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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Application of Pacific Gas and Electric
Company for Authority, Among Other Things,

to Increase Rates and Charges for Electric and Application 09-12-020

Gas Service Effective on January 1, 2011. (Filed December 21, 2009)
(U 39 M)

Order Instituting Investigation on the

Commission's Own Motion into the Rates, 1.10-07-027

Operations, Practices, Services and Facilities (Filed July 29, 2010)

of Pacific Gas and Electric Company.

OPENING BRIEF OF
PACIFIC GAS AND ELECTRIC COMPANY
ON RATEMAKING TREATMENT OF PG&E’S RETIRED METERS

I. INTRODUCTION

Pursuant to the Ruling of Administrative Law Judge (ALJ) David Fukutome dated
October 25, 2010, Pacific Gas and Electric Company (PG&E or the Company) hereby submits
its Opening Brief on the ratemaking treatment to be applied to PG&E’s retired electromechanical
meters, removed as a result of PG&E’s SmartMeter program. This is the only issue left
unresolved by the Settlement Agreement filed in this proceeding by PG&E and 16 other settling
parties (the Settling Parties) on October 15, 2010. In Section 3.9(d) of the Settlement
Agreement, the Settling Parties agreed to brief this issue separately for the decision of the

California Public Utilities Commission (CPUC or Commission).

1L EXECUTIVE SUMMARY

In PG&E’s 2011 General Rate Case (GRC) Application (A.) 09-12-020, PG&E requests
recovery of the unamortized investment associated with the electromechanical meters that it

expects to retire as a result of implementing its SmartMeter program.¥ PG&E’s request for a

Y PG&E-2, p. 10-3.
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return on its unamortized investment follows the ratemaking treatment adopted by the
Commission in both of PG&E’s SmartMeter proceedings (A.05-06-028, the “Initial AMI
Proceeding” and A.07-12-009, the “Upgrade Proceeding”), which resulted in Decision
(D.) 06-07-027 (the “AMI Decision™) and D.09-03-026 (the “Upgrade Decision™). %

TURN opposes this request on the grounds that PG&E should not receive rate base
recovery for meters that are no longer “used and useful” for utility service.¥ However, it appears
that TURN’s opposition may be attributable to misunderstanding of key accounting principles.¥

Regardless of the basis of TURN’s opposition, the Commission should reject TURN’s
argument as an improper attack on the Commission’s prior decisions inthe Initial AMI and
Upgrade Proceedings. Both of these proceedings adopted PG&E’s ratemaking proposal to treat
the retirements of the electromechanical meters with equal and offsetting entries to gross plant
and the depreciation reserve, so that there would be no change to net plant (i.e., rate base).
PG&E’s adopted proposal also provided that it would then recover the unamortized costs over
time consistent with group accounting rules.

Furthermore, even if the Commission had not previously addressed this issue — which it
has — the Commission should reject TURN’s argument for the following four reasons.

First, in the Initial AMI and Upgrade Proceedings, the Commission adopted an
“incremental cost-benefit analysis” to determine whether the new meters should be installed.
This approach essentially asked: Will the new meters pay for themselves on an incremental
ratemaking basis (i.e., considering only those costs that change on account of implementation)?
Under status-quo ratemaking, the old meters would have continued to be depreciated and
included in rate base. To justify the programs, however, PG&E was asked to show that the
benefits exceeded the costs to customers on a Present Value of Revenue Requirement (PVRR)

basis. PG&E did this by using an incremental analysis (i.e., changes in revenue requirements

2/ AMI stands for Advanced Metering Infrastructure. PG&E’s AMI program is known as the SmartMeter
program.
3/ TURN-10,p. 9.
4/ Tr. Vol. 27, pp. 3498 to 3507, TURN/Finkelstein.
-2
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resulting from implementation) to determine potential costs and benefits, as well as projected
customer rates.

Had ratepayers been entitled to an additional ratemaking benefit from the treatment of
the old meters (such as the revenue requirement reduction from taking the meters out of rate
base, as TURN now proposes), such a benefit should have been considered an incremental
benefit for customers from implementing the program, with rates adjusted accordingly. No
party, including TURN, ever made such a proposal. Because the benefits and rates associated
with the SmartMeter program were not adjusted based on the reduced revenue requirement of
taking the electromechanical meters out of rate base, this is further evidence that the Commission
understood that the electromechanical meters would remain in rate base.

Second, TURN’s proposal is logically inconsistent with the premise, explicitly
acknowledged in the Decisions and implicitly recognized throughout the proceedings, that the
utilities would recover all of their costs, subject to specific risk parameters. These specific risk
parameters were hotly contested by both DRA and TURN and were the basis for determining the
utilities’ financial exposure in the event there were cost overruns during implementation. Given
the substantial controversy over utility financial exposure on implementation matters that were at
least subject to some control by the utility, it is illogical for anyone to now suggest that PG&E
should lose $44 million per year (and more than $200 million overall) regardless of how PG&E
implements the program. Just as ratepayers were not to receive an incremental benefit by
removing unrecovered costs from rate base upon implementation, neither were shareholders to
bear a significant loss for implementing Commission policy.

Third, TURN’s proposal is contrary to the Commission’s treatment of special tax benefits
derived from the accelerated retirement of the old meters. In its cost-benefit analysis in the AMI
Proceedings, the Commission explicitly recognized these benefits, which the utility had used to
reduce rate base (i.e., financing costs) in analyzing ratepayer benefits. TURN’s proposal in the
GRC that the utilities should now be barred from recovering their financing costs of these retired

meters, when the accelerated tax benefits associated with an early write-off of those same costs

SB GT&S 0761593



were to be used to lower ratepayers’ financing costs, is fundamentally inconsistent and is
contradicted by the Commission’s treatment of these accelerated tax benefits.

And finally, even if the Commission were to ignore its precedent and analysis in the
Initial AMI and Upgrade Proceedings, the Commission should reject TURN’s argument on
public policy grounds, because adopting TURN’s after-the-fact proposal would discourage
utilities from embracing other technological change that would displace utility equipment and
diminish confidence in fair regulation that is essential for utilities to commit and raise long-term

capital to serve customers.

III. PROCEDURAL HISTORY?

On December 21, 2009, PG&E filed its 2011 GRC Application. Among other things,
PG&E requested to amortize the costs of the electromechanical meters that it expects to retire as
part of implementing its AMI program.¢

On May 19, 2010, intervenors served their testimony. TURN was the only party to
dispute the ratemaking treatment for PG&E’s electromechanical meters. TURN argued that,
because PG&E’s electromechnical meters are no longer “used and useful” for utility service, the
Commission should “direct PG&E to remove its $432 million of removed meters from rate
base.”?

On June 4, 2010, PG&E served its rebuttal testimony. On the meter issue, PG&E argued

that TURN’s recommendation was inconsistent with prior Commission decisions in the AMI and
Upgrade Proceedings, which adopted PG&E’s proposal that, as to the replaced meters, there

would be “reduction[s] to plant of the original cost installed with an equal and offsetting entry to

accumulated depreciation” so there would be no change to “net book value” (i.e., rate base), and

5/ A more detailed and generic Procedural History is provided on pages 4-6 of the Motion for Adoption of
Settlement Agreement, filed October 15, 2610. This Opening Brief focuses on the procedural history
related to the electromechanical meters issue.

6/ PG&E-2, p. 10-3.
7 TURN-10, p. 9.

SB GT&S 0761594



that “[b]ecause of the group depreciation accounting used by PG&E, any un-recovered plant
investment will be recovered over the average life of the depreciation group.”?

On July 6, 2010, PG&E submitted errata reducing the unrecovered meter costs from $432
million to $341 million.2 This adjustment reflected PG&E’s agreement with TURN that cost of
removal should not be recorded in this GRC balance of unrecovered meter costs. 1Y

In late July 2010 and continuing during the months thereafter, parties engaged in
settlement discussions. On October 15,2010, PG&E and the other Settling Parties executed a
Settlement Agreement and jointly filed a Motion requesting approval of the Settlement
Agreement. Section 3.9(b) of the Settlement Agreement provides for a $44 million reduction in
revenue requirement to reflect TURN’s position to allow no rate of return on undepreciated
electric and gas meters replaced by SmartMeter devices, with the understanding that the parties
will brief the issue for the Commission’s decision. The Settlement Agreement also provides that,
if PG&E prevails on the issue, the test year revenue requirement will be increased accordingly,
effective January 1, 2011.

On October 25, 2010, ALJ Fukutome directed parties to file their opening briefs on this
issue no later than October 29, 2010. This Opening Brief is thus timely filed. Reply briefs on

this issue are due on November 15, 2010.

1IV.  LEGAL STANDARD OF PROOF

The Commission is charged with the responsibility of ensuring that all rates demanded or
received by a public utility are just and reasonable. XY As the applicant, PG&E must meet the
burden of proving by a preponderance of evidence that it is entitled to the relief it is seeking in

this proceeding. ¥

8/ PG&E-18 v2, p. 8-14, quoting testimony from PG&E’s SmartMeter Upgrade application (A.07-12-009), as
adopted by D. 69-03-026.
9/ PG&E-28, p. (ii) and p. 28-2. .

10/ See TURN-10, p 10, lines 1-7, regarding removal costs.
1/ Public Utilities Code Sections 451 and 454.
12/ Southern California Edison’s 2009 GRC Decision D.09-03-025, mimeo, p. 8.

-5-
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As described in detail below, PG&E has met its burden of proof by demonstrating that its
proposed treatment of the electromechanical meters is consistent with the Commission’s

decisions and analysis in the Initial AMI and Upgrade Proceedings, and is in the public interest.

V. TURN’S ARGUMENT IS AN IMPERMISSIBLE ATTACK ON THE

COMMISSION’S PRIOR AMI DECISIONS.

PG&E’s GRC Application proposes to treat the retirements of the electromechanical
meters based on its proposals in the Initial AMI and Upgrade proceedings; that is, the meters will
remain in rate base and be recovered in rates over a life reflective of meters as a depreciation
group.’ This is exactly the ratemaking treatment adopted by the Commission in the Initial AMI
Decision and the Upgrade Decision. The Commission should therefore reject TURN’s argument
regarding the ratemaking treatment for PG&E’s electromechanical meters because it has already
been decided by the Commission in two prior cases in which TURN was an active participant.

PG&E’s Initial AMI application was filed pursuant to various orders and rulings of the
Commission emanating from an ongoing rulemaking process — OIR 02-06-001 — involving
numerous active parties, including TURN. Assigned Commissioner Peevey directed this
rulemaking (“I am resolved that AMI will be the principal focus of our efforts ...”)¥, which
ultimately directed the utilities to file applications setting forth an AMI proposal 2
A ruling from Commission Peevey and ALJ Michelle Cooke in November 2004 provided

that the utilities should include, among other things, the following information in their upcoming

AMI applications:

A clear description of the assumptions regarding accelerated cost
recovery, ratebase, and tax treatment of existing metering and
communication systems that would be replaced under the utility’s
proposed deployment of advanced metering infrastructure 2¢

13/ PG&E-2, p. 10-3,118 top. 10-4,19.

14/ Assigned Commissioner Ruling and Scoping Memo (Phase 2) in R.02-06-001, November 24, 2003mimeo
atp. 5.

15/ Assigned Commissioner and ALJ Ruling in R.02-06-001, November 24, 2004, mimeo at pp. 2-3.

16/ Assigned Commissioner and ALJ Ruling in R.02-06-001, November 24, 2004, mimeo at pp. 3-4 (emphasis
added).
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This express requirement — to address the accounting treatment of the existing meters — is
especially important. This shows that at least as early as 2004, the Commission was aware of the
need to address the accounting treatment of the retired meters, and the Commission placed all
parties on notice that the utilities” AMI applications would be addressing these issues.

In accordance with the directive from Assigned Commissioner Peevey and ALJ Cooke,
PG&E specifically addressed the ratemaking treatment of the electromechanical meters in the

Initial AMI application. PG&E proposed:

3. Retirements of Plant

As the AMI meters are deployed, replaced existing meters will be retired
at their original cost. The retirement of these non-AMI meters is
accomplished through a simple reduction to plant of the original cost
installed with an equal and offsetting entry to accumulated depreciation.
Therefore, there is no impact to the net book value (plant less
accumulated depreciation). Because of the group depreciation
accounting used by PG&E, any un-recovered book investment will be
recovered over the average life of the depreciation group.t”

PG&E’s proposal was contrary to TURN’s current position that rate base should be reduced to
account for the undepreciated component of the electromechanical meters. Rather, as shown in
the above highlighted text, PG&E’s proposal was that rate base (i.¢., net book value) be
unaffected by the retirement.

Importantly, neither TURN nor any other party opposed this aspect of PG&E’s Initial
AMI application. In the AMI Decision, the Commission approved this aspect of PG&E’s

application as follows:

1. Pacific Gas and Electric Company (PG&E) is authorized to deploy the
proposed Advanced Metering Infrastructure (AMI) project as described
and modified by this decision.

2. PG&E’s electric and gas allocation proposals are approved. PG&E
shall file an advice letter in compliance with this decision in not less than
15 days, or more than 30, to implement PG&E’s rate proposals to collect
the revenue requirement and modify its preliminary statements for the gas
and electric departments establishing the gas and electric balancing
accounts as adopted in this decision. The advice letter shall be effective
upon its approval by the Commission.*¥

17/ PG&E-18 v2, pp. 8-13 to 8-14, quoting testimony from PG&E’s Initial AMI application (A.05-06-028),
Exhibit 5, page 5-5 (emphasis added), and incorporated by reference.
18/ D.06-07-027, mimeo, p. 68, Ordering Paragraphs 1 and 2.
-7 -
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In the Upgrade Proceeding, these events were repeated. PG&E again addressed the

ratemaking treatment for the electomechanical meters. Specifically, PG&E stated:

As the new solid state meters are deployed, replaced existing meters will
be retired at their original cost. The retirement of these meters is
accomplished through a simple reduction to plant of the original cost
installed with an equal and offsetting entry to accumulated depreciation.
Therefore, there is no impact to the net book value (plant less
accumulated depreciation). Because of the group depreciation
accounting used by PG&E, any remaining plant investment will be
recovered over the remaining life of the depreciation group.?

Again, this aspect of PG&E’s Upgrade application was unopposed, and the Commission

approved it as follows:

1. Pacific Gas and Electric Company (PG&E) is authorized to proceed
with the proposed SmartMeter Upgrade, subject to the conditions and
costs specified in this decision.

2. PG&E’s general cost recovery proposal is adopted 2

TURN was an active participant in both the Initial AMI and the Upgrade Proceedings and
contributed substantially to the final decisions in both cases.?! Given that PG&E expressly
addressed the issue of the ratemaking treatment to be accorded the electromechanical meters in
both the Initial AMI and Upgrade Proceedings (as the Commission directed), and that TURN
was an active party to both cases, TURN should not be allowed now to re-litigate those issues in
this GRC.

It 1s possible that TURN has sought to revisit this issue once again based on its apparent
misunderstanding of the accounting principles proposed by PG&E and adopted by the CPUC.
In both AMI proceedings, PG&E proposed there would be equal and offsetting entries to gross
plant and the depreciation reserve, resulting in no change to net book value, and that the costs

would be recovered over the average life of the depreciation group. Like all Commission-

regulated utilities, PG&E computes rate base based on net plant, which is determined by taking

19/ PG&E-18 v2, p. 8-14, quoting testimony from PG&E’s AMI Upgrade application (A.07-12-009), Exhibit
PG&E-4, page 5-4 (emphasis added), and incorporated by reference.

20/ D.09-03-026, mimeo, p. 172, Ordering Paragraphs 1 and 2.

21/ See, e.g., D.07-01-012 (granting TURN $179,515 in intervenor compensation for its substantial
contribution to the AMI Decision) and D.10-02-010 (granting TURN $125,170 in intervenor compensation
for its substantial contribution to the Upgrade Decision).

-8-
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the difference between gross plant and the depreciation reserve.2 Under the Commission’s
Standard Practice for recording retirements (SP U-4, p. 5), when an asset is retired under group
accounting, both gross plant and the depreciation reserve are reduced, leaving the ner difference
that determines rate base unaffected.2 This was the rate treatment proposed by PG&E in the
AMI proceedings. As TURN’s witness ultimately conceded during hearings in this GRC, under
the normal rules of group asset accounting, retirements do not impact rate base.2¥ Therefore,
TURN’s recommendation — to now reduce rate base on account of PG&E’s retired
electromechanical meters — is clearly contrary to the ratemaking proposed by PG&E as part of
moving forward with the AMI projects, which the Commission then adopted. TURN’s effort to

have that record reconsidered now, after PG&E has already implemented its AMI Program,

should be rejected.

VI.  TURN’S ARGUMENT IS INCONSISTENT WITH THE COMMISSION’S
ANALYSIS IN THE INITIAL AMI AND UPGRADE PROCEEDINGS.
Notwithstanding the specific resolution on the issue at hand in the Initial AMI and

Upgrade Proceedings, the Commission should also reject TURN’s argument as inconsistent with

the Commission’s extensive analysis in the Initial AMI and Upgrade Proceedings. As discussed

below, TURN’s argument is fundamentally at odds with the detailed cost-benefit analysis
performed for the AMI project, the analysis of shareholder risks, and the evaluation of

accelerated tax benefits.

A. Continued Inclusion Of The Retired Meters In Rate Base Is Consistent With
The Commission’s Economic Analysis Of Incremental Ratepayer Benefits
And Costs In The Initial AMI And Upgrade Proceedings.

Even if the Commission were to determine that the AMI and Upgrade Decisions do not

specifically compel rate base recovery of the electromechanical meters, the Commission should

22/ PG&E-2, pp. 14-5to 14-7.
23/ See PG&E-30, pp. 000005, 000009-000010; See also 18 CFR Subchapter C, Part 101, Electric Plant

Instructions, Item #10 “Additions and Retirements of Electric Plant.”
24/ Tr. Vol. 27,3507: 21 — 25, TURN/Finkelstein.
-9.
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find that TURN’s proposal to remove the retired meters from rate base is inconsistent with the
economic analysis performed in the underlying AMI proceedings.

Both the Initial AMI and Upgrade Proceedings evaluated costs and benefits of the
SmartMeter program on an incremental basis. This was done in accordance with the
Commission’s directives in OIR 02-06-001, which adopted, among other things, a business case
analysis framework for evaluating AMI programs.2 In a July 2004 ruling, Assigned
Commissioner Peevey and ALJ Cooke explained the purpose of this analytical framework as

follows:

The point to adopting the framework is to facilitate comparisons of cost
and benefit estimates between utilities and scenarios, not to decide at this
point, which scenario is best or should be adopted. This procedural
approach is consistent with the November 24, 2003 Scoping Ruling which
stated that “[a]t the conclusion of the working group process, the
Commission should be in a position to issue a template that will result in
the respondent utilities filing applications for authority to implement AMI
and recover its costs.”=

The ruling then provided:

The utilities shall file applications no later than December 15, 2004 that
finalize their analysis described in the attachment and propose a particular
AMI deployment strategy (none, partial, full) and associated justification,
timing, costs, and cost recovery based on the results of their analysis Z

The purpose of these incremental cost-benefit analyses was to see if AMI programs could
be “cost justified” weighing the incremental benefits and incremental costs to customers on a
PVRR basis.2 In this context, incremental meant those costs and benefits that were to change
as a result of the implementation of the AMI program.

The principal incremental economic costs of the Initial AMI and Upgrade programs were

the capital costs of installing the new meters and associated information technology costs.2 The

25/ Assigned Commissioner and ALJ Ruling of July 21, 2004 in R. 02-06-001.

26/ Assigned Commissioner and ALJ Ruling of July 21, 2604 in R. 02-06-001, mimeo at p. 2 (emphasis
added).

27/ Assigned Commissioner and ALJ Ruling of July21, 2004 in R. 02-06-001, mimeo at p. 4 (emphasis
added).

28/ D.09-03-026, mimeo, p. 26.

29/ D.09-03-026, Table 3, Adopted Estimates of Incremental Costs, mimeo, p. 152. D.06-07-027, Table 1,
mimeo, p. 29 Stipulated AMI Project Costs, mimeo, p. 29.

-10 -
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principal incremental benefits were operational and related to the ability of the meters to result in
automated processing of bills, rather than requiring meters to be manually read.2¥

Notably, in the Initial AMI Proceeding, neither the Commission nor any party identified
the elimination of the retired meters from rate base as a possible benefit. In the subsequent
Upgrade Proceeding, again, neither the Commission nor any party identified the elimination of
the retired meters from rate base as a possible benefit.2¥

The extensive incremental analysis of PVRR benetfits in both the AMI Decision and the
Upgrade Decision, as well as the related discussion of revenue requirement changes resulting
from the Upgrade, leaves no doubt that there would be no change in the status quo as to the
ratemaking treatment of the electromechanical meters on account of their retirement from
service.2Z Had it been envisioned, as TURN now argues, that rate base was to be reduced when
the electromechanical meters were removed from service, ratepayers would have received an
incremental benefit (i.e., rate base reduction) from that removal. That is, under TURN’s new
proposal, ratepayers should have seen an incremental benefit from removal of the
electromechanical meters from rate base upon implementation of AMI. The fact that no such
incremental benefit from rate base removal was identified for customers in any rate, revenue
requirement, or PVRR analysis, is conclusive evidence that all parties (including the

Commission) envisioned there would be no such rate base benefit for customers.

B. Continued Inclusion Of The Retired Meters In Rate Base Is Consistent With
The Commission’s Evaluation Of Shareholder Risks From Implementing
The AMI Project.

A substantial portion of both the Initial AMI and Upgrade Proceedings were devoted to a

careful analysis of the risk that sharcholders would bear from implementing the AMI Program.2¥

30/ D.09-03-026, Table 4, Adopted Estimates of Incremental Benefits, mimeo, p. 153; D.06-07-027, Table 2
Stipulated AMI Project Benefits, mimeo, at pp. 30.

31/ D.09-03-026, pp. 26-29.
32/ See D.09-03-026, mimeo, pp. 155-156 (discussion of cost recovery), and pp. 166-167 (discussion of

revenue requirement changes).
33/ See, for example, D.06-07-027, mimeo, pp. 12-15. D.09-03-026, mimeo, pp. 34-88 and 155-156.
-11 -
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The Initial AMI Decision recognized that PG&E was seeking recovery of all of its costs under a
proposal that, if PG&E implemented the AMI Program at the budgeted level, there would be no
prudency review regarding full recovery of its costs.2¥

During the Upgrade Proceeding, PG&E made a similar proposal to avoid prudency
review, provided costs came in under budget. DRA objected to certain aspects of the budget,
arguing that the budget should be reduced. A controversy also arose regarding the ratemaking
treatment of costs associated with interim meters that had been installed in Kern County but had
to be replaced.2¥ In contrast, the ratemaking treatment of PG&E’s electromechanical meters was
undisputed.

The lack of controversy in both proceedings regarding the ratemaking treatment of these
meters made sense because there was no question that the old meters had functioned as intended.
It was only because of technological progress and the Commission’s objective to pursue
demand-side management and advanced metering systems that the old meters were to be
removed. The utilities made clear that they did not envision absorbing any costs, provided they
implemented the program under budget 2

To remove the entire cost of the retired meters from rate base, as TURN now proposes,
would fundamentally alter the ratemaking approach reflected in the AMI and Upgrade Decisions
that formed the basis for PG&E proceeding with AMI implementation. If PG&E implemented
the AMI Program at the budgeted level, there would be no further review or reduction to
PG&E’s costs. In return, sharcholders agreed to bear the risk of any cost overruns. Under
TURN’s proposal, however, the Commission would be forcing PG&E’s shareholders to absorb
the entire financing costs of the meters — involving hundreds of millions of dollars in capital
costs — without just compensation or an opportunity to earn a return on their invested capital.

Accordingly, TURN’s new proposal is not only fundamentally inconsistent with the

Commission’s prior analysis, findings and conclusions, it also contrary to the implicit and

34/ D.06-07-027, mimeo, pp. 13-15.
35/ See D.09-03-026, mimeo, pp. 50-56.
36/ D.09-03-026, mimeo, p. 166.

-12 -

SB GT&S 0761602



explicit understandings regarding shareholder risk from undertaking these Commission initiated

programs.

C. Continued Inclusion Of The Retired Meters In Rate Base Is Consistent With
The Commission’s Evaluation Of Accelerated Tax Benefits In The Upgrade
Decision.

Furthermore, the Commission’s analysis in the Upgrade Decision of tax benefits on early
retirement of the electromechanical meters also compels the conclusion that the retired meters
should continue to be allowed in rate base.ZZ When meters are retired, an immediate tax
deduction is derived based on the remaining tax basis of the meters. The Commission
recognized the incremental tax benefit of early retirement of the meters in D.09-03-026.2

PG&E’s testimony in the Upgrade Proceeding specifically provided that the deferred tax
benefit from early retirement of the meters (creating a rate base reduction) would be reflected as
a revenue requirement offset (this was computed by multiplying the incremental deferred tax
resulting from meter retirement by a pre-tax rate of return).2

It would make no sense, and would be logically inconsistent, for the parties in the
Upgrade Proceeding to expect that PG&E would provide a rate base reduction for an accelerated

write-off of tax basis associated with retired meters, when the underlying costs themselves would

not be included in rate base. Stated otherwise, the Commission could not logically take a rate

37/ D.09-03-026, mimeo, pp. 93-95.
D.09-03-026, mimeo, p. 134.

3

39/ These benefits were described in PG&E’s income tax testimony as follows:

Under the Accelerated Cost Recovery System (ACRS) and MACRS methods (applicable to
property placed in service after 1980), PG&E may claim a loss on retirements of existing meters
equal to the remaining tax basis in the retired property. As a result of recognizing a loss for tax
purposes, but not for book purposes, a deferred tax liability is created that reduces rate base
pursuant to Decision 93848 and Decision 88-01-061.

This deferred tax liability reverses as the un-depreciated book balance is recovered through book
depreciation. Under the ADR method of depreciation (applicable to property placed in service
prior to 1981), a loss is not recognized on ordinary retirements. Instead, the remaining tax basis in
the retired property is depreciated over its remaining tax depreciable life. (See A.07-12-009,Ex.
PG&E-S, pp. 4-2 to 4-3, incorporated by reference at PG&E-18 v2, p. 8-13,125-26).

- 13-
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base reduction for an early write-off for tax purposes of certain costs, yet at the same time say
that those underlying costs should not be included in rate base.

TURN’s argument that the Commission should now reduce rate base by the costs of the
retired meters is also in conflict with the Commission’s generic investigation of taxes and
ratemaking (OII 24).ﬂ/ That OII established a matching principle in determining whether tax
benefits should be accorded to shareholders or ratepayers and found that, to the extent
shareholders rather than customers fund a cost, shareholders (and not ratepayers) should
benefit.2Y Here, TURN’s proposal would be a clear violation of these tax policies. This is
because PG&E continues — and will have to continue -- to shoulder the financing costs of the
electromechanical meters whether or not they remain in service, for as long as those costs remain
unrecovered through depreciation. It would have been contrary to the matching principles of
OII 24 for PG&E’s sharcholders to bear the financing costs of the retired electromechanical
meters (by their removal from rate base), but at the same time pass through to customers a
benefit from a rate base reduction for the related financing benefits associated with accelerated
tax deductions resulting from early retirement of the meters. This leaves only one reasonable
interpretation of the Upgrade Decision; namely, because ratepayers were to receive a rate base
benefit from accelerated tax benefits on account of retirement, it must be presumed that the
underlying costs of the retired meters were also to continue to be included in rate base, exactly as
PG&E had proposed. TURN’s argument to the contrary is illogical and should be rejected

Finally, to the extent normalization rules of the Internal Revenue Code (the “Code”) were
to apply to these accelerated tax write-offs, TURN’s proposal could well be in violation of these

requirements by inconsistently treating costs and related tax benefits for ratemaking purposes.

40/ D.84-05-036, 15 CPUC2d 42.

41/ D.84-05-036,15 CPUC 2d 42. As to matching tax benefits with inclusion in rate base, the Commission
stated with respect to interest deductible during the construction period: “Our primary consideration is the
matching of interest expense, with the rate base treatment of the investment. We agree the net method is
consistent with the exclusion of CWIP from rate base. If the present ratepayers do not bear the burden of
financing new plant, it follows that their rates should not be lower based on the tax consequences of that
investment in new plant.” 15 CPUC 2d at 47. Also see discussion in OII 24 of disallowed costs and costs
borne by shareholders in non-utility operations, where the Commission held tax benefits associated with
shareholder borne costs should be assigned to the sharcholders. 15 CPUC 2d at 48-49 and 52.

- 14 -
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The tax laws require, as a condition of PG&E maintaining eligibility for accelerated tax
depreciation, that PG&E adhere to the normalization requirements of the Code.** The Code
provides that procedures and adjustments are inconsistent with a normalization method if they
use an estimate or projection of the taxpayer’s tax expense, depreciation expense, or reserve for
deferred taxes unless such adjustment or projection is also used with respect to the other two
items and with respect to rate base.®¥ In effect, these rules require that when the Commission
makes projections for rate purposes of tax benefits and costs, it must do so consistently. In other
words, the IRS could find that it would be “inconsistent” under these rules for the Commission to
find that costs could not be included in rate base, but that the accelerated tax write-off of those
costs could be used to reduce rate base.

It must be presumed that neither the Commission nor any party would have proposed
such a possible violation of the tax laws. Therefore, the fact that PG&E proposed and the
Commission adopted a rate base reduction for tax benefits is further evidence that the
Commission and parties intended that the related costs would themselves would be included in

rate base. To conclude otherwise would mean that PG&E would have knowingly proposed, and

the Commission would have adopted, a ratemaking design in possible violation of tax laws.

VII. TURN’S PROPOSAL ALSO SHOULD BE REJECTED AS A MATTER OF

PUBLIC POLICY.

If, notwithstanding the foregoing, the Commission wishes to re-evaluate its prior
decisions and analysis in the Initial AMI and Upgrade Proceedings, the Commission should
nonetheless reject TURN’s argument as contrary to the public interest.

Public utilities such as PG&E are entitled to a reasonable opportunity to earn a fair rate of
return on their investments. PG&E reasonably invested in the electromechanical meters to
provide utility service to its customers and is entitled to earn a return on that investment. The

only reason the electromechanical meters are being taken out of service is that the Commission

42/ See discussion of this “normalization” requirement (albeit on a different matter) at PG&E-18 v2, p. 6A-11,
line 30 to p. 6A-12, line 20.
43/ Internal Revenue Code §168(1)(9)(B)(ii).
- 15 -

SB GT&S 0761605



directed utilities such as PG&E to propose investments in AMI technology as a necessary
predicate to demand response programs and other important public policies. So long as PG&E
has not recovered its investment in those meters, PG&E will remain burdened by the continuing
financing costs. It is only fair that sharcholders should continue to recover their reasonable
capital costs when property otherwise used and useful is replaced at the behest of the
Commission.

For the Commission to adopt a different approach would be poor public policy and would
discourage utilities from embracing technological change. It would also place sharcholder and
ratepayer interests in conflict when they should be aligned. Replacement of old utility
equipment that has become technologically obsolete should be replaced where it can be shown
that ratepayers would benefit on an incremental basis. Yet, if TURN’s approach were adopted,
shareholders would be required to suffer a loss on account of pursuing a project that otherwise
would benefit customers. It would be patently unfair (and would be poor public policy) to
require utilities to confer additional benefits on customers at sharcholder expense, when a
replacement project has been otherwise shown to benefit customers. Indeed, it would discourage
utilities from ever pursuing technological change, even where warranted.

Similarly, it would be poor public policy for the Commission to encourage programs with
one ratemaking assumption, but then adopt another once the program is implemented. PG&E
did not propose implementation of AMI based on the understanding that it would suffer hundreds
of millions of dollars of stranded investment that would earn no return. If the Commission were
to re-write today the conditions upon which the AMI programs were implemented, the utilities
would rightly ask what other elements of the regulatory compact might be open for revision. In
the long run, the financial health of the utility and its customers depends on perceptions by
investors that they will be treated fairly when they make long-run investments in the State’s
utilities. Adopting TURN’s proposal, in light of the long record of AMI within the state, would

diminish those perceptions of fairness and thus harm customers over the long run.

- 16 -
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VIII. CONCLUSION

TURN’s proposal to remove PG&E’s electromechanical meters from rate base amounts
to a fundamental, after-the-fact change to the rules of ratemaking addressed by the Commission
in the Initial AMI and AMI Upgrade Decisions. Accordingly, the Commission should reject
TURN’s argument, PG&E’s rate base should be restored, and its revenue requirements for 2011
increased by an additional $44 million as provided for in Section 3.9(d) of the Settlement

Agreement filed by the Settling Parties on October 15, 2010.

Respectfully Submitted,

PATRICK G. GOLDEN
STEVEN W. FRANK
ANN H. KIM

CRAIG M. BUCHSBAUM

By: /s/
CRAIG M. BUCHSBAUM

Pacific Gas and Electric Company
77 Beale Street

San Francisco, CA 94105
Telephone: (415) 973-4844
Facsimile: (415) 973-0516
E-Mail: CMB3@pge.com

Attorneys for
PACIFIC GAS AND ELECTRIC COMPANY

Dated: October 29, 2010
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SACRAMENTO CA 95864
FOR: Merced lrrigation District/Modesto Irrigation District
Email: atrowbridge@daycartermurphy.com
Status: PARTY

SEAN P, BEATTY

MIRANT CALIFORNIA, LLC

PO BOX 192

PITTSBURGH CA 94585
Email: sean.beatty@mirant.com
Status: INFORMATION

MRW & ASSOCIATES, LLC
EMAIL ONLY
EMAIL ONLY CA 0
Email: mrw@mrwassoc.com
Status: INFORMATION

THOMAS J. LONG

QFFICE OF THE CITY ATTORNEY

CITY HALL, RM 234

SAN FRANCISCO CA 94102
Email: thomas long@sfgov.org
Status: INFORMATION
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WILLIAM D, TAYLOR

HANSON BRIDGETT LLP

500 CAPITAL MALL, STE 1500

SACRAMENTO CA 95814
FOR: Open Top Sightseeing San Francisco, LLC
Email. wiaylor@hansonbridgett.com
Status: PARTY

JIM ROSS
RCS, INC.
500 CHESTERFIELD CENTER, STE 320
CHESTERFIELD MO 63017
Emall: jimross@r-c-s-inc.com
Status: INFORMATION

KEITH MELVILLE
SAN DIEGO GAS & ELECTRIC COMPANY
101 ASH 8T, HQ 13D
SAN DIEGO CA 92101
FOR:  San Diego Gas & Electric/Southern California Gas
Cormpany
Email: KMelville@Sempraltilities.com
Status: PARTY

MANUEL RAMIREZ
SAN FRANCISCO PUC - POWER ENTERPRISE
1155 MARKET ST, 4TH FLR
SAN FRANCISCO CA 94103
Emall. mramirez@stwater.org
Status: INFORMATION

EDWARD W. O'NEILL

DAVIS WRIGHT TREMAINE LLP

505 MONTGOMERY 8T, 8TE 800

SAN FRANCISCO CA 94111-6533
FOR:  South San Joaguin Irrigation District
Email: edwardoneill@dwl.com
Status: PARTY

HEREB EMMRICH SAN DEIGO GAS & ELECTRIC
COMPANY
SOUTHERN CALIFORNIA GAS CO., GT14D6
555 WEST 5TH 8T
LOS ANGELES CA 80013

Email: HEmmrich@Sempraltilities.com

Status: INFORMATION

KRIS G. VYAS
SOUTHERN CALIFORNIA ERDISON COMPANY
QUAD 3-8

2244 WALNUT GROVE AVE

ROSEMEAD CA 91770
Emaill: kris.vyas@sce.com
Status: INFORMATION

ANDERS NIELSEN
GOPEN TOP SIGHTSEEING SAN FRANCISCO, LLC
5500 TUXEDO ROAD
HYATTSVILLE MD 20781
Email: anders@opentopensighiseeing.com
Status: INFORMATION

SUE MARA
RTO ADVISORS, LLC
164 SPRINGDALE WAY
REDWOOD CITY CA 94062
Email: sue mara@rioadvisors.com
Status: INFORMATION

CENTRAL FILES (CP31E)
SAN DIEGO GAS AND ELECTRIC CO.
8330 CENTURY PARK COURT
SAN DIEGO CA 92123
Email: CentralFiles@Sermpraltilities.com
Status: INFORMATION

FRASER D. SMITH CITY AND COUNTY OF SAN
FRANCISCO
SAN FRANCISCO PUBLIC UTILITIES COMM
1155 MARKET 8T,4TH FLR
SAN FRANCISCO CA 94103

Email: fsmith@sfwater.org

Status: INFORMATION

CASE ADMINISTRATION
SOUTHERN CALIFORNIA EDISON COMPANY
2244 WALNUT GROVE AVE, RM 370
ROSEMEAD CA 91770

Email: case.admin@sce.com

Status: INFORMATION

ANDREW STEINBERG

SOUTHERN CALIFORNIA GAS CO.

555 W, 5TH 8T, GT 14D6

LOS ANGELES CA 90013-1034
Email: ASteinberg@@Sempralltiliies.com
Status: INFORMATION

SCOTT WILDER
SOUTHERN CALIFORNIA GAS CQ., GT14D6
555 W. 5TH 8T
LOS ANGELES CA 80013-1034
Status: INFORMATION
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FRANCIS MCNULTY ATTORNEY
SOUTHERN CALIFORNIA EDISON COMPANY
2244 WALNUT GROVE AVE
ROSEMEAD CA 91770
FOR:  Southern California Edison
Email: francis.menulty@sce.com
Status: PARTY

ENRIQUE GALLARDO
THE GREENLINING INSTITUTE
1918 UNIVERSITY AVE., ZND FLR
BERKELEY CA 94704-1081
Emall: enriqueg@aqreenlining.org
Status: INFORMATION

ROBERT FINKELSTEIN

THE UTILITY REFORM NETWORK

115 SANSOME 8T, STE 900

SAN FRANCISCO CA 94104
Ermall: biinkelstein@iurm.org
Status: INFORMATION

JULIEN DUMOULIN-SMITH ASSOCIATE ANALYST
UBS INVESTMENT RESEARCH
1285 AVE OF THE AMERICAS
NEW YORK NY 10018
Emall: julien.dumoulin-smith@ubs.com
Status: INFORMATION

ASHAR KHAN
VISIUM ASSET MANAGEMENT
EMAIL ONLY
EMAIL ONLY NY 0
Email: akhan@visiumiunds.com
Status: INFORMATION

DANIEL DOUGLASS ATTORNEY
DOUGLASS & LIDDELL
21700 OXNARD 8T, 8TE 1030
WOODLAND HILLS CA 91367
FOR:  Western Power Trading Forum/Alliance for Retail

Energy Markets/Equinix, tnc./Direct Access Customer

Coalition
Email: douglass@energyatiorney.com
Status: PARTY

BARBARA GEORGE
WOMEN'S ENERGY MATTERS
PO BOX 548
FAIRFAX CA 94078-0548
FOR: Womern's Energy Matters
Email: wem@ige.org
Status: PARTY

STEPHANIE C. CHEN

THE GREENLINING INSTITUTE

EMAIL ONLY

EMAIL ONLY CA 0
FOR: The Greenlining Instifute
Email: stephaniec@greenlining.org
Status: PARTY

SAMUEL 8. KANG
THE GREENLINING INSTITUTE
1918 UNIVERSITY AVE, 2ND FLR.
BERKELEY CA 94704
Email: samuelk@greenlining.org
Status: INFORMATION

HAYLEY GOODSON
THE UTILITY REFORM NETWORK
115 SANSOME 8T, 8TE 900
SAN FRANCISCO CA 94104
FOR: The Utility Reform Network
Email: havley@turn.org
Status: PARTY

PAUL KERKORIAN
UTILITY COST MANAGEMENT LLC
6475 N. PALM AVE, STE 105
FRESNO CA 93704
Email: pk@utilitycostmanagement.com
Status, INFORMATION

ROBERT RATHIE
WELLINGTON LAW OFFICE
857 CASS 8T,8TED
MONTEREY CA 93840
Email: info@dcisc.org
Status: INFORMATION

MARTIN HOMEC

EMAIL ONLY

EMAIL ONLY CA 00000-0000
FOR: Women's Energy Mallers
Email: martinhomec@amail.com
Status: INFORMATION

ANDREW YIM
ZIMMER LUCAS PARTNERS
535 MADISON AVE,, BTH FLR
NEW YORK NY 10022
Email: Yim@JZimmerLucas com
Status: INFORMATION
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ADAR ZANGO ANALYST
ZIMMER LUCAS PARTNERS
535 MADISON - 6TH FLR
NEW YORK NY 10022
Emall: zango@zimmerlucas.com
Status: INFORMATION
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