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PREPARED REBUTTAL TESTIMONY OF 1 

BOB WIECZOREK 2 

ON BEHALF OF SOUTHERN CALIFORNIA GAS COMPANY 3 

I. INTRODUCTION 4 

The following rebuttal testimony regarding Depreciation for Southern California Gas 5 

Company (“SCG”) addresses the intervenor testimonies dated September 2011 of: 6 

• Division of Ratepayer Advocates (“DRA”) in Exhibit DRA-36; and 7 

• The Utility Reform Network (“TURN”) in Prepared Testimony of Jacob Pous. 8 

In summary, DRA accepts all of SCG’s average service lives (“ASLs”) generated from 9 

SCG’s depreciation study, but takes issue with the future net salvage (“FNS”) rates for one plant 10 

account (FERC account G376 – Gas Mains), and proposes a $53.573 million1 reduction to 11 

SCG’s Test Year 2012 depreciation expense.  However, in reviewing DRA’s calculations, 12 

SDG&E has identified some calculation errors, which if corrected, change DRA’s proposed 13 

reduction to FNS to $43.943 million.2  TURN disputes SCG’s proposed ASLs and FNS rates for 14 

several plant accounts, and proposes a combined $65.1 million3

These recommended reductions in depreciation are overlapping when viewed in totality.  17 

To understand the cumulative impact of the reductions proposed by DRA and TURN, SCG 18 

prepared a chart (see Attachment 2) which shows that, taken independently, the reduction to 19 

2012 depreciation expense is $122.223 million, but adjusted for overlaps shows a total net 20 

reduction of $88.930 million. 21 

 reduction compared to SCG’s 15 

2009 authorized depreciation expense.  16 

                                                 
1 Exhibit DRA-36-Kanter, page 3, line 20.  
2 Attachment 1(calculation of DRA adjustment to FERC account G376).  
3 Attachment 2 (calculation of DRA/TURN cumulative adjustments).   
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My rebuttal testimony can be summarized as follows: 1 

• DRA’s acceptance of SCG’s ASLs should lead to adoption of those lives. 2 

• DRA’s proposed FNS rate of 0% for FERC account G376 - Gas Mains4 should not be 3 

adopted because it is based on a misunderstood application of industry guidance on 4 

the treatment of Contributions in Aid of Construction (“CIAC”), termed by DRA as 5 

third party reimbursements, and is furthermore arbitrarily targeted at one plant 6 

account,5

• TURN’s proposals for ASLs and FNS rate adjustments are inferior to the sound and 9 

reasoned outcomes of SCG’s depreciation study, which was conducted in accordance 10 

with the Commission’s longstanding and consistently upheld Standard Practice U-4 11 

methodology.  TURN’s attempt to challenge the credibility of SCG’s depreciation 12 

method and its study results are not persuasive and is not supported by DRA’s 13 

analysis of the same study, which resulted in no adjustments to any of SCG’s 14 

proposed ASLs or FNS rates (except for the arbitrary adjustment to FERC Account 15 

G376 based on DRA’s third party reimbursements position).   16 

 which results in a FNS rate that is contrary to sound depreciation policies 7 

and practices.   8 

Rebuttal to DRA’s testimony is discussed in Section II.  Rebuttal to TURN’s testimony is 17 

discussed in Section III. 18 

                                                 
4 Attachment 1. 
5 Exhibit DRA-36-Kanter, page 12, line 7. 
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II. REBUTTAL TO DRA 1 

A. Average Service Lives (“ASLs”) 2 

Based on its review of SCG’s depreciation study, DRA does not oppose the proposed 3 

changes to SCG’s ASLs as presented in its depreciation study.6

B. Future Net Salvage (“FNS”) Rates 6 

  Therefore, SCG’s proposed 4 

ASLs should be adopted.   5 

Based on its review of SCG’s depreciation study, DRA does not appear to take issue with 7 

any of the proposed FNS rates produced from that study or the method in which they were 8 

derived, as 26 of the 27 FNS rates were accepted.7  Instead, DRA contends that SCG has 9 

improperly accounted for CIAC, which it refers to as third party reimbursements (“TPRs”), and 10 

selects a large account (Gas Mains) and zeros out its FNS rate.  A 0% FNS rate for this size 11 

account results in a significant reduction to depreciation expense, one which DRA represents is 12 

reasonable, if not conservative, reduction to correct for “bad recordkeeping” of TPRs.8

Because I sponsor the depreciation study and results, my rebuttal testimony will not 20 

address DRA’s TPR analysis.  Instead, a separate rebuttal exhibit will specifically demonstrate 21 

  DRA’s 13 

adjustment should be rejected on two counts:  (1) DRA’s TPR analysis is incorrect, and (2) 14 

DRA’s approach of selecting one plant account and zeroing out its FNS is arbitrary and 15 

inconsistent with the principles of intergenerational equity and depreciation itself, which are 16 

reflected in Standard Practice U-4.  DRA has consistently upheld the validity of Standard 17 

Practice U-4, and should therefore not recommend a complete non-funding of removal costs for 18 

one of SCG’s largest infrastructure assets.   19 

                                                 
6 Exhibit DRA-36-Kanter, page 4, lines 4-5. 
7 Exhibit DRA-36-Kanter, Table 36-5, page 11. 
8 Exhibit DRA-36-Kanter, page 12, line 4. 
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why DRA’s analysis of TPRs is wrong (see Exhibit SDG&E-256/SCG -246, Prepared Rebuttal 1 

Testimony of Steven Dais and Pat Moersen).  My rebuttal testimony will address DRA’s 2 

arbitrary adjustment to the FNS rate for Gas Mains. 3 

DRA’s own testimony begins its discussion by generally defining the term 4 

“depreciation.”9  DRA also acknowledges the appropriateness of conducting a depreciation study 5 

under the guidelines described in the Commission’s Standard Practice U-4, Determination of 6 

Straight-Line Remaining Life Depreciation Accruals.10

An appropriate FNS rate allows the utility to accrue an amount for future cost of removal 15 

in an equitable manner.  The generation of customers for whom a particular asset was used to 16 

provide service should be the generation from whom the costs of removing that asset is collected.  17 

This is the principle of intergenerational equity, and the manner in which SCG’s depreciation 18 

study, under the guidelines of Standard Practice U-4, collects future removal costs through a 19 

FNS rate, adheres to intergenerational equity.  DRA’s proposal is contrary to that principle, and 20 

in fact has no basis in depreciation principles in general.  To its credit, DRA does not attempt to 21 

mask its cost cutting motives through a lengthy discussion about depreciation concepts and 22 

  While DRA contends that SCG has 7 

collected sufficient funds in current rates for future cost of removal, DRA does not actually take 8 

issue with the FNS rates produced in the SCG depreciation study.  As my prepared direct 9 

testimony stated, the FNS rates for particular assets are based on a determination of salvage and 10 

the cost of removal as a percentage of the cost of the retired property.  The techniques used in 11 

deriving a FNS rate depend on the type of property, available data, and analysis of both historical 12 

and possible future factors that can impact the asset.  Thus, the appropriate FNS rate for the 13 

largest plant account is not zero--given the relevant data, that is simply impossible.   14 

                                                 
9 Exhibit DRA-36-Kanter, page 4, lines 21-28. 
10 Exhibit DRA-36-Kanter, page 5, lines 1-2.  
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superior depreciation study techniques (as TURN does).  DRA is upfront and transparent about 1 

its intentions to reduce depreciation expense by an amount it feels is justified, and has simply 2 

chosen one of SCG’s largest plant account balances to make that adjustment.  Unfortunately, 3 

DRA's method is not supported by the Commission’s principles upon which FNS rates are 4 

prepared, reviewed, and where needed, adjusted.   5 

While non-regulated industries can pass these net salvage costs along to customers at the 6 

time of their choosing, regulated industries are generally required to follow the principle of 7 

intergenerational equity.  This principle dictates that customers pay only for the ultimate plant 8 

and removal costs, netted against any salvage value, for the assets that provide them with service.  9 

Any method that charges ratepayers for current-period or recent-period net salvage cost is 10 

charging for removal of assets that may have provided service for the previous 20 to 60 years.  11 

Newer customers would be paying for the removal of assets they either never used, or possibly 12 

used briefly in a diminished state of reliability or capacity at the end of the asset life. 13 

In the same light, any attempt to offset and/or camouflage current costs to benefit the 14 

current ratepayer at the expense of the future ratepayer is contrary to that same intergenerational 15 

equity concept.  Any deferral of accruals until after asset retirement is also contrary to the 16 

straight-line method.  The straight-line remaining life methodology used by SDG&E, as outlined 17 

in the CPUC Standard Practice U-4, produces a depreciation rate that charges ratepayers a pro 18 

rata portion of the total front-end and back-end capital costs over the asset’s useful life.  The 19 

ratepayer pays this annual charge as the asset’s usefulness is being consumed, and is credited for 20 

these payments in the form of a rate base reduction of an equal amount.   21 
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Therefore, because DRA does not in principle dispute the FNS rate proposed for Gas 1 

Mains, which is fully supported by SCG’s depreciation study, it should be adopted as a 2 

reasonable 2012 forecasted rate for this plant account.   3 

III. REBUTTAL TO TURN 4 

Upon reviewing TURN’s testimony, SCG finds no signs that their understanding of 5 

depreciation concepts, or its prescribed method of how it would have conducted the study or 6 

analyzed its results, produce more reliable or reasonable results than those presented by SCG.  7 

Furthermore, unlike TURN’s analysis, SCG’s depreciation study is supported by a witness with 8 

35 years of utility experience, including experience physically installing some of the types of 9 

assets that are analyzed in the depreciation study.  If the merits of TURN’s proposals ultimately 10 

come down to which witness is more credible and exhibits the better judgment, SCG would 11 

contend that its own witness should be given the benefit of the doubt.  DRA has reviewed the 12 

same case TURN has, and not only affirmed SCG’s use of Standard Practice U-4 but the ASLs 13 

and 26-of-27 FNS rates produced from SCG’s study (arguably all 27), TURN’s criticisms about 14 

the quality of that study, or the manner in which judgment was applied, are without merit.  With 15 

this, we specifically address TURN’s proposed adjustments to ASLs and FNS rates.   16 

A. ASLs 17 

1. Overview 18 

TURN opines that certain accounts in the SCG service life analysis using the SPR 19 

method fails basic statistical tests, and thus are not sufficient to support any life changes, or the 20 

changes proposed.  DRA’s analysis does not support TURN’s conclusion, since DRA reviewed 21 

the same ASLs detail and accepted all of SCG’s proposed lives.  TURN relies on the Index of 22 

Variation Grading system to measure “goodness of fit” between actual and calculated balances, 23 
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and proceeds to discount, challenge, and dismiss proposed changes for any recommendation of a 1 

curve and service life for accounts achieving a “poor” grade.  The scale used to support the Index 2 

of Variation Grading System was developed for a presentation by Alex Bauhan11 in April 1947.  3 

Mr. Bauhan used the experience of his company’s data, performing a limited number of hand 4 

computations with a limited number of data points for the subject accounts.  The calculation-5 

intensive simulation procedure did not enter common usage until the advent of digital 6 

computers.12  There is now much more experience on analyzing depreciation data, and 7 

advancements in this field, rendering Mr. Bauhan’s “value” method used more as a resource for 8 

reference and general guidance.  The National Association of Regulatory Utility Commissioners 9 

(“NARUC”) published a manual entitled, “Public Utility Depreciation Practices”13

The most common reason for a high index of variation is a changing ASL within the 13 

account over time,

 which 10 

references the early conformance index (“CI”) and the “…arbitrary scale for the CI proposed by 11 

Bauhan.”  12 

14

                                                 
11 Attachment 3, Life Analysis of Utility Plant….Method, Alex E. Bauhan, April 8, 1947.  

 which of course, underscores SCG’s proposed changes to several ASLs in 14 

its study.  There is also a matter of data availability.  If large amounts of the best available data 15 

for an account do not yield highly rated results, the solution is not to ignore the results, but to use 16 

them as one measure of life and Iowa curve suitability, and to closely monitor trends for the 17 

account.  SCG used the same SPR Balances method in its 2004 Cost of Service filing and its 18 

2008 GRC filing.  The same test band length was consistently used but now with a longer history 19 

12 NARUC “Public Utility Depreciation Practices,” 1996, p. 96.  Perhaps the most widely used computer 
program for this purpose, and the one used by SCG, was developed at the Iowa State University 
Engineering Research Institute by Dr. Ronald E. White and Dr. Harold A. Cowles, published in 1972. 
13 Attachment 4, NARUC “Public Utility Depreciation Practices,” 1996, p. 99-102.  
14 This is a bit of a paradox.  We might wish for better data that shows no change of average service lives 
to yield all good to excellent indices of variation, but if service lives never changed, we would likely have 
dispensed with filings and hearings on depreciation matters. 
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of transactions and newer data.  Therefore, SCG now has arguably better data than the older data 1 

that supported currently authorized depreciation rates.  Where clear changes were indicated, the 2 

changes are being proposed in this filing.  3 

2. Specific Adjustments to ASLs 4 

FERC Account G367 – Transmission Mains 5 

TURN disputes SCG’s proposed life of 57 years and Iowa curve R5 for Transmission 6 

Mains, and recommends 65 years and the R3 Iowa curve.15  TURN claims its recommendation is 7 

based on the “statistical and other information obtained from Company personnel, and my 8 

experience and judgment.”16

In the 2008 GRC’s depreciation study, the Commission authorized a 55-year life and the 13 

R5 curve for SCG.  In SCG’s current depreciation study, the same Iowa curve now indicates a 14 

57-year life, and continues to show that that same matching is even better than that authorized in 15 

2008.  Contrary to TURN’s assertion that the term “superior” should be connected only to all 16 

their suggestions and statements, the truth is that there are many choices based on the SPR 17 

analysis.  Relying only on the actual SPR analysis results, the choices identified by TURN and 18 

SCG both rate as “good” choices.  But putting aside the Index of Variation grading method 19 

which TURN prefers, this 2-year change in life (i.e., 55 years to 57 years) is more reasonable 20 

than the 10-year life jump proposed by TURN (i.e., 55 years to 65 years).  Further, TURN’s 21 

  SDG&E contends that TURN’s ASL proposal does not represent a 9 

superior result, merely its own choice of one of all possible outcomes.  However, TURN has not 10 

explained any a reasoned judgment or knowledge of SCG’s transmission mains underlying its 11 

proposal.   12 

                                                 
15 TURN – Pous Testimony, September 22, 2011, page 13, line 20.  
16 TURN – Pous Testimony, September 22, 2011, page 12, lines 22-23.  
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judgment is not supported by PG&E’s recently-authorized 45-year life for FERC account 1 

G367.17

From an operational perspective, SCG’s proposed ASL is a more realistic representation 3 

of the status of Transmission Mains over the next few years.  It’s possible that gas utilities may 4 

undergo significant replacements due to efforts improving the safety and reliability of their 5 

transmission systems, rather than quick fixes, which TURN envisions.  SCG still has a great deal 6 

of older service pipe in their service territory and each FERC account’s ASL should be viewed 7 

knowing that current mix of the plant assets that are providing service for the current ratepayer.  8 

The ASL should be a reflection of that mix.  Recorded history shows, as the mix within any 9 

account changes, the ASL will then reflect that changing environment.  This Plant account is 10 

now showing an ASL of 57 years.   11 

   2 

FERC Account G376 – Distribution Mains 12 

TURN disputes SCG’s proposed life of 55 years and Iowa curve R4 for Distribution 13 

Mains and recommends 66 years and the R2.5 Iowa curve.18

SCG simply notes that in the 2008 GRC, no party (including TURN) challenged SCG’s 16 

proposed ASL and Iowa curves.  The life was authorized at 53 years and the curve selected was 17 

R4.  In the current depreciation study, the same Iowa curve now indicates a 55-year life.  An 18 

increase of ASL in the 2-year range (four historical years passing) is a more reasonable and 19 

supportable change in life than a dramatic 13-year jump proposed by TURN.  PG&E was 20 

  TURN’s rationale is the same one 14 

presented for Transmission Mains.   15 

                                                 
17 Attachment 5, CPUC Notification, PG&E, May 2011, page 18.  
18 TURN – Pous Testimony, September 22, 2011, page 16, line 12.  
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recently authorized a 53-year life for FERC account G376,19

From an operational perspective, TURN believes SCG’s ASL proposal is too short 3 

“given that the majority of the current investment in the account is not subject to the same 4 

problems that older steel pipe and early generation plastic pipe were subject to.”

 which is more in line with the SCG 1 

proposal.   2 

20

Knowing that SCG still has a great deal of older pipe in their service territory susceptible 14 

to corrosion, there are many other reasons for pipe retirement:  such as relocations; outside party 15 

damage; changes in gas volume (customer needs) which may require pipe replaced for a larger 16 

size, installation, and removal of gas valves; and accessibility based on new construction.  It’s 17 

possible that gas utilities may undergo significant replacements due to efforts improving the 18 

safety and reliability of their distribution systems, rather than quick fixes, which TURN 19 

envisions. As one proposes an ASL for this account, the focus should be on the proper allocation 20 

of ratepayer costs (current and future) based on the current mix of the plant assets.  The ASL 21 

  This SCG 5 

depreciation witness has had experience replacing some of the oldest pipe in SCG’s service 6 

territory and offers that very early plastic pipe and the stainless steel risers have experienced 7 

failure after only a few years.  The early plastic service and distribution pipe harden and became 8 

brittle, which caused early replacement.  SCG continues to monitor for leakage and safety for all 9 

its pipelines for its distribution and transmission system.  Although there have been large 10 

installations of plastic main and services the last 30 years, there are still many steel mains being 11 

installed with continuing monitoring of the older existing bare steel mains, wrapped steel mains, 12 

and older plastic mains.   13 

                                                 
19 Attachment 5, CPUC Notification, PG&E, May 2011, page 19.  
20 TURN – Pous Testimony, September 22, 2011, page 18, lines 7-9.  
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should be a reflection of that mix.  Recorded history shows, as the mix within any account 1 

changes, the ASL will then reflect that changing environment.   2 

G380 – Distribution Services 3 

TURN disputes SCG’s proposed life of 51 years and Iowa curve L2 for Distribution 4 

Services and recommends 56 years and the S0.5 Iowa curve.21

In the 2008 GRC, no party (including TURN) challenged SCG’s proposed ASL and Iowa 7 

curves.  The life was authorized at 48 years and the curve selected was L2.  In the current 8 

depreciation study, the same Iowa curve now indicates a 51-year life.  An increase of ASL in the 9 

3-year range (four historical years passing) is a more reasonable and supportable change in life 10 

than a dramatic 8-year jump proposed by TURN.  PG&E was recently authorized a 53-year life 11 

for FERC Account G380,

  TURN’s rationale is the same as 5 

presented for the earlier accounts.   6 

22

From an operational perspective, much of why TURN’s proposals lack merit directly 13 

pertains to its shortcomings in analyzing Distribution Mains.  While TURN suggests a change-14 

out in FERC G376 to plastic, TURN identifies the existence of steel and copper for services 15 

FERC G380.  My field experience suggests when there is a copper service the main is comprised 16 

of steel.  Likewise when a steel service exists, more than likely a steel main supports that 17 

infrastructure.  There are many copper, steel, and even plastic services (dependent on date of 18 

installation) that would all be replaced as plastic mains are installed, replacing any older steel 19 

main.  Even the original plastic services installed years ago through insertion can be suspect as 20 

leakage surveys try to pinpoint leaks possibly traveling in the original service casing that was 21 

utilized during that installation.   22 

 which is more in line with SCG’s proposal.   12 

                                                 
21 TURN – Pous Testimony, September 22, 2011, page 20, line 4.  
22 Attachment 5, CPUC Notification, PG&E, May 2011, page 19.  
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As explained earlier, SCG still has a great deal of older service pipe in their service 1 

territory.  Each FERC account’s ASL should represent the current mix of the plant assets that are 2 

providing service for the current ratepayer.  The ASL should be a reflection of that mix.  3 

Recorded history shows, as the mix within any account changes, the ASL will then reflect that 4 

changing environment.   5 

G390 – Structures and Improvements 6 

TURN disputes SCG’s proposal to retain its currently-authorized ASL of 20 years and 7 

recommends a minimum of 30 years.23

SCG has facilities that both serve customers and support their employees.  Some of these 9 

structures are leased over their lifetimes while others are owned.  These properties comprise of 10 

many major units which are expected to be retired at one time as a single unit. Thus the life of a 11 

plant addition, even if the addition is made many years after the structure’s original in-service 12 

date, must be the same as the structure.  In cases of a leased facility which has a fixed contract 13 

term, these additions would not extend the life of the structure but instead, must be based on the 14 

structure’s leased period.  While these structures are occupied and used, additions, re-builds, 15 

remodels, and essential upgrades are incurred to meet operating and/or statutory requirements.  16 

Analysis of Account 390 reveals that replacement activity of those same upgrades will often 17 

occur well within a 20-year period.  Interim retirements will also have an effect on a structure’s 18 

remaining life. 19 

  8 

For leased facilities, it is imperative that costs associated with a lease be recouped during 20 

the contract term to correctly allocate cost to ratepayers receiving service.  Given that SCG’s 21 

largest leased facility has been 20 years (new 15-year term in 2012) , and the  replacement 22 

                                                 
23 TURN – Pous Testimony, September 22, 2011, page 22, lines 3-4.  
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activity for Account 390 is often less than 20 years, SCG continues to recommend a 20-year 1 

service life for this account.  SCG disagrees with TURN’s recommendation to extend the life of 2 

this account to 30 years. Extending the life of this account would unfairly defer costs to future 3 

ratepayers when accounting data points to an average service life substantially less than 30 years. 4 

The Forecast Method or Life Span Method was used for determining remaining life of 5 

Account 390.  This method is outlined in Standard Practice U-4.  SCG’s workpapers show how 6 

the remaining life and average service life are calculated.24

Given that replacements often occur within a 20-year period or less and leased facilities 8 

are 20 years or less, SCG’ recommended average service life of 20 years is appropriate.  To 9 

extend these costs beyond a 20-year life for this account will again disadvantage future 10 

ratepayers at the expense of a short-term gain to current ratepayers. 11 

   7 

B. FNS Rates 12 

1. Overview 13 

In general, as infrastructure lives increase, there will also be a corresponding increase in 14 

the FNS.  All the California investor-owned utilities are experiencing that the ASLs their 15 

infrastructure are increasing and the net salvage indicated by past retirement is becoming less 16 

positive and more negative.  Even DRA acknowledges:  “The prevailing trend in the energy 17 

industry is towards higher net salvage rates.”25

                                                 
24 Exhibit SCG-27-WP-R, Volume 2, BW-WP-296 thru BW-WP-307.  

  Like the other California utilities, SCG faces 18 

challenges to adhere to a systematic and completely uniform analysis of net salvage rates across 19 

all asset classes when the actual perceivable circumstances, such as constraints to removal costs 20 

and the total absence of positive salvage due to the age of the replaced asset, can vary 21 

significantly for each and every FERC account. The effect of lengthening infrastructure lives 22 

25 Exhibit DRA-36-Kanter, page 6, lines 9-10.  
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adds additional challenges and will continue to do so going forward, as the plant accounts age 1 

and the older units are retired. 2 

There are times when the transactions on individual projects and work orders may not be 3 

recorded in the same year.26

The practice used by SCG to abandon many infrastructure assets as opposed to actual 16 

removal of the asset in certain situations has been the subject of increased scrutiny in light of the 17 

recent concerns over pipeline integrity and safety.  SCG is experiencing more situations on past 18 

abandoned pipelines that require present day physical removal never envisioned.  This 19 

accelerating situation requires that the FNS rates need to capture these anticipated removal costs, 20 

which may not present themselves in the recorded history used in these FNS studies.  Logically, 21 

  Analyzing the data can help to mitigate differences between 4 

adjacent years, and there should be added scrutiny for the earliest and latest years.  Typically, 5 

salvage and cost of removal analysis merely entails the calculation of salvage and cost of 6 

removal factors expressed as a percentage of the original cost of the retirements.  Data explaining 7 

the past many times comes from the accounting records while the future focus would result from 8 

discussions with engineering, operating and planning personnel who are in tune with issues 9 

generating the activity.  Because of technological and environmental constraints, the ability to 10 

capture positive salvage and/or reuse value from retired assets is becoming a thing of the past.  11 

Actually, the opposite occurs when disposing costs have now entered more often into the 12 

equation as an additional cost of removal consideration (i.e., wood poles, asbestos on pipe, PCBs 13 

in transformers, computer equipment environmental handling, and the rising dump costs for the 14 

miscellaneous items removed in the field). 15 

                                                 
26 Attachment 4 (NARUC) at 159.  See also Attachment 6 (response to TURN-SCG-DR-18, Q1).  
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these need to be part of the evaluation and judgment considerations so that intergenerational 1 

factors are addressed, and that both the value and cost are assigned to the appropriate ratepayer. 2 

2. Specific Adjustments to FNS Rates 3 

FERC 352 – UGS Wells 4 

SCG proposes to reduce its currently-authorized FNS rate of -60% to -45%, whereas 5 

TURN proposes -30%.  TURN claims SCG’s rate is excessively negative, but fails to give proper 6 

weight to SCG’s own reduction in FNS rate (i.e., less negative) when assets on whole are 7 

experiencing a trend towards more negative FNS.   8 

During normal operations, wells have experienced the combined effect of corrosion, 9 

erosion, and the effects of temperature variation and pressure which then results in costly 10 

replacement.  A 35% increase in capital well work during 2011 and 2012 has been forecast in 11 

this 2012 GRC.27

In the 2008 GRC, SCG was authorized a -60% FNS rate.  In the current depreciation 19 

study, the full 15-year historical picture for FERC account G352 is showing a -47%.

  There have been some other dramatic changes to the net salvage costs (gross 12 

salvage less removal) for wells.  Gross salvage is almost negligible now for retired and removed 13 

well equipment.  There has been a significant decrease of reusable materials, because reusing 14 

removed older casings, inner strings, and rebuilt valves has proven more costly and less reliable 15 

than anticipated, resulting in the disposal of those items rather than reuse due to the safety and 16 

reliability risk.  Removing the previous gross salvage impact from the current 15-year picture 17 

increases the negative net salvage to -49% for the full 15-year historical period.   18 

28

                                                 
27 Exhibit SCG-04-R, Revised Prepared Direct Testimony of James D. Mansdorfer, page JDM-21.   

  There 20 

were quite a few projects undertaken in the years 1991 through 1994 which displayed high 21 

removal costs.  These years are eliminated in the current 15-year historical study affecting the 22 

28 Exhibit SCG-27-WP-R, BW-WP-333.   
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current FNS numbers.  During the last four years, this plant account has experienced -56% in 1 

FNS.  Because of an appearance of a slight downward trend, SCG’s proposal of -45% reasonably 2 

factors this into the FNS rate.  TURN’s recommendation is unreasonably low and does not 3 

reflect superior judgment.   4 

FERC 367 – Transmission Mains 5 

SCG proposes to increase its currently-authorized FNS rate of -20% to -30%, whereas 6 

TURN proposes -20%.  TURN attempts to weave in an “economies of scale” rationale as well as 7 

its own TPR theory to buttress its argument against SCG’s proposed change in the FNS rate.29

NARUC discusses the fact that as work orders are used by utilities, one would expect that 12 

both the retirements and removal costs would be recorded in the same period/year.  But NARUC 13 

states, “[i]t is cautioned, however, that this is frequently not the case, with the result being that 14 

plant retirements are recorded in one time period and the associated gross salvage and cost of 15 

removal are recorded in a different time period.  The impact of this timing mismatch can be 16 

largely negated by analyzing a band of years.”

  8 

However, TURN’s own “economies of scale” analysis, which it claims is based on “common 9 

sense” and the “NARUC Depreciation Manual,” does not even support its -20% FNS rate, but 10 

instead yields a -24% rate.  TURN therefore exercises its judgment to arrive at -20%.   11 

30  This becomes apparent especially with the 17 

larger work order analyses as experienced first-hand by this witness in previous roles at SCG, 18 

first as a work order analyst and then as a major construction work order supervisor.  SCG 19 

restates and affirms the logic of NARUC in its own definition of “time synchronization.”31

                                                 
29 TURN – Pous Testimony, September 22, 2011, pages 31-33.   

    20 

30 Attachment 4 (NARUC) at 158 - 159.   
31 Attachment 6.   
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In SCG’s depreciation study, which used 15-year historical FNS analysis as a starting 1 

point, not only is there a better pattern emerging which suggests a more negative FNS rate, but 2 

there are the real world circumstances that the recent transmission pipeline integrity and safety 3 

efforts to be undertaken at SCG could accelerate more retirements with additional higher levels 4 

of removal.  The pattern (or band) over just the recent six years is trending higher at -55%, as 5 

compared to the full 15-year historical study at around -48%.  SCG is aware that its estimated 6 

FNS rate of -30% may not prove to be adequate for this particular account, given the possible 7 

scope of the work SCG could be required to undertake on Transmission Mains.  SCG’s proposed 8 

FNS rate of -30% is conservative and should be adopted.   9 

FERC 376 – Distribution Mains 10 

SCG proposes to decrease its currently-authorized FNS rate of -60% to -55%,32

With this correction noted, the current 15-year historical FNS study suggests a -65% FNS 18 

rate.

 whereas 11 

TURN proposes -40%.  TURN is absolutely correct that the last four (4) years were inadvertently 12 

represented as being “slightly above” the proposed rate of -55%.  This should have stated 13 

“slightly below” because this downward trend was incorporated, and rightly so, in the actual 14 

analysis undertaken to arrive at the reduced proposed FNS % for the 2012 GRC.  SCG 15 

apologizes for the misstatement and the time spent by TURN in having to address this specific 16 

testimony error.   17 

33

                                                 
32 TURN’s analysis reveals a typographical error in SCG’s testimony, which should be corrected.  On 
page BW-15 of its Revised Prepared Direct Testimony (Exhibit SCG-27-R), SCG indicates that the last 
four years were represented as being “slightly above -55% for negative net salvage.”32  That statement 
should have said “slightly below -55% for negative net salvage.”  SCG appreciates TURN’s help in 
identifying this typographical error.   

  As stated above, SCG reviewed the test band that TURN used in its proposal (i.e., the 4-19 

year band).  For comparison, the 6-year band (same time period band as viewed in FERC 20 

33 Exhibit SCG-27-WP-R, BW-WP-345.   
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Account G367) shows a downward trend to the -52% level.  Other factors to consider are the (i) 1 

one-time large gross salvage entry in 2000 that will never be reflected in the future (as there is a 2 

minimal gross salvage market for removed pipeline, older plastic, and retired valves, only 3 

disposal costs), (ii) the increase costs associated with actual removal for pipelines rather than 4 

abandonment not currently reflected within the FNS study, and (iii) the reflection in the current 5 

year of FNS % at -55%.  These are presented here for a total picture, and not to suggest each be 6 

viewed as separately affecting the selected FNS rate for this account.   7 

For both transmission and distribution pipe, retirements will consist of a physical removal 8 

and not abandonment more in line with the renewed focus at the utility and the Commission on 9 

ensuring pipeline location, integrity, and safety.  This accelerating situation would suggest that 10 

the FNS rates need to capture these anticipated future removal costs on current plant assets, a 11 

fact that doesn’t fully present itself in the recorded history used in these FNS studies.  These 12 

factors are considered in SCG’s depreciation FNS proposals, but are lacking or given little 13 

weight in TURN’s analysis.  Only one of the four years that show an FNS percentage less than 14 

the TURN recommended -40% reflects a rate below -30%. The three (3) remaining years 15 

average -38%.  However, the more relevant analysis shows that 11 of the 15 years reflect a 16 

simple -78% average FNS rate, which is significantly greater than the -55% proposed by SCG.  17 

The actual full 15-year view of -65% likewise supports the conservative SCG proposal of -55%.  18 

Recently, PG&E was authorized a -52% FNS rate for this same FERC Account.34

                                                 
34 Attachment 5, CPUC Notification, PG&E, May 2011, page 19.   

  It goes against 19 

common sense to allow 4 years of history to override the other pertinent years in the full 15-year 20 

FNS study by recommending anything below the SCG proposed FNS rate. 21 
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FERC 378 – Distribution M&R Equipment 1 

SCG proposes to decrease its currently-authorized FNS rate of -100% to -85%, whereas 2 

TURN proposes -35%.  One of TURN’s main reasons for its significant adjustment is its TPR 3 

proposal, which SCG addresses in Exhibit SDG&E-256/SCG-246.  Given that TURN’s TPR 4 

analysis lacks credibility, its proposed FNS rate also lacks credibility, and should be rejected.  5 

Further, TURN continues to employ the “economies of scale” argument used elsewhere by 6 

basing its recommendation on a couple of specific years rather than a longer span, such as the 7 

15-year’s worth of data made available by SCG, which show that 12 of the 15 years of historical 8 

data have individual FNS rates beyond the -85% proposed by SCG.  In contrast, SCG has 9 

reflected a reasonable adjustment in its FNS rate that will lower depreciation expense.   10 

FERC 391.2 Computer Equipment 11 

SCG proposes to keep the currently-authorized 0% FNS rate as authorized, whereas 12 

TURN proposes +2%.  TURN correctly points out that SCG has adjusted its FNS 15-year 13 

historical picture to remove an error made, which now results in a +2.02% FNS rate as compared 14 

to the previous +1.72% FNS rate.  Possibly considered a dramatic change by TURN, but when 15 

SCG recommends and/or proposes FNS percentages, they typically move in 5% increments up 16 

and down (one exception being situations that are dramatic like decommissioning events that 17 

must capture future costs over time for the final costly decommissioning).  Even with this 18 

correction, SCG would have and still does recommend a 0% FNS rate.   19 

Gross salvage for computer equipment is becoming a thing of the past and the majority is 20 

now disposed as an environmental hazard, not positive gross salvage.  As an example, the 15-21 

year historical data for FERC Account G391.2 shows $3.3 million in gross salvage for the year 22 

1998, but a declining trend since then.  This reflects the current trend away from re-using parts 23 
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where technological advances render computer hardware obsolete and unusable.  SCG’s 1 

proposed FNS rate accounts for this reality, whereas TURN’s proposal does not reflect this 2 

consideration.  The error which TURN alludes to was addressed by SCG in a data request, which 3 

TURN cites; however, it amounts to less than one-half of one percent (+0.5%) adjustment for 4 

FERC Account 391.2.  5 

C. Additional Reporting Requirements 6 

TURN challenges SCG’s reporting of third party reimbursements claiming that the creation 7 

of a historical database for net salvage purposes “results in artificial and excessive levels of 8 

negative net salvage.”  TURN then recommends a revision of SCG’s historical database in the 9 

manner outlined in its testimony.  As explained in the Dais/Moersen testimony, SCG properly 10 

accounts for its third party reimbursements and follows both FERC and NARUC guidelines.  11 

Therefore, TURN’s recommendation lacks justification.  Further, SCG evaluates exactly what 12 

TURN proposes, and finds it overly burdensome and impractical, and not likely to lead to any 13 

improvements, better results, or value.   14 

In the last GRC, TURN, through a different depreciation witness/consultant, attacked 15 

SCG’s treatment of asset retirement obligations (“AROs”), contending the need existed for 16 

additional reporting.  DRA as well claimed that additional reporting of SCG’s removal costs was 17 

necessary.  SCG objected, explaining why that additional reporting was not warranted.  18 

However, the additional reporting requirements were made part of the GRC settlement.  As part 19 

of this current GRC, SCG performed the requisite analyses and provided over 200 pages of 20 

workpapers to fulfill the additional reporting requirements.  Yet, neither TURN nor DRA 21 

provides any indication that this compliance study was considered or even consulted.  In the end, 22 
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this burdensome, resource-intensive effort added no value to the process.35

TURN’s proposal to have SCG revise its historical database in the manner it prescribes 3 

has the same undertones as when it decried the inadequacies of SCG’s ARO reporting, however 4 

it entails a much more burdensome, costly, and impractical effort which again will provide no 5 

value to the process.  To illustrate TURN’s recommendation, TURN would require that for 6 

FERC Account G380, SCG separate and individually study the recorded assets as: 7 

  Thus, there is no 1 

need to continue this same compliance item as part of its GRC. 2 

o Plastic before 1975 8 

o Plastic during 1976-1995 9 

o Plastic after 1995 10 

o Plastic pipe with glued fittings 11 

o Plastic pipe with fused fittings 12 

o Plastic pipe inserted in casing 13 

o Different manufacturers of plastic pipe 14 

o Bare steel before 1975 15 

o Wrapped steel between 1976-1995 16 

o Wrapped steel after 1995 17 

o Copper services 18 

                                                 
35 See D.08-07-046 (mimeo) p. 27 and Ordering Paragraph 26.  SCG’s compliance showing in this GRC 
provides the following:  (1) presentation of the then-current balance of pre-funded removal costs; (2) 
year-by-year projection of (a) when the then-existing balance of pre-funded removal costs will be 
consumed, and (b) the implicit inflation rate for future asset removal costs; (3) five-year projection of the 
year-end balance of pre-funded removal costs, showing for each year the gross additions to the balance, 
gross expenditures for removal costs, and the net change in the balance of pre-funded removal costs; (4) 
study for presentation in the next general rate cases that will separate the accrual for cost of removal from 
accruals for depreciation expense; and (5) establish a regulatory liability for ratemaking purposes. 
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This level of detail would then be required of all plant accounts, and then used to derive 1 

individual FNS rates for each subset of assets.  Undertaking this extraordinary effort for one 2 

plant account, TURN would recommend this be done for all of SCG’s plant accounts, then have 3 

utilities derive FNS rates for each category instead of on a total plant basis.  This massive effort 4 

would nonetheless have to yield a composite FNS rate for each plant account, which is what 5 

SCG already does, as detailed in its current depreciation study.  Actuarial studies and SPR 6 

studies, which SDG&E and SCG currently use, look at the current mix of assets and determine a 7 

rate that is appropriate for those assets.  As that mix changes, the rate will experience change.  8 

That is truly what we see with the life extensions proposed by SCG.  No matter how you 9 

breakout a utility plant account’s assets, the composite cost to the ratepayer doesn’t change.  The 10 

current asset base is reality and the current actuarial and SPR detail demonstrates that reality.  To 11 

create a rate that doesn’t reflect the current mix of assets is illogical. 12 

Because TURN presents no compelling or convincing evidence that SCG’s methods for 13 

plant accounting are inaccurate or inadequate, TURN’s proposal should be rejected in total.   14 

IV. SUMMARY AND CONCLUSION 15 

SCG’s depreciation study is fully supported by its testimony and workpapers, and reflects 16 

the longstanding principles of Standard Practice U-4.  SCG has produced ASL and FNS rates 17 

that are reasonable and based on sound judgment and knowledge of SCG’s plant assets.  DRA’s 18 

analysis and acceptance of SCG’s proposed ASLs demonstrates a better understanding of this 19 

than TURN’s analysis, which does not produce more reasonable or informed results.  In terms of 20 

the FNS adjustments, they are all predicated on a flawed interpretation of industry guidance, as 21 

demonstrated by SCG witnesses Dais and Moersen.  As this testimony further demonstrates, the 22 

arbitrary nature of targeting a few plant accounts and proposing changes to the FNS rates to 23 
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reduce depreciation expense produces FNS rates that are not equitable to ratepayers and do not 1 

properly or adequately fund the future removal costs for those particular plant assets.  TURN’s 2 

recommendation for changes in reporting and computing FNS also lacks justification, as it is 3 

predicated on its faulty TPR analysis.   4 

This concludes my prepared rebuttal testimony. 5 
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ATTACHMENT 1 

 
Calculation of Annual Depreciation Accrual Rate Calculation under  

DRA’s Future Net Salvage Rate Proposals 
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ATTACHMENT 2 

 
Calculation of Annual Depreciation Accrual Rate Calculation under  

DRA/TURN’s Combined Future Net Salvage Rate Proposals 
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ATTACHMENT 3 

 
Excerpt from 

Life Analysis of Utility Plant for Depreciation Accounting Purposes by the Simulated Plant 
Record Method 

 
Alex E. Bauhan 
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ATTACHMENT 4 

 
Excerpt from 

NARUC Public Utility Depreciation Practices (August 1996) 
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ATTACHMENT 5 

 

Pacific Gas and Electric Company’s 2011 Authorized Depreciation Rate Accrual Schedule 

(Gas Transmission and Distribution) 
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ATTACHMENT 6 

 

Response to TURN Data Request TURN-SCG-DR-18, Question 1 
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