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Brian K. Cherry 
Vice President, Regulation and Rates 
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 77 Beale Street, Mail Code B10C 
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 San Francisco, CA  94177 

  

 
Subject:  Implementation of Revenue Requirements for Income Taxes Associated 
                with the Accelerated Amortization of Electromechanical Meters Replaced 
                by SmartMeterTM  Devices Resulting from PG&E’s 2011 General Rate  
                Case Phase 1 D.11-05-018 
 
 
Dear Mr. Cherry: 

 
   Advice Letter 3869-E is effective January 1, 2011. 
    
    

Sincerely, 

 
Julie A. Fitch, Director 
Energy Division 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



 
 
July 7, 2011 
 
 
Advice 3869-E 
(Pacific Gas and Electric Company ID U 39 E) 
 
 
Public Utilities Commission of the State of California 
 
Subject:     Implementation of Revenue Requirements for Income Taxes 

Associated With the Accelerated Amortization of 
Electromechanical Meters Replaced by SmartMeterTM Devices 
Resulting From PG&E’s 2011 General Rate Case Phase I 
Decision (D.11-05-018) 

    
Pacific Gas and Electric Company (“PG&E”) hereby submits for filing revisions to 
its electric distribution revenue requirements.   
 
Purpose 
 
The purpose of this Tier 2 advice letter filing is to implement PG&E’s 2011 General 
Rate Case (“GRC”) electric distribution revenue requirement changes for 
incremental income taxes associated with the accelerated amortization of 
electromechanical meters replaced by SmartMeterTM devices (retired meters).  
This filing is in compliance with California Public Utilities Commission (“CPUC” or 
“Commission”) Decision (“D.”) 11-05-018, in Application (“A.”) 09-12-020 and 
includes:  Table 1 of Attachment I for the retired meter amortization schedule, 
based on the adopted six-year amortization period and reduced rate of return 
(“ROR”) of 6.3 percent; and Table 2 of Attachment 2 for the additional revenue 
requirements related to additional state and federal income taxes on the 
accelerated amortization of the $341 million undepreciated retired meter plant 
balance. 
 
Pursuant to Ordering Paragraph (“OP”) 46 of D.11-05-018, the additional revenue 
requirements shall become effective when approved, retroactive to January 1, 
2011. 

 
 Brian K. Cherry 

Vice President 
Regulation and Rates 

 
 
 
Pacific Gas and Electric Company 
Mail Code B10C 
P.O. Box 770000 
San Francisco, CA  94177 
 
Fax:  415.973.6520 
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Background 
 
On October 15, 2010, PG&E and 16 other parties, including the Division of 
Ratepayer Advocates, The Utility Reform Network (TURN), and Aglet Consumer 
Alliance (collectively “the Settling Parties”), filed with the CPUC a Settlement 
Agreement covering nearly all the issues raised in Phase 1 of the 2011 GRC.  The 
Settlement Agreement was included as an attachment to the Motion for Adoption 
of the Settlement Agreement filed by the Settling Parties that same day.   
 
The Settlement Agreement resolved all disputed issues raised by parties, with the 
exception of whether PG&E should earn its authorized ROR on its undepreciated 
investment in electric meters replaced by SmartMeterTM devices.   
 
As provided in Article 3.9(d) of the Settlement Agreement: 
 

[T]he revenue requirements included in the Settlement Agreement 
have been reduced by $44 million, incorporating the assumption 
that the unrecovered costs of the electromechanical meters have 
been excluded from rate base.  However, the Settling Parties 
have also agreed that this issue will be litigated and that should 
PG&E prevail in its position that these costs should remain in rate 
base, the revenue requirements adopted in this GRC from the 
Settlement would be increased accordingly…effective January 1, 
2011. 

 
Consistent with the Settlement Agreement, PG&E’s 2011 electric distribution 
revenue requirement was reduced by $44 million to reflect TURN’s position to 
allow no ROR on the undepreciated retired meter balance.  However, since there 
was no opposition to rate recovery of the $341 million retired meter plant balance, 
the electric distribution revenue requirement included $18.9 million annually for 
amortization of the plant balance, estimated to have an average remaining life of 
18 years. 
 
On May 5, 2011, the Commission issued D.11-05-018, adopting the Settlement 
Agreement with modifications and clarification, and authorizing the revenue 
requirements for the GRC to become effective on January 1, 2011.  In addition, 
D.11-05-018 addressed the one issue that remained unsettled by the Settlement 
Agreement: the ratemaking treatment of the undepreciated retired meter plant 
balance.  As provided in OP 45 of D.11-05-018: 
 

The undepreciated balance of electromechanical electric meters 
replaced by SmartMeters, amounting to $340,966,000, shall be 
amortized over the six-year period 2011 through 2016.  The 
applicable rate of return shall be 6.3%. 
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Further, as discussed in Section 5.6.12, “Adopted Results,” of D.11-05-018 and as 
shown on Table 1 in Attachment 1 of this filing, the undepreciated $341 million 
retired meter balance shall be recovered over the six-year period, on a levelized 
basis, in six equal amounts of $74 million annually.  This levelized method of cost 
recovery results in a declining amount of return over the amortization period and 
an increasing amount of amortization.  In addition, the amortization amounts for 
2012 and 2013 are fixed irrespective of any changes to the authorized cost of 
capital during that timeframe.  Under the decision’s adopted levelized method and 
accelerated six-year amortization period, PG&E’s amortization amount increased 
for this GRC cycle as follows:  $25.8 million in 2011; $30.0 million in 2012; and 
$34.7 million in 2013. 
 
The 2011 GRC authorized electric distribution base revenue requirement, shown 
in Attachment 3 and detailed in Attachment 4 of the decision, is $3,244 million.  
The $3,244 million revenue requirement includes the amortization and ROR on the 
undepreciated retired meter balance.  However, the $3,244 million excludes the 
additional revenue requirements related to federal and state income taxes on the 
accelerated amortization of the retired meter balance described above.  Revenues 
for income taxes are instead addressed in OP 46 of the decision, which provides 
that PG&E: 
 

[M]ay file a Tier 2 advice letter that sets forth additional revenue 
requirements for this general rate case cycle on a levelized basis 
consistent with the discussion in this decision.  In no event shall 
such additional revenue requirements exceed $15 million for this 
general rate case cycle.  Such additional revenue requirements 
shall become effective when approved, retroactive to January 1, 
2011.  In the advice letter filing, Pacific Gas and Electric Company 
shall also include a schedule setting forth the actual amortization 
of retired meters over this general rate case cycle, which shall be 
used as a basis for determining the retired metered costs in 
Pacific Gas and Electric Company’s next general rate case 
covering the period 2014 to 2016. 

 
Further, as discussed in Section 6.1, “Revenue Requirements,” of the decision: 
 

PG&E may file a compliance advice letter that sets forth the 
annual amortization schedule base[d] on the reduced rate of 
return.  This amortization schedule should then be used to 
determine any incremental recovery amounts related to state and 
federal income taxes, to the extent the information is part of the 
results of operations data base for this proceeding and is 
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consistent with the manner in which the results of operations 
model calculates revenue requirements. 

 
In compliance with OP 46 and with the retired meter discussion in D.11-05-018, in 
this filing PG&E includes: 
 
• Table 1 for the retired meter amortization schedule, calculated on a levelized 

basis, using the adopted six-year amortization period and reduced ROR of 6.3 
percent (Attachment 1).  

 
• Table 2 for the additional revenue requirements required to pay the federal and 

state income taxes associated with the accelerated amortization of the retired 
meter balance for the 2011 through 2013 GRC period.  The revenue 
requirements are calculated on a levelized basis and in a manner consistent 
with the results of operations model calculation for revenue requirements.  As 
shown in Table 2, the additional revenue requirements for 2011 through 2013 
are $4.9 million annually (Attachment 2).  
 

Finally, Conclusion of Law 13 from D.11-05-018 states: 
 

In calculating the associated revenue requirements for the 
compliance advice letter filing, PG&E should, to the extent 
possible, reflect any remaining state tax depreciation and federal 
tax and book depreciation as deductions over the six-year 
amortization period; to the extent applicable, reflect any increased 
state taxes as increased deductions for calculating federal income 
taxes; and reflect any other standard ratemaking adjustments that 
would lower the revenue requirements. 

 
Regarding the remaining state and federal tax depreciation raised in Conclusion of 
Law 13, the retired meters are fully depreciated for tax purposes and there is no 
remaining tax deduction to be taken.  The benefit of the accelerated state 
depreciation associated with the retired meters was forecasted in the income tax 
calculation included in the 2011 authorized GRC revenue requirements.  Similarly, 
the benefit of accelerated federal tax depreciation associated with the retired 
meters is already included in PG&E’s deferred tax liability balance used to reduce 
PG&E’s 2011 authorized rate base.   
 
With respect to the issue of incurred state taxes as increased deductions for 
calculating federal income taxes raised in Conclusion of Law 13, on a net basis 
federal income taxes are not impacted by the additional state income taxes 
because the higher deduction for state income taxes is offset by the corresponding 
increase in taxable revenues on the federal return.  Accordingly, as shown in 
Table 2, PG&E applied the adopted state income tax net-to-gross multiplier from 
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Table 1-11 of Attachment 2 to D.11-05-018, which excludes federal income taxes.  
As such, the possible adjustment described in Conclusion of Law is not applicable. 
 
Protests 
 
Anyone wishing to protest this filing may do so by letter sent via U.S. mail, by 
facsimile or electronically, any of which must be received no later than July 27, 
2011, which is 20 days from the date of this filing.  Protests should be mailed to: 

 
CPUC Energy Division 
Tariff Files, Room 4005 
DMS Branch 
505 Van Ness Avenue 
San Francisco, California 94102 
 
Facsimile: (415) 703-2200 
E-mail: jnj@cpuc.ca.gov and mas@cpuc.ca.gov  

 
Copies also should be mailed to the attention of the Director, Energy Division, 
Room 4004, at the address shown above.  
 
The protest also should be sent via U.S. Mail (and by facsimile and electronically, 
if possible) to PG&E at the address shown below on the same date it is mailed or 
delivered to the Commission: 
 

Brian K. Cherry 
Vice President, Regulation and Rates 
Pacific Gas and Electric Company 
77 Beale Street, Mail Code B10C 
P.O. Box 770000 
San Francisco, California 94177 
 
Facsimile: (415) 973-6520 
E-mail: PGETariffs@pge.com 

 
Effective Date 
 
PG&E requests that this Tier 2 advice filing become effective on January 1, 2011, 
which is the effective date of D.11-05-018. 
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Notice 
 
In accordance with General Order 96-B, Section IV, a copy of this advice letter is 
being sent electronically and via U.S. mail to parties shown on the attached list 
and the service list for the 2011 GRC A.09-12-020. Address changes to the 
General Order 96-B service list and all electronic approvals should be directed to 
PGETariffs@pge.com.  For changes to any other service list, please contact the 
Commission’s Process Office at (415) 703-2021 or at 
Process_Office@cpuc.ca.gov.  Advice letter filings can also be accessed 
electronically at http://www.pge.com/tariffs/. 

 
Vice President – Regulation and Rates 
 
cc: Service List A.09-12-020 
 
Attachments  
 
 



 

CALIFORNIA PUBLIC UTILITIES COMMISSION 
ADVICE LETTER FILING SUMMARY 

ENERGY UTILITY  
MUST BE COMPLETED BY UTILITY (Attach additional pages as needed) 

Company name/CPUC Utility No. Pacific Gas and Electric Company (ID U39 M) 

Utility type:   Contact Person: Linda Tom-Martinez 

 ELC  GAS        Phone #: (415) 973-4612 

 PLC  HEAT  WATER E-mail: lmt1@pge.com  

EXPLANATION OF UTILITY TYPE 

ELC = Electric              GAS = Gas  
PLC = Pipeline              HEAT = Heat     WATER = Water 

(Date Filed/ Received Stamp by CPUC) 

Advice Letter (AL) #: 3869-E Tier: 2 
Subject of AL: Implementation of Revenue Requirements for Income Taxes Associated With the Accelerated 
Amortization of Electromechanical Meters Replaced By SmartMeterTM Devices Resulting From PG&E’s 2011 General 
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Pending advice letters that revise the same tariff sheets: N/A 

Protests, dispositions,  and all other correspondence regarding this AL are due no later than 20 days after the date of this filing, unless 
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CPUC, Energy Division  Pacific Gas and Electric Company 
Tariff Files, Room 4005 
DMS Branch 
505 Van Ness Ave.,  
San Francisco, CA 94102 
jnj@cpuc.ca.gov and mas@cpuc.ca.gov 

Attn: Brian Cherry 
         Vice President, Regulation and Rates 
77 Beale Street, Mail Code B10C 
P.O. Box 770000 
San Francisco, CA 94177 
E-mail: PGETariffs@pge.com 

 

                                                 
 















PG&E Gas and Electric 
Advice Filing List 
General Order 96-B, Section IV 
 

 

 Department of Water Resources Northern California Power Association 
AT&T Dept of General Services Occidental Energy Marketing, Inc. 
Alcantar & Kahl LLP Douglass & Liddell OnGrid Solar 
Ameresco Downey & Brand Praxair 
Anderson & Poole Duke Energy R. W. Beck & Associates  
Arizona Public Service Company Economic Sciences Corporation RCS, Inc. 
BART Ellison Schneider & Harris LLP Recurrent Energy 
Barkovich & Yap, Inc. Foster Farms SCD Energy Solutions 
Bartle Wells Associates G. A. Krause & Assoc. SCE 
Bloomberg GLJ Publications SMUD 
Bloomberg New Energy Finance GenOn Energy, Inc. SPURR 
Boston Properties Goodin, MacBride, Squeri, Schlotz & 

Ritchie 
San Francisco Public Utilities Commission 

Braun Blaising McLaughlin, P.C. Green Power Institute Santa Fe Jets 
Brookfield Renewable Power Hanna & Morton Seattle City Light  
CA Bldg Industry Association Hitachi Sempra Utilities 
CLECA Law Office In House Energy Sierra Pacific Power Company 
CSC Energy Services International Power Technology Silicon Valley Power 
California Cotton Ginners & Growers Assn Intestate Gas Services, Inc. Silo Energy LLC 
California Energy Commission Lawrence Berkeley National Lab Southern California Edison Company 
California League of Food Processors Los Angeles Dept of Water & Power Spark Energy, L.P. 
California Public Utilities Commission Luce, Forward, Hamilton & Scripps LLP Sun Light & Power 
Calpine MAC Lighting Consulting Sunshine Design 
Cardinal Cogen MBMC, Inc. Sutherland, Asbill & Brennan 
Casner, Steve MRW & Associates Tabors Caramanis & Associates 
Chris, King Manatt Phelps Phillips Tecogen, Inc. 
City of Palo Alto McKenzie & Associates Tiger Natural Gas, Inc. 
City of Palo Alto Utilities Merced Irrigation District TransCanada 
City of San Jose Modesto Irrigation District Turlock Irrigation District 
Clean Energy Fuels Morgan Stanley United Cogen 
Coast Economic Consulting Morrison & Foerster Utility Cost Management 
Commercial Energy NLine Energy, Inc. Utility Specialists 
Consumer Federation of California NRG West Verizon 
Crossborder Energy Navigant Consulting Wellhead Electric Company 
Davis Wright Tremaine LLP Norris & Wong Associates  Western Manufactured Housing 

Communities Association (WMA) 
Day Carter Murphy North America Power Partners eMeter Corporation 
Defense Energy Support Center North Coast SolarResources  

 


