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SUBJECT: UPDATE TESTIMONY (PG&E EX-58)

QUESTION 003

Removal of CAMT: In the 2023 GRC decision, D.23-11-069, the Commission
considered the fact that “PG&E has rarely made actual cash payments in recent years,
and the same holds true for the forecasted years of this GRC” in determining a
reasonable federal income tax lag for calculating working cash. The Commission
specifically noted that “PG&E has not paid state income taxes since 2018 and federal
income taxes since 2010.” D.23-11-069, pp. 692-694. Please discuss the facts
distinguishing PG&E’s tax circumstances for the 2027 GRC test year and 2027 GRC
period, as presented in Update Testimony, from the facts considered by the
Commission in the 2023 GRC.

ANSWER 003

In the 2023 GRC, PG&E did not forecast federal or state cash income taxes to be paid
to the tax authorities for the 2023 GRC cycle, due to the presence of shareholder-borne
net operating losses.

For the 2027 GRC, for federal cash income taxes, PG&E originally forecasted federal
cash income taxes payable solely because of CAMT. PG&E'’s Update Filing reflects IRS
Notice 2026-7 and removes CAMT. Therefore, PG&E does not forecast federal or state
cash income taxes to be paid to the tax authorities for the 2027 GRC cycle. In addition,
the same shareholder-borne net operating losses present during the 2023 GRC period
are anticipated during the 2027 GRC period. As a result, after PG&E’s Update
Testimony, PG&E’s cash tax circumstances for the 2027 GRC period are similar to the
circumstances described above for the 2023 GRC period.

However, TURN’s reference to D.23-11-069 in the question is incomplete. The
Commission’s resolution of income tax expense lags was based on the treatment of the
same issue in SCE’s 2021 GRC.1 While SCE had issued a securitization (D.20-11-007)
and had an additional one pending (A.21-06-16) when D.21-08-036 was issued, to

1 D.21-08-036; D.23-11-069, pp. 691-94.
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PG&E’s knowledge, neither securitization involved use of tax benefits from net
operating losses to offset fixed recovery charges. In contrast, PG&E’s rate-neutral
securitization was completed in 2022, before D.23-11-069 was issued. However, PG&E
is unable to find any reference to the rate-neutral securitization in D.23-11-069,
suggesting that D.23-11-069 did not consider the implications of the rate-neutral
securitization and the customer credit trust funded by income tax benefits in deciding
the income tax expense lag issue.

The change in PG&E'’s forecasted tax circumstances informs the appropriate treatment
of income tax expense lags when no cash income taxes are expected to be paid, as
described in the Update Testimony. In addition, PG&E’s 2027 GRC direct testimony in
Exhibit PG&E-10, Chapter 11, section D.2.b, at pages 11-11 to 11-13 discusses net
operating losses from wildfire liabilities and the rate-neutral securitization, and how the
income tax expense lags should be set equal to the revenue lag when cash income
taxes are not being paid.
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