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CHAPTER 3 REVENUE REQUIREMENT AND COST RECOVERY 1 

I. SUMMARY AND RECOMMENDATIONS  2 
This chapter presents the Public Advocates Office at the California Public Utilities 3 

Commission’s (Cal Advocates) testimony on costs and cost recovery pertaining to San 4 

Diego Gas & Electric Company’s (SDG&E) demand flexibility rate (DFR) proposal in 5 

Application (A.) 26-02-001.1  SDG&E requests an incremental revenue requirement of 6 

approximately $11.3 million over a ten-year window (2027 through 2036) to implement 7 

its proposed DFR.  The Commission should reject SDG&E’s request for $11.3 million in 8 

incremental revenue requirement for its DFR proposal.  SDG&E fails to demonstrate that 9 

its proposed DFR and associated incremental revenue requirement is just and reasonable, 10 

and the proposal should therefore be rejected.  Furthermore, if the Commission adopts a 11 

DFR in this proceeding, it should order SDG&E to reallocate existing, authorized funding 12 

to implement the decision, and direct SDG&E to present any additional DFR funding 13 

request in its next General Rate Case Phase 1 application (GRC I).   14 

However, if the Commission approves incremental ratepayer funding to support 15 

DFR implementation, the Commission should also: 16 

• Adopt one-way balancing account treatment with a 10% cost 17 
overrun margin for the additional DFR implementation costs 18 
and reject SDG&E’s proposal for two-way balancing account 19 
treatment.2 20 

• Adopt SDG&E’s proposal to recover DFR implementation 21 
costs through the PPP rate.3 22 

II. REVENUE REQUIREMENT (Witness: James Lau) 23 
SDG&E requests an incremental revenue requirement of approximately 24 

$11.3 million over a ten-year period (2027 through 2036), comprising $9.5 million in 25 

 
1 Application (A.) 26-02-001, Application of San Diego Gas & Electric Company (U 902 E) for Approval 
of Demand Flexibility Rates in Compliance with D.25-08-049, February 2, 2026. 
2 A.26-02-001, Prepared Direct Testimony of Eric Dalton on Behalf of San Diego Gas & Electric 
Company Chapter 8 - Cost Recovery (SDGE-08), February 2, 2026, at 1, lines 11-14. 
3 A.26-02-001, Prepared Direct Testimony of Jeff DeTuri on Behalf of San Diego Gas & Electric 
Company Chapter 1 - Policy (SDGE-01), February 2, 2026, at 20, lines 13-14. 
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direct costs and $1.8 million in indirect costs.  Of the $9.5 million in direct costs, 1 

$5.4 million is capital expenditure (CapEX) for billing system software and $4.1 million 2 

is operations and management (O&M) expenses for program management, marketing, 3 

web pricing pages, and evaluation studies. 4 

A. Total Disallowance of $11.3 million Is Warranted Because of the 5 
Imprudence of the Program and Unsubstantiated Demand. 6 

As SDG&E’s own witness Jeff DeTuri states, SDG&E “does not believe this 7 

proposal represents the most cost-effective or prudent use of Commission or SDG&E 8 

resources” due to ratepayer affordability challenges.4  The assessment of imprudence of 9 

the program is supported by SDG&E’s experience with its Dynamic Export Rate Pilot 10 

(DERP).  The DERP has zero enrolled customers after more than a year of public 11 

availability and $2.4 million spent in implementation.5  SDG&E’s own independent 12 

evaluator in its 2025 DERP Non-Participant Survey Report reports that SDG&E has; 13 

(1) only nine fully eligible customers in its entire service territory; (2) that SDG&E’s 14 

direct-email campaign to approximately 7,763 targeted customers left more than 15 

80 percent of the surveyed target population unaware the program existed; and (3) that 16 

not a single survey respondent was definitely interested in enrolling.6  SDG&E’s 17 

experience with DERP has shown zero participation and lack of interest, raising the 18 

question of whether there is any interest in dynamic rates from customers in SDG&E’s 19 

territory.   20 

Additionally, approximately 80 percent of SDG&E’s customers receive 21 

commodity service from a Community Choice Aggregators (CCA).7  SDG&E asserts the 22 

CCAs formally decline to implement dynamic commodity rates at this time, citing rate 23 

 
4 SDGE-01, at 1, lines 11-13. 
5 SDGE-01, at 1, lines 15-18. 
6 See Appendix B, Attachment 1, 2025 SDG&E DERP Non-Participant Survey Report (2025 DERP 
Report), published September 25, 2025, at 1, lines 7-11, line 24. 
7 SDGE-01, at 1, line 22 through at 2, line 1.  See also D.23-11-006, at 31, Findings of Fact 4. 
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design complexity, cost effectiveness concerns, and lack of customer interest.8  Funding 1 

implementation of a rate with no indication of interest, and where 80% of SDG&E’s 2 

customers would only be exposed to the non-generation elements of the rate, would be an 3 

imprudent use of ratepayer funds, risks creating stranded assets, and would not be just 4 

and reasonable.   5 

B. SDG&E’s Fails to Adequately Support Its Proposed Costs. 6 
1. Billing infrastructure. 7 

SDG&E fails to substantiate its $5,405,000 incremental revenue request for billing 8 

system costs.9  In a data request response, when asked to “provide copies of any 9 

documents used in developing this budget,” SDG&E produced no documents, citing only 10 

“its own experience…as well as input from its third-party vendor.”10  SDG&E supplied 11 

no vendor quote, competitive bid, Request for Proposals (RFP) ledger, or executed 12 

Statement of Work.  Furthermore, SDG&E’s workpapers11 supporting its $5.4 million IT 13 

budget contains zero active formulas or vendor quotes, relying on static entries like a flat 14 

and unexplained $2,000,000 entry.12  Lastly, SDG&E does not show how its request for 15 

billing system software is consistent with its policy declarations that SDG&E will save 16 

money by “leveraging existing functionality within its billing system.”13  SDG&E 17 

provides unverified figures and undocumented vendor costs, and therefore the 18 

Commission should not find their request for additional revenue requirement approval to 19 

be just and reasonable.   20 

 
8 SDGE-01, at 1, lines 20-22. 
9 See Appendix B, Attachment 2, CALPA-DR-2_SDGE Response.pdf, “Attachment C – Detailed.xlsx.” 
10 See Appendix B, Attachment 3, CALPA-DR-17_SDGE Response.pdf, response to question 4, part b. 
11 See Appendix B, Attachment 2, CALPA-DR-2_SDGE Response.pdf, “Attachment C – Detailed.xlsx.” 
12 See Appendix B, Attachment 3, CALPA-DR-17_SDGE Response.pdf, response to question 4, part b. 
13 A.26-02-001, Second Revised Prepared Direct Testimony of Chelsea Haro on Behalf of San Diego Gas 
& Electric Company Chapter 5 – Implementation (SDGE-05-2R), June 17, 2026, at 7, lines 5-9. 
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2. Marketing, education, and outreach. 1 
In SDG&E’s Chapter 6 on Marketing, Education, and Outreach (ME&O), 2 

SDG&E requests $2.45 million for its ME&O budget.  However, the 2025 DERP 3 

evaluation findings contradict the need for a budget of this magnitude.  For the DERP, 4 

SDG&E uses the same digital-first, direct-email campaign it proposes in this Application, 5 

which targets approximately 7,763 customers over roughly six months.14  The results of 6 

that campaign demonstrate that SDG&E’s approach for DERP is ineffective and brings 7 

into question whether a larger budget would necessarily increase pilot participation.  8 

SDG&E’s DERP evaluator found more than 80 percent of the targeted population remain 9 

unaware of the pilot program15 and that the principal barriers to participation were 10 

structural (eligibility, trust, complexity, and customers’ underlying resources), rather than 11 

marketing volume.  SDG&E’s DERP evaluator also finds that the most effective channels 12 

are inexpensive direct email and business-care-center communications rather than mass 13 

paid media.16   14 

SDG&E requests $829,520 for internal labor costs, equating to roughly one-third 15 

of the ME&O request of $2.45 million.17  However, SDG&E already maintains a 16 

Marketing, Brand & Customer Communications department funded through its current 17 

rate base, and has stated in discovery that it “intends to use existing resources”18 to 18 

support ME&O activities.  When asked why recovering incremental revenue for existing 19 

 
14 See Appendix B, Attachment 1, 2025 DERP Report, at 7-8.  Pages 7-8 describe SDG&E’s direct email 
campaign to approximately 7,763 targeted customers between November 2024 and April 2025. 
15 See Appendix B, Attachment 1, 2025 DERP Report, at 11.  Page 11 shows the finding that more than 
80 percent of respondents are unaware of the pilot. 
16 See Appendix B, Attachment 1, 2025 DERP Report, at 28-31.  Pages 28-31 show the finding that 
customers prefer direct, personalized communication over advertisements and social media, and 
identifying lack of on-site generation, program relevance, trust, and perceived complexity as the principal 
barriers to participation. 
17 CALPA-DR-01_SDGE Response, SDG&E Chapter 6 Workbook (Ch 6_Marketing.xlsx).  “Marketing 
Budget” tab, cells A34 and AN34; compare cell AN38 (total ME&O budget).  SDG&E’s workpapers are 
served concurrently with this testimony. 
18 See Appendix B, Attachment 4, CALPA-DR-08.pdf, response to question 1, part a. 
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employees would not force ratepayers to pay twice for the same labor base, SDG&E was 1 

nonresponsive.19   2 

Based on these findings, SDG&E has not shown that its proposed $2.45 million 3 

ME&O budget is necessary to meet any potential marketing needs. 4 

3. Evaluation, measurement, and verification. 5 
SDG&E proposes a budget of $1,647,780 to evaluate its proposed rate for only 6 

two years plus an initiation phase.20  However, SDG&E did not provide any quotes, 7 

market pricing, or scope of work to support this budget; its estimates are based solely on 8 

spending for its existing programs. SDG&E’s workpapers show that it developed its 9 

Evaluation, Measurement, and Verification (EM&V) budget by adopting round-number 10 

annual estimates drawn from spending in its existing programs, then escalating each 11 

amount by three percent for the second evaluation year.21  For example, SDG&E’s 12 

workpapers show that the $216,000 “Miscellaneous research” line for Year 1 is simply 13 

$18,000 per month for twelve months.22   SDG&E bases this value on a $200,000 14 

“Customer Research for DR Programs” cost from 2024, a cost associated with SDG&E’s 15 

existing demand response programs in general,23 not with any evaluation of specific rate 16 

as proposed here.  The Year 2 amount is the same Year 1 $200,000 figure but escalated 17 

by three percent to $222,480.  SDG&E also states that, in developing this budget, it 18 

considered the measurement and evaluation budget from its Real Time Pricing pilot 19 

 
19 See Appendix B, Attachment 3, CALPA-DR-17_SDGE Response.pdf, question 3. 
20 See Chapter 2 of Cal Advocates’ Opening Testimony, Implementation, Marketing, and Evaluations, at 
16-17 for more discussion of SDG&E’s proposal. 
21 See Appendix B, Attachment 5, CALPA-DR-16_SDGE Response.pdf, response to question 1, part b.    
See also CALPA-DR-16-Q1b_SDGE Response.docx.xlsx, “EM&V Budget” tab, Table LGR-1.  
SDG&E’s workpapers are served concurrently with this testimony. 
22 CALPA-DR-16-Q1b_SDGE Response.docx.xlsx, “EM&V Budget detail” tab, cells B44-C49.  
Deriving the $216,000 estimate as $18,000 per month over 12 months from a $200,000 “Customer 
Research for DR Programs” cost.  SDG&E’s workpapers are served concurrently with this testimony. 
23 CALPA-DR-16-Q1b_SDGE Response.docx.xlsx, “EM&V Budget detail” tab, cells B46-E46.  Line 
labeled “Customer Research for DR Programs.”  Showing $200,000 for program year 2024, escalated to 
$210,208 for 2025 and $220,937 for 2026.  SDG&E’s workpapers are served concurrently with this 
testimony. 
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application.24  When asked how its proposed budget for this separate application was 1 

developed, SDG&E states that it “is not aware of any additional information regarding 2 

development of the budget” beyond the prior testimony itself.25   3 

As mentioned, the proposed EM&V budget includes a $438,480 line item for 4 

miscellaneous research, analytical support, and labor support,26 that is not explicitly 5 

identified as being related to any specific research task, study, or deliverable.27  SDG&E 6 

does not explain what this line item would pay for.  The evaluation itself will be 7 

performed by an outside consultant selected through a competitive Request for Proposal, 8 

and SDG&E’s Chapter 7 workpaper shows that other line items should already fund 9 

consultant work.28  If this miscellaneous line item is instead meant to fund SDG&E’s 10 

internal labor to support the evaluation, such line item is not a reasonable incremental 11 

cost because SDG&E’s existing labor costs are already funded through current rates.  12 

Discovery conducted by Cal Advocates only deepens the confusion.  The miscellaneous 13 

line item originates in SDG&E’s prior Real Time Pricing pilot budget, where it is titled 14 

“Miscellaneous research, analytical support, and Labor support.”29  Yet, when asked what 15 

the line items includes, SDG&E asserts that this line “does not include labor costs.”30  16 

Based on this record, the costs are not just and reasonable.   17 

 
24 See Appendix B, Attachment 5, CALPA-DR-16_SDGE Response.pdf, response to question 1, at 2. 
25 See Appendix B, Attachment 5, CALPA-DR-16_SDGE Response.pdf, Question 1, part a. 
26 Spread out over two years, year 1 at $200,000 and year 2 at $222,480. 
27 CALPA-DR-01_SDGE Response, CHP7_R~1.XLS (Chapter 7 Workpaper).  “EM&V Budget” tab, 
Table LGR-1, row 11 (Miscellaneous research), cell F11 ($438,480 total, comprising $216,000 in Year 1 
(cell D11) and $222,480 in Year 2 (cell E11)).  SDG&E’s workpapers are served concurrently with this 
testimony. 
28 CALPA-DR-01_SDGE Response, Chapter 7 Workpaper.  “EM&V Budget” tab, Table LGR-1, row 8 
(Develop RFP, bill impacts, and evaluation plans - $174,000), row 9 (Load Impact Evaluations - 
$609,000), and row 10 (Customer Research - $426,300).  SDG&E’s workpapers are served concurrently 
with this testimony. 
29 CALPA-DR-16-Q1b_SDGE Response.docx.xlsx, “Budget comparison” tab.  SDG&E’s workpapers are 
served concurrently with this testimony. 
30 See Appendix B, Attachment 3, CALPA-DR-17_SDGE Response.pdf, question 3. 
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SDG&E also requests $174,000 to “develop RFP, bill impacts, and evaluation 1 

plans”,31 an activity it performs for the Export Rate Pilot without any separate funding 2 

request.32  It is not clear why SDG&E requests additional funds for this activity when its 3 

budget is based on the Export Rate Pilot budget which does not include funds for this 4 

activity. 5 

Comparable evaluation budgets for dynamic rate pilots, both authorized and 6 

requested, have been a fraction of the incremental revenue requirement SDG&E is 7 

requesting.  A comparison is summarized in Table 1 below: 8 

Table 1: Dynamic-Rate Pilot Evaluation Budgets vs.  9 
the SDG&E DFR EM&V Request 10 

Program Evaluation 
Budget 

Comparison to SDG&E’s 
$1,647,780 EM&V Budget 
Request 

AgFIT (Valley Clean 
Energy/Pacific Gas and Electric 
Company agricultural dynamic 
rate pilot; 3-year term) 

$420,00033 
(authorized) 

Request is ~3.9 times pilot 
budget 

Southern California Edison 
Company Flexible Pricing Rate 
pilot extension (3-year term) 

$405,00034 
(requested) 

Request is ~4.1 times pilot 
budget 

SDG&E Export Rate Pilot (D.23-
11-006; 2-year of operations, plus 
survey and analysis) 

~$551,25935 
(authorized) 

Request is ~3.2 times pilot 
budget 

 
31 See Appendix B, Attachment 5, CALP-DR-16_SDGE Response.pdf.  See also CALPA-DR-16-
Q1b_SDGE Response.docx.xlsx, “EM&V Budget” tab, row 8 (Develop RFP, bill impacts, and evaluation 
plans). 
32 CALPA-DR-16-Q1b_SDGE Response.docx.xlsx, “Budget comparison” tab, compare Table LW-2 
(SDG&E Export Compensation and RTP Measurement and Evaluation Budget) to Table LGR-1 
(Evaluation, Measurement, and Verification Budget).  SDG&E’s workpapers are served concurrently with 
this testimony. 
33 See Appendix B, Attachment 6, PG&E Advice Letter (AL) 6495-E, Agricultural Pumping Dynamic 
Rate Pilot (implementing D.21-12-015), April 26, 2022, at 4. 
34 D.24-01-032, at 45. 
35 D.23-11-006, at 26-27.  See also CALPA-DR-16-Q1a_SDGE Response.docx.xlsx.  Commission 
authorized an additional $40,000 in survey-incentive costs in D.23-11-006, authorizing a total of 
$551,259. 
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 1 

SDG&E’s $1,647,780 request is roughly four times the authorized AgFIT budget 2 

of $420,000 and SCE’s requested evaluation costs of $405,000 for its Flexible Pricing 3 

Rate pilot extension.  It is also more than three times the authorized budget of $551,259 4 

for SDG&E’s own Export Rate Pilot, despite the Export Rate Pilot’s two-year operational 5 

timeframe, with additional time for survey and analysis.36  Based on these comparisons, 6 

SDG&E budget request does not seem to be reasonable.   7 

4. Revenue requirement. 8 
 SDG&E indicates that its Chapter 9 revenue requirement workpaper is a black 9 

box that cannot be audited outside of corporate firewalls.37  SDG&E’s workpaper 10 

presents inputs as hardcoded values rather than formulas showing how the values are 11 

derived.  When asked for a formula-intact version or a cell-by-cell reconciliation, 12 

SDG&E responds that the calculations are “embedded within” its revenue requirement 13 

model and that it “does not provide its revenue requirement model to external parties.”38  14 

SDG&E’s insistence that it cannot show how values in its workpaper are developed 15 

continued over two meet-and-confer meetings between Cal Advocates and SDG&E.39  16 

Cal Advocates informed SDG&E that it “is unable to prepare proper testimony with 17 

SDG&E’s workpapers that have no active links and formulas to show SDG&E’s work.”40  18 

SDG&E later states that “there is not a separate set of supporting calculations that can be 19 

produced independent of the model itself,” that the model “cannot be effectively 20 

reviewed or replicated outside of SDG&E’s internal environment,” and that “the revenue 21 

 
36 See Appendix B, Attachment 1, 2025 DERP Report, at 1.  The Export Rate Pilot’s evaluation period 
covered the pilot’s full two-year operational period from January 1, 2025, through December 31, 2026, 
plus pre-launch surveys and post-pilot analysis extending into 2027. 
37 See Appendix B, Attachment 3, CALPA-DR-17_SDGE Response.pdf, question 2. 
38 See Appendix B, Attachment 3, CALPA-DR-17_SDGE Response.pdf, question 2, part a. 
39 See Appendix B, Attachment 7, Meetings between Cal Advocates and SDG&E on June 25, 2026, and 
July 14, 2026. 
40 See Appendix B, Attachment 7, E-mail correspondence between Cal Advocates and SDG&E, 
June 25, 2026. 
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requirement will not tie directly to the total budget request on a dollar-for-dollar basis.”41  1 

SDG&E’s arguments mean that no party is able to verify how SDG&E’s proposed budget 2 

would translate to the revenue requirement ratepayers would bear.  By providing mostly 3 

hardcoded workpapers and failing to produce the underlying formulas, assumptions, or 4 

any reconciliation, SDG&E makes it impossible for any stakeholder to trace how the 5 

billing, ME&O, and EM&V budgets discussed above become the revenue requirement 6 

that ratepayers would actually pay.  This is particularly true since, by SDG&E’s own 7 

admission, the total budget request does not directly reconcile with the revenue 8 

requirement.  Without a means of verifying, validating, or tracing SDG&E’s proposed 9 

revenue requirement, the Commission has no basis to find SDG&E’s request reasonable.   10 

SDG&E also blocks discovery that would allow stakeholders to adequately 11 

scrutinize its Application and its cost recovery request.42  SDG&E justifies seeking 12 

incremental ratepayer funding, rather than seeking cost recovery through its GRC I, on 13 

the grounds that its test year 2024 GRC “failed to sufficiently fund capital investments in 14 

the post-test years.”43  Cal Advocates requested the data underlying that claim, including 15 

the figures that would show whether SDG&E’s GRC funding is in fact insufficient.  16 

SDG&E refuses to produce that data, objecting that the data supporting its asserted 17 

funding insufficiency is “neither relevant to the subject matter involved in the pending 18 

proceeding nor reasonably calculated to lead to the discovery of admissible evidence.”44  19 

SDG&E thus asserts a GRC I funding shortfall as the basis for its budget request while 20 

withholding data that would substantiate that shortfall.  The effect of these objections is 21 

to insulate SDG&E’s request from the regulatory scrutiny that discovery exists to 22 

 
41 See Appendix B, Attachment 7, E-mail correspondence on July 17, 2026 between Cal Advocates and 
SDG&E. 
42 See Appendix B, Attachment 8, CALPA-DR-14_SDGE Response.pdf, response to Questions 1-3 
(citing A.22-05-015 and D.24-12-074, at 29).  See also Appendix B, Attachment 3, CALPA-DR-
17_SDGE Response.pdf, response to Question 1. 
43 See Appendix B, Attachment 8, CALPA-DR-14_SDGE Response.pdf. 
44 See Appendix B, Attachment 8, CALPA-DR-14_SDGE Response.pdf. 
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provide.  As a result, no party can test whether SDG&E’s claim that a funding gap exists, 1 

and the record contains no evidence supporting it.   2 

SDG&E refuses to provide discovery responses about how it calculates its revenue 3 

requirement.  Additionally, SDG&E provides no means of verifying how its proposed 4 

budgets translate to the revenue requirement that ratepayers would pay, and it withholds 5 

the data underlying the claimed GRC funding shortfall that serves as the premise for its 6 

standalone funding request.  Because SDG&E does not demonstrate that its proposed 7 

budget and resulting revenue requirement are just and reasonable, the Commission should 8 

reject SDG&E’s request.   9 

C. If the Commission Adopts a Rate in this Application, It Should 10 
Order SDG&E to Reallocate Existing Authorized Funding and 11 
Request Any Additional Demand Flexibility Funding in Its 12 
General Rate Case. 13 

If the Commission decides to adopt a dynamic rate in this proceeding, it should 14 

not authorize new incremental funding to SDG&E.  SDG&E fails to show that existing 15 

authorized funding for marketing, customer support staff, billing system operations, and 16 

capital investments cannot be reallocated.  The Commission should order SDG&E to use 17 

previously authorized funds and present any truly incremental demand flexibility request 18 

in its next GRC Phase I application.  For EM&V specifically, the Commission should 19 

require SDG&E to repurpose funding previously authorized in D.23-11-006 for the 20 

DERP.  Since the pilot has no participants, it cannot have performed the bulk of its 21 

forecasted evaluation work, and approximately $501,259 should remain available for 22 

reallocation.   23 

Finally, the Commission should reject SDG&E’s attempt at single-issue 24 

ratemaking.45  SDG&E seeks incremental revenue requirements spanning ten years, but 25 

this type of multi-year funding belongs in a GRC, where it can be scrutinized against 26 

SDG&E’s total authorized revenue requirement.  SDG&E itself argued that litigating 27 

 
45 Single-issue ratemaking refers to adjusting rates for a discrete cost or revenue requirement outside a 
GRC, rather than evaluating those costs/revenue requirements together with a utility’s broader GRC 
application. 
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these costs alongside its upcoming GRC would create “procedural overlap and wasted 1 

resources.”46  Therefore, the most efficient path forward would be to evaluate any 2 

demand flexibility funding in SDG&E’s next GRC.   3 

III. COST RECOVERY (Witness: Christopher Hogan) 4 
A. Capped, One-Way Balancing Account Treatment for SDG&E’s 5 

DFR Proposal Prevents a Ratepayer-Funded Blank Check. 6 
The Commission should deny SDG&E’s incremental cost recovery request with 7 

two-way balancing account treatment because SDG&E fails to support its asserted need.  8 

Instead, SDG&E should use the approved ratepayer funds it already received to 9 

implement this rate from SDG&E’s 2024 GRC Phase 1 decision.47  In fact, the California 10 

State Auditor specifically warned the Commission that cost recovery applications, such 11 

as this Application, provide the opportunity for double recovery of costs already 12 

approved in GRC Phase 1 applications.48  The Commission should consider any requests 13 

for additional ratepayer funds to implement the DFR in SDG&E’s future GRC Phase 1 14 

applications, instead of through separate cost recovery applications and two-way 15 

balancing account adjustments.   16 

However, if the Commission adopts an incremental revenue increase to support 17 

DFR implementation, the Commission should also adopt one-way balancing account 18 

treatment with a 10% cost overrun margin, to track implementation costs for the DFR and 19 

protect ratepayers from cost overruns.  Further, rejecting SDG&E’s proposed two-way 20 

balancing account treatment49 aligns with the Commission’s decision in Sempra’s 2024 21 

 
46 See Appendix B, Attachment 5, CALPA-DR-16_SDGE Response.pdf, question 1, part a. 
47 See Section II.C. of this chapter for more discussion. 
48 See Appendix B, Attachment 9, California State Auditor Report 2022-115, Electricity and Natural Gas 
Rates: The California Public Utilities Commission and Cal Advocates Can Better Ensure That Rate 
Increases Are Necessary, August 2023, at 41, available at, 
https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf, accessed June 29, 2026 (“Moreover, there is 
risk that a utility may attempt to include activities in a cost recovery application that are the same as those 
it already included in a general rate case application, thus passing on the same costs to customers twice.”). 
49 SDGE-08, at 1, lines 11-14. 

https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf
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GRC 1,50  and provides the Commission with an opportunity to uphold its commitment to 1 

ratepayer affordability.51  One-way balancing account treatment prevents ratepayers 2 

paying for cost overruns52 and provides SDG&E with a financial incentive to prudently 3 

manage ratepayer funds instead.  SDG&E’s two-way balancing account treatment 4 

proposal53 allows SDG&E to recover excessive implementation cost overruns from 5 

ratepayers54 with minimal Commission oversight.55   6 

1. One-way balancing account treatment provides SDG&E 7 
full recovery of its approved implementation costs with 8 
appropriate cost controls. 9 

Adopting one-way balancing account treatment with a 10% cost overrun margin to 10 

track DFR implementation costs provides numerous benefits over SDG&E’s proposal for 11 

two-way balancing account treatment.  A one-way balancing account caps the costs a 12 

utility can record and recover in the account.  A margin can be added to the account to 13 

move the cap higher to account for cost overruns.  Adopting a one-way balancing account 14 

with a 10% cost overrun margin allows SDG&E to recover the approved revenue to 15 

 
50 D.24-12-074, at 7 (“The Commission also denies requests for two-way balancing accounts.  The 
decision converts some existing accounts to one-way balancing accounts to incentivize better cost 
controls and more efficient operations to protect ratepayers from future cost recoveries due to 
undercollection.”). 
51 Pub. Util. Code §739(d)(2) (“In establishing residential electric and gas rates, including baseline rates, 
the commission shall ensure that the rates are sufficient to enable the electrical corporation or gas 
corporation to recover a just and reasonable amount of revenue from residential customers as a class, 
while observing the principle that electricity and gas services are necessities, for which a low affordable 
rate is desirable and while observing the principle that conservation is desirable in order to maintain an 
affordable bill.”). 
52 D.24-12-074, at 25 (“One-way accounts track actual expenses up to an amount authorized for recovery 
by the Commission. A utility is required to refund to customers any difference between the amount 
authorized for recovery in rates and the actual recorded expense, if the actual recorded expenses are 
less.”). 
53 SDGE-08, at 1, lines 11-14. 
54 D.24-12-074, at 25-26. 
55 D.24-12-074, at 850 (“Based on the evidence and arguments, the Commission finds that liberal use of 
two-way balancing accounts, which often ensure cost recovery from ratepayers with limited 
reasonableness reviews, disincentivizes utilities including SoCalGas and SDG&E from controlling their 
costs through efficient operations and protecting ratepayers from future cost recoveries due to 
undercollection.”). 
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implement the DFR, up to the 10% revenue margin to cover any truly unforeseen 1 

implementation costs, and returns any unspent funds to ratepayers.56  In contrast, two-2 

way balancing account treatment would also allow SDG&E to recover theoretically 3 

unlimited cost overruns for DFR implementation from ratepayers57 which provides no 4 

financial incentive for SDG&E to prudently manage ratepayer funds.  Thus, one-way 5 

balancing account treatment would provide SDG&E with full cost recovery to implement 6 

the DFR predicated on SDG&E’s prudent management of its spending and business 7 

operations.   8 

2. SDG&E’s experience implementing rates should result in 9 
DFR implementation cost forecasts that would not 10 
underestimate SDG&E’s spending. 11 

The Commission should also adopt one-way balancing account treatment with a 12 

10% cost overrun margin because this method holds SDG&E financially responsible for 13 

implementation cost forecasts for its own DFR proposal.  SDG&E’s experience 14 

implementing dynamic and non-dynamic rates as an electric utility should provide the 15 

requisite expertise to reasonably forecast DFR implementation costs.  While SDG&E 16 

fails to provide sufficient support for its proposed budget, discussed in sections above, it 17 

should have sufficient experience to not underestimate its proposed costs. 18 

 
56 D.20-09-021, Decision Approving Essential Usage Study and Budget, September 28, 2020, at 20-21.  
The Commission described its approved capped one-way balancing account treatment for the Essential 
Usage Study (EUS) costs as, “Such a balancing account only allows the large electrical corporations to 
recover their actual EUS expenditures in rates up to the cap imposed by this decision.  If the one-way 
capped balancing account records EUS expenditures in excess of the cap established by this decision, then 
those expenditures may not be recovered in rates.” 
57 D.24-12-074, at 25-26 (“Such accounts [Two-way balancing accounts] can be adjusted up or down.  If 
actual recorded expenses are more (or less) than already reflected in rates, a rate increase (or decrease) is 
applied in order to bring the account balance to zero.”). 
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In addition to the numerous tier58 and time-of-use59 based rates SDG&E 1 

previously implemented, SDG&E’s direct experience implementing the DERP60 should 2 

provide SDG&E with sufficient, additional experience to forecast implementation costs 3 

for other dynamic rates.  SDG&E’s experience means that it is unlikely to underestimate 4 

the costs associated with its proposal and therefore, two-way balancing account treatment 5 

is unnecessary.  The Commission should adopt one-way balancing account treatment 6 

with a 10% cost overrun margin as reasonable.   7 

3. One-way balancing account treatment appropriately 8 
holds SDG&E, and not ratepayers, financially responsible 9 
for SDG&E’s own business decisions. 10 

One-way balancing account treatment reasonably caps the amount of additional 11 

ratepayer funds needed for DFR implementation.  A hard cap prevents additional funding 12 

requests resulting from SDG&E significantly under-forecasting its own business activity 13 

costs and other imprudent business operations.61  In other words, one-way balancing 14 

account treatment acts as a ratepayer protection mechanism against incorrectly forecasted 15 

implementation costs and also incentivizes SDG&E to control its business costs through 16 

 
58 D.15-07-001, Decision on Residential Rate Reform for Pacific Gas and Electric Company, Southern 
California Edison Company, and San Diego Gas & Electric Company and Transition to Time-of-Use 
Rate, Table: Approved Glidepath for Tier Consolidation (SDG&E), July 13, 2015, at 293.  See also 
D.21-03-003, Decision Concerning Adjustment of the High Usage Charge for the Large Electrical 
Corporations, March 8, 2021, at 38, Ordering Paragraph 1.  D.15-07-001 approved a gradual reduction in 
the number of tiers for SDG&E’s tier electric rate, from four tiers to two tiers and a super user energy 
charge (High Usage Charge or HUC) which functionally served as a third tier.  Six years later, 
D.21-03-003 eliminated the HUC as well. 
59 SDG&E implemented at least eight residential TOU rates since the year 2000, including TOU-DR, 
DR-SES, EV-TOU, EV-TOU-2, EV-TOU-5, TOU-DR1, TOU-DR2, and TOU-ELEC. SDG&E’s Historic 
Residential Rates, available at 
https://tariffsprd.sdge.com/sdge/historical/?utilId=SDGE&bookId=ELEC&sectId=ELEC-
SCHEDS&tarfRateGroup=Residential%20Rates, accessed June 29, 2026. 
60 SDGE-01, at 11, lines 14-15. 
61 D.24-12-074, at 850 (“Based on the evidence and arguments, the Commission finds that liberal use of 
two-way balancing accounts, which often ensure cost recovery from ratepayers with limited 
reasonableness reviews, disincentivizes utilities including SoCalGas and SDG&E from controlling their 
costs through efficient operations and protecting ratepayers from future cost recoveries due to 
undercollection.”). 

https://tariffsprd.sdge.com/sdge/historical/?utilId=SDGE&bookId=ELEC&sectId=ELEC-SCHEDS&tarfRateGroup=Residential%20Rates
https://tariffsprd.sdge.com/sdge/historical/?utilId=SDGE&bookId=ELEC&sectId=ELEC-SCHEDS&tarfRateGroup=Residential%20Rates
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efficient business operation decisions.62  In contrast, SDG&E’s two-way balancing 1 

account treatment proposal would allow SDG&E to spend more than its Application 2 

forecasted for DFR implementation, and recover 100% of the difference from ratepayers 3 

with minimal oversight.63  Further, excessive cost overruns due to imprudent business 4 

decisions64 such as unreasonable allocation of labor, duplicative computer hardware and 5 

software purchases,65 or booking disallowable costs66 could also be recovered from 6 

ratepayers with minimal oversight.   7 

Approval of balancing account treatment should only occur for difficult-to-predict 8 

costs such as procuring electricity that could change due to a number of external 9 

factors.67  Thus, the Commission should utilize this opportunity to continue to protect 10 

 
62 D.24-12-074, at 850 (“Based on the evidence and arguments, the Commission finds that liberal use of 
two-way balancing accounts, which often ensure cost recovery from ratepayers with limited 
reasonableness reviews, disincentivizes utilities including SoCalGas and SDG&E from controlling their 
costs through efficient operations and protecting ratepayers from future cost recoveries due to 
undercollection.”). 
63 D.24-12-074, at 25-26 (“Two-way accounts track actual expenses compared to an amount authorized 
for recovery by the Commission.  Typically, these accounts are ongoing and do not have a definitive end 
date.  Such accounts can be adjusted up or down.  If actual recorded expenses are more (or less) than 
already reflected in rates, a rate increase (or decrease) is applied in order to bring the account balance to 
zero.”). 
64 D.24-12-074, at 850 (“Based on the evidence and arguments, the Commission finds that liberal use of 
two-way balancing accounts, which often ensure cost recovery from ratepayers with limited 
reasonableness reviews, disincentivizes utilities including SoCalGas and SDG&E from controlling their 
costs through efficient operations and protecting ratepayers from future cost recoveries due to 
undercollection.”). 
65 See Appendix B, Attachment 9, California State Auditor Report 2022-115, Electricity and Natural Gas 
Rates: The California Public Utilities Commission and Cal Advocates Can Better Ensure That Rate 
Increases Are Necessary, August 2023, at 41, available at 
https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf, accessed June 29, 2026 (“Moreover, there is 
risk that a utility may attempt to include activities in a cost recovery application that are the same as those 
it already included in a general rate case application, thus passing on the same costs to customers twice.”). 
66 D.24-12-074, at 7.  The Commission highlighted Sempra previously charging ratepayers for 
disallowable costs in Sempra’s 2024 GRC Phase 1 decision by stating, “The decision highlights a pattern 
of misclassification of costs at Sempra Utilities, where the company has charged ratepayers for lobbying, 
political activities, and expenses related to outside legal firms.  These costs have been improperly booked 
as above-the-line expenses when forecasting future costs.” 
67 See Appendix B, Attachment 10, California State Auditor Report 2022-115, Electricity and Natural Gas 
Rates: The California Public Utilities Commission and Cal Advocates Can Better Ensure That Rate 
Increases Are Necessary, August 2023, at 3, available at 
https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf, accessed June 29, 2026.  (“Utilities use 
 

https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf
https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf


 

3-16 

ratepayers from excessive rate increases as the Commission accomplished in Sempra’s 1 

2024 GRC I decision by denying the creation of new two-way balancing accounts and 2 

converting existing two-way balancing accounts to one-way balancing accounts.68   3 

B. PPP Rate Recovery for SDG&E’s DFR Proposal Reasonably 4 
Recovers Costs Intended to Benefit All Customers. 5 

If the Commission adopts a dynamic rate in this application and additional 6 

ratepayer funds for implementation, the Commission should also adopt SDG&E’s 7 

proposal to recover the implementation costs for the DFR through the Public Purpose 8 

Program (PPP) rate component.69  SDG&E’s PPP rate currently recovers implementation 9 

costs for other programs with the similar goals of supporting decarbonization and grid 10 

reliability such as energy efficiency70 and Flex Alert programs.71  Thus, the Commission 11 

should adopt SDG&E’s proposal to recover DFR implementation costs through the PPP 12 

rate component that also recovers costs for similar programs.   13 

1. The Commission intends for dynamic rates to benefit all 14 
customers through increased decarbonization and grid 15 
reliability. 16 

The Commission’s objectives for demand flexibility policies and rates coincide 17 

with the goals of programs already recovered in PPP rates.  Specifically, the Commission 18 

intends for demand flexibility rates to further enhance the reliability of California’s 19 

 
balancing accounts to track variable costs—such as the cost of procuring electricity or the cost of wildfire 
mitigation—that may be difficult to predict and may require midcycle rate adjustments.”). 
68 D.24-12-074, at 7 (“The Commission also denies requests for two-way balancing accounts. The 
decision converts some existing accounts to one-way balancing accounts to incentivize better cost 
controls and more efficient operations to protect ratepayers from future cost recoveries due to 
undercollection.”). 
69 SDGE-01, at 20, lines 13-14. 
70 See Appendix B, Attachment 11, A.25-04-014, Application of San Diego Gas & Electric Company (U 
902-M) to Revise its 2024-2031 Energy Efficiency Rolling Portfolio Business Plan, April 25, 2025, 
at 4 (“Energy Efficiency programs are subsidized by all customers through the Public Purpose Program 
(PPP) rates, even though only a small portion of customers directly utilize these programs.”). 
71 D.21-03-056, Decision Directing Pacific Gas and Electric Company, Southern California Edison 
Company, and San Diego Gas & Electric Company to Take Actions to Prepare for Potential Extreme 
Weather in the Summers of 2021 and 2022, March 25, 2021, at 79, Conclusion of Law 2. 
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electric system, reduce greenhouse gas emissions, and enable widespread electrification 1 

of buildings and transportation.72  Energy efficiency programmatic costs recovered 2 

through the PPP rate supports grid reliability goals from enabling peak demand energy 3 

savings and greenhouse gas reduction benefits from supporting energy savings at all 4 

hours of the day.73  Energy savings from energy efficiency programs also promote 5 

building and vehicle electrification adoption because the same electrification 6 

technologies can operate at a lower cost due to the reduced electricity needs.  The PPP 7 

also recovers Flex Alert media campaign costs74 that educates and informs customers 8 

when there is a lack of energy supplies and they should conserve usage.75  The 9 

Commission adopted the Flex Alert media campaign to “encourage ratepayers to 10 

voluntarily reduce demand during moments of a stressed grid in California,”76 which 11 

coincides with the DFR goal of increasing grid reliability.77   12 

2. Unbundled participants and non-participants would reap 13 
any materialized benefits from the DFR. 14 

If the Commission adopts a dynamic rate in this proceeding, and the intended 15 

participant benefits materialize, unbundled participants taking generation service from 16 

CCAs will also reap those benefits.  The amount of benefits that San Diego Community 17 

Power and Clean Energy Alliance (Joint CCAs) customers can directly receive depends 18 

on whether the Joint CCAs choose to participate.  If the Joint CCAs choose to participate 19 

 
72 D.25-08-049, Decision Adopting Guidelines for Pacific Gas and Electric Company, Southern 
California Edison Company, and San Diego Gas & Electric Company on Demand Flexibility Rate Design 
Proposals, at 4. 
73 D.21-05-031, Assessment of Energy Efficiency Potential and Goals and Modification of Portfolio 
Approval and Oversight Process, May 20, 2021, at 1.  When describing the adopted Total System Benefit 
metric which measures the benefits of energy efficiency, D.21-05-031 details the benefits of energy 
efficiency as “First, the decision adopts a new metric, called Total System Benefit, which combines and 
optimizes the energy and peak demand savings goals, along with greenhouse gas benefits of energy 
efficiency, into one metric that can be forecasted and tracked.” 
74 D.21-03-056, at 79, Conclusion of Law 2. 
75 D.21-03-056, at 63, Finding of Fact 8. 
76 D.21-03-056, at 2. 
77 D.25-08-049, at 4. 
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and complete the necessary joint work with SDG&E, the Joint CCAs could provide their 1 

own unbundled customers with dynamic generation rates.  Additionally, if the Joint 2 

CCAs choose to adopt dynamic rates, SDG&E’s work to enable dynamic rates in its 3 

billing systems is necessary for Joint CCA implementation.   4 

However, even if the Joint CCAs choose not to participate, or SDG&E and the 5 

Joint CCAs fail to perform the necessary joint work, the Joint CCAs’ customers will still 6 

receive direct benefits by having the option to enroll in dynamic flexibility transmission 7 

and distribution (transmission and distribution collectively referred to as “delivery”) 8 

rates.  Enrolling in only the delivery dynamic flexibility rates will still allow the Joint 9 

CCAs’ customers to manage their bills by shifting load to hours with reduced dynamic 10 

flexibility delivery rates.   11 

IV. CONCLUSION 12 
The Commission should reject SDG&E’s unsupported request for incremental 13 

funding and instead reallocate existing funding for DFR implementation.  The 14 

Commission should also direct SDG&E to make any further DFR implementation 15 

funding requests in its future GRC I applications.  However, if the Commission approves 16 

incremental ratepayer funding for DFR implementation costs in this proceeding, the 17 

Commission should also adopt Cal Advocates’ DFR implementation cost recovery 18 

proposal.  Incremental DFR implementation cost tracking should occur using one-way 19 

balancing account treatment with a 10% cost overrun margin to provide SDG&E with 20 

financial incentives to manage its implementation costs, and implementation cost 21 

recovery should occur through the PPP rate component which fairly allocates 22 

implementation costs to ratepayers.   23 
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QUALIFICATIONS AND PREPARED TESTIMONY 1 
OF 2 

CHRISTOPHER HOGAN 3 
Q.1  Please state your name and address. 4 
A.1  My name is Christopher Hogan, and my business address is 505 Van Ness 5 

Avenue, San Francisco, California, 94102. 6 
 7 
Q.2  By whom are you employed and what is your job title? 8 

A.2  I am employed by the Public Advocates Office at the California Public Utilities 9 
Commission and my job title is Public Utilities Regulatory Analyst. 10 

 11 
Q.3  Please describe your educational and professional experience. 12 
A.3  I graduated from California State University East Bay, in Hayward California with 13 

a Master of Science degree in Statistics and a Bachelor of Science degree in 14 
Statistics and Economics.  I have been employed by Cal Advocates for more than 15 
nine years.  In my experience at Cal Advocates, I have submitted testimony and 16 
participated in Southern California Edison Company’s (SCE) consolidated 17 
Dynamic Rate Applications (A. 24-06-014 and A.24-12-008), SCE’s 2025 General 18 
Rate Case Phase II Application (A.24-03-019), San Diego Gas & Electric 19 
Company’s (SDG&E) 2024 GRC Phase II Application (A.23-01-008), SCE’s 20 
2021 GRC Phase II (A.20-10-012), Pacific Gas and Electric Company’s (PG&E) 21 
2020 GRC Phase II (A.19-11-019), SDG&E’s 2019 GRC Phase II (A.19-03-002), 22 
Phase 2A of PG&E’s and SCE’s 2018 Rate Design Window Proceeding 23 
(consolidated as A.17-12-011), and SCE’s 2018 GRC Phase II (A.17-06-030).   24 

Q.4  What is your area of responsibility in this proceeding? 25 
A.4  My area of responsibility in this proceeding is focused on Cost Recovery. 26 
 27 
Q.5  Does that complete your prepared testimony? 28 
A.5     Yes. 29 
  30 
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QUALIFICATIONS AND PREPARED TESTIMONY 1 
OF 2 

KA HO “JAMES” LAU 3 
Q.1  Please state your name and address. 4 
A.1  My name is Ka Ho “James” Lau, and my business address is 320 4th St., 5 

Los Angeles, California, 90013. 6 
 7 
Q.2  By whom are you employed and what is your job title? 8 

A.2  I am employed by the Public Advocates Office at the California Public Utilities 9 
Commission and my job title is Public Utilities Regulatory Analyst. 10 

 11 
Q.3  Please describe your educational and professional experience. 12 
A.3  I have a Bachelor of Science in Business Administration from the Haas School of 13 

Business at the University of California, Berkeley.  I have been employed by the 14 
Public Advocates Office, in Electricity Pricing and Consumer Programs Branch 15 
since January of 2024.  My work at the Commission includes review and analysis 16 
of General Rate Cases for energy utilities, analysis pertaining to wildfire costs, 17 
disconnections, and low-income assistance programs.  I have worked on Southern 18 
California Edison’s GRC II, the Commission’s proceedings on disconnections, 19 
and Pacific Gas and Electric Company’s GRC II.  I previously worked as an 20 
investment banking financial analyst in dispute resolution and financial valuation.   21 

Q.4  What is your area of responsibility in this proceeding? 22 
A.4  My area of responsibility in this proceeding is focused on Revenue Requirement. 23 
 24 
Q.5  Does that complete your prepared testimony? 25 
A.5  Yes. 26 
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ATTACHMENT 1: 2025 DERP Non-Participant Survey Report at 1, 7-11, 24
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ATTACHMENT 2: Attachment C - Detailed from CALPA-DR-2_SDGE Response.pdf 
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ATTACHMENT 3: CALPA-DR-17_SDGE Response.pdf 
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ATTACHMENT 4: CALPA-DR-08_SDGE Response.pdf
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ATTACHMENT 5: CALPA-DR-16_SDGE Response.pdf
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ATTACHMENT 6: PG&E Advice Letter (AL) 6495-E, at 4.   
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ATTACHMENT 7: Email correspondence between Cal Advocates and SDG&E 
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ATTACHMENT 8: CALPA-DR-14_SDGE Response.pdf
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ATTACHMENT 9: California State Auditor Report, Page 41 Excerpt1 

 

 
1 California State Auditor Report 2022-115, Electricity and Natural Gas Rates: The California Public 
Utilities Commission and Cal Advocates Can Better Ensure That Rate Increases Are Necessary, August 
2023, at 41, retrieved from, https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf, accessed June 
29, 2026. 

https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf
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ATTACHMENT 10: California State Auditor Report, Page 3 Excerpt2 

 

 
2 California State Auditor Report 2022-115, Electricity and Natural Gas Rates: The California Public 
Utilities Commission and Cal Advocates Can Better Ensure That Rate Increases Are Necessary, August 
2023, at 3, retrieved from, https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf, accessed June 29, 
2026. 

https://information.auditor.ca.gov/pdfs/reports/2022-115.pdf
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ATTACHMENT 11: Excerpt of SDG&E’s Application to Revise its 2024-2031 
Energy Efficiency Rolling Portfolio Business Plan3 

 

 
3 A.25-04-014, Application of San Diego Gas & Electric Company (U 902-M) to Revise its 2024-2031 
Energy Efficiency Rolling Portfolio Business Plan, Apri 25, 2025, at 4. 
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