

$1,732,830,000 should be revised to $1,731,925,000.  

 

O R D E R  

 

IT IS ORDERED that: 

1. The Petition for Modification of Decision 13-05-010, which was filed by The 

Utility Reform Network on June 26, 2013, is granted as described in the Ordering 

Paragraphs below. 
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2. Decision (D.) 13-05-010 shall be modified as follows:  

a. Tables B-1, B-3, B-4, and B-7 of Attachment B to  
D.13-05-010 shall be replaced by the revised tables in 
Attachment A of this decision, which are labeled “Table 
B-1 Revised,” “Table B-3 Revised,” “Table B-4 Revised,” 
and “Table B-7 Revised, SDG&E Legacy Meter Analysis.” 

b. The references in D.13-05-010 to $18.9 million, which 
appear in the footnotes for Tables B-1, B-3, B-4, and B-7 of 
Attachment B to D.13-05-010, shall be changed to 
$18.1 million. 

c. The references to $18.9 million, which appear at page 918 
in section 18.3.2.3. of D.13-05-010 shall be changed to 
$18.1 million.  

d. The following sentence which appears at page 917 in 
section 18.3.2.3 of D.13-05-010, and which states as 
follows:  “Based on a weighing and balancing of all those 
considerations, SDG&E should be allowed to earn a rate 
of return of 6.2%,” shall be modified and replaced with 
the following sentence:  “Based on a weighing and 
balancing of all those considerations, SDG&E should be 
allowed to earn a rate of return of 6.2%, which is an 
overall weighted, after-tax return, and is consistent with 
how the calculation was done for PG&E in D.11-05-018.”  

e. All of the references in D.13-05-010 to San Diego  
Gas & Electric Company’s adopted revenue requirement 
of $1,732,830,000 shall be changed to $1,731,925,000 as 
reflected in “Table B-1 Revised” of Attachment A to this 
decision.   

3. San Diego Gas & Electric Company shall file a Tier 1 advice letter within 

30 days of the effective date of this decision to modify the 2012 test year revenue 

requirement adopted in Decision 13-05-010 to the revised amount of 

$1,731,925,000 as discussed in this decision and as reflected in Attachment A of 
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this decision.  This revised revenue requirement shall be reflected in rates on or 

before January 1, 2014.  

4. Application (A.) 10-12-005 and A.10-12-006 remain open to address other 

pending matters.  

This order is effective today. 

Dated      , at Redding, California.  
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ATTACHMENT A 

 

Modifications to Attachment B of Decision 13-05-010 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-1

PROPOSED DECISION 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-2

PROPOSED DECISION 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-3

PROPOSED DECISION 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-4

PROPOSED DECISION 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-5

PROPOSED DECISION 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-6

PROPOSED DECISION 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-7

PROPOSED DECISION 



A.10-12-005 A.10-12-006 ALJ/JSW/jt2 
A-8

PROPOSED DECISION 

(End of Attachment A)




