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PROPOSED POST-TEST YEAR RATEMAKING MECHANISM – SCG 

A. REVENUE REQUIREMENT  

As described in my testimony (Exhibit SCG-28), SoCalGas’s Post-Test Year (PTY) 

ratemaking mechanism proposes to adjust Test Year (TY) authorized revenue requirement in 

PTY’s 2029, 2030 and 2031 for: 

1. General O&M test-year cost forecast (labor and non-labor) escalated by S&P 

Global’s utility cost escalation factors forecast (Section B.1); 

2. Medical costs forecast escalated by WTW’s actuarial forecast (Section B.2);  

3. Test-year capital additions forecast escalated using S&P Global’s utility cost 

escalation factors (Section C); and 

4. An Earnings Sharing Mechanism that shares returns above or below authorized 
Rate of Return (ROR) with ratepayers and shareholders during the post-test years. 

The base margin amounts adopted in SoCalGas’s TY 2028 are from the Summary of 

Earnings testimony (Exhibit SCG-27) and utilized throughout these workpapers. Table 1 below 

summarizes the total revenue requirement with SoCalGas’s PTY ratemaking mechanism 

including Miscellaneous Revenues and Franchise Fees & Uncollectible (FF&U).  FF&U is 

addressed in Section D.  
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Table 1 

 

 

B. OPERATION & MAINTENANCE (“O&M”) EXPENSES 

The starting base for O&M escalation is the TY 2028 revenue requirement excluding 

miscellaneous revenues, capital-related margin, medical expense, franchise fees, and 

uncollectibles (O&M Margin). Medical costs are escalated separately, as described below in 

Section B2.  After the PTY O&M and medical expenses are escalated, these costs will be grossed 

up for FF&U using the factors authorized in the TY 2028. 

1. Escalation of O&M (excluding medical): For simplicity in calculating PTY 
escalation, a single weighted average gas O&M utility input price index (GOMPI) 
is used to adjust O&M expenses to reflect the expected cost inflation of goods and 
services that SoCalGas will incur to serve its customers. The calculation of 
GOMPI is described in the Escalation & Gas Customer Forecast testimony (Ex. 
SCG-20/SDGE-24). The PTY O&M revenue requirement is calculated below 
(differences due to rounding) in Table 2. 
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Table 2 

 

 
2. Escalation of Medical Costs: Medical costs adopted in SoCalGas’s TY 2028 will 

be escalated annually using WTW’s medical escalation projections as described in 
the Compensation & Benefits testimony (Ex. SCG-16/SDGE-20) and the Pension 
and PBOP testimony (Ex. SCG-17/SDGE-21).  The associated revenue 
requirement prior to FF&U gross up is calculated below (differences due to 
rounding) in Table 3. 

Table 3 

 

C. CAPITAL-RELATED 
 

1. Test-Year Capital Addition: This section describes the development of the PTY 
plant additions and other PTY rate base changes to determine the capital-related 
revenue requirement (authorized return, depreciation expense, tax). The 
forecasted 2028 rate base components, plant additions and plant retirements are 
from the Rate Base testimony and workpapers (Exhibit SCG-23 and SCG-23-
WP). Once each attrition year net plant additions are computed, incremental 
depreciation reserve, and deferred taxes are calculated in order to determine the 
rate base for each attrition year. The change in year-over-year rate base is then 
utilized to calculate the capital costs components of the revenue requirement. The 
capital-related revenue requirement is calculated below (differences due to 
rounding) in Table 4. 
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Table 4 

 

The development of the PTY rate base and the derivation of individual revenue requirement 

components are described in detail below.  

2. Weighted Average (WAVG) Rate Base: The starting point in developing rate base 
for each attrition year is the prior year plant in service. Weighted average net 
plant additions for the attrition year are added, and current year changes to the net 
depreciation and accumulated deferred tax reserve are made: 

 
a)   Weighted Net Plant Additions: 

 
1) The starting point used for the plant additions for the PTY is 

forecasted 2028 test-year plant additions. The test-year is then 
escalated to 2029, 2030, and 2031 (Table-6, Line 11) dollars using 
S&P Global’s indices, as described in the Escalation & Gas 
Customer Forecast testimony (Ex. SCG-20/SDGE-24). 

 
2) Plant retirements for the PTY are also calculated using forecasted 2028 

test-year plant retirements. The test-year is then escalated to 2029, 
2030 and 2031 (Table-6, Line 16) dollars using S&P Global’s indices, 
as described in the Escalation & Gas Customer Forecast testimony 
(Ex. SCG-20/SDGE-24).  

 
 

3) WAVG Net Plant Additions: Each PTY's WAVG net plant 
additions is calculated using the ratio of the prior year WAVG net 
plant additions balance to the prior year end of year (EOY) net 
plant additions balance multiplied by the attrition-year’s EOY net 
plant additions (Table-6, Line 2). 

 
b)        Change in Accumulated Depreciation Reserve: Each PTY's WAVG net 

depreciation reserve is calculated using the ratio of the attrition year 
WAVG plant in service balance to the prior year WAVG plant in service 
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balance multiplied by the prior year’s net depreciation reserve. Net 
depreciation reserve includes annual retirements, cost of removal and 
salvage. (Table-6, Line 5) 

 
c)   Working Capital and Other: SoCalGas is not proposing to change the rate 

base elements of Materials and Supplies, Working Cash, Customer 
Advances for Construction, and deferred revenue from the test-year 2028 
amounts. (Table 5, Line 4,5,7,8) 

 
d)   Repair Deductions Rate Base Adjustment (2016 – 2038) (Table-5, Line 9): 

SoCalGas proposes to continue the amortization of this rate base 
adjustment as ordered in D.16-06-054, page 192, and adjusted for Tax 
Cuts & Jobs Act (TCJA) as discussed in the testimony and workpapers of 
witness Ragan Reeves (Exhibit SCG-33/Exhibit SCG-33-WP-Tax). 

 
e)   Accumulated Deferred Taxes: 2017 Tax Cuts & Jobs Act Adj (Table-5, 

Line 11): SoCalGas calculated this rate base adjustment using the average 
rate assumption method (ARAM) as explained by the Tax testimony 
(Exhibit SCG-25/SDGE-30). SoCalGas proposes to continue the 
amortization of this adjustment into the PTYs.     

 
f)   Change in Accumulated Deferred Taxes – Plant: Each PTY’s WAVG 

accumulated deferred taxes is calculated using the ratio of the test year 
level of deferred taxes to the test year WAVG plant in service. (Table-5, 
Line 13) 

 
g)   Change in Accumulated Deferred Taxes – CIAC: Each PTY’s WAVG 

accumulated deferred taxes is calculated using the ratio of the test year 
level of deferred taxes to the test year WAVG plant in service. (Table 5, 
Line 14) 

 

The resulting Weighted Average Depreciated Rate Base and supporting calculations are 

shown in the tables below. 
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Table 5 

 

 



Southern California Gas Company 
2028 GRC – APP   

Post-Test Year Ratemaking Workpapers 
 

SCG/POST-TEST YEAR RATEMAKING/Ex. SCG-28-WP/Witness: R. Gonzalez 
Page 8 of 17 

 

Table 6 
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Table 7 

 

 

Table 8 
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Table 9 
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3. Capital-Related Revenue Requirement Calculations: The capital-related revenue 
requirement components for each attrition-year are calculated using the 
methodologies described below: 

 
a)   Depreciation Expense: Depreciation expense is calculated by multiplying 

the current PTY plant-in-service weighted average increase by the test 
year’s system average depreciation rate. (Table-10, Lines 1-7) 

 
b)   Ad Valorem Tax: Ad Valorem Tax is calculated by multiplying the 

current attrition year additions by the test year’s system ad valorem tax 
rate. (Table-10, Lines 8-12) 

 
c)   Payroll Tax: Payroll Tax is calculated by multiplying the prior year 

payroll taxes by the current attrition year labor escalation rate forecasted 
by S&P Global. (Table-10, Lines 13-15) 

 
d)   Long-Term Debt Cost: Long-Term Debt Cost is calculated by multiplying 

the attrition year change in weighted average rate base by the authorized 
weighted cost of Long-Term Debt. (Table-11, Lines 4-8) 

 
e)   Preferred Stock Cost: Preferred Stock Cost is calculated by multiplying 

the attrition year change in weighted average rate base by the authorized 
weighted return on Preferred Stock. (Table-11, Lines 9-15) 

 
f)   Common Equity Cost: Common Equity Cost is calculated by multiplying 

the attrition year change in weighted average rate base by the authorized 
weighted return on Common Equity. (Table-11, Lines 16-22) 

 
g)   Federal Tax Depreciation: Federal Tax Depreciation income tax expense 

is calculated by multiplying current attrition year additions by the test 
year’s system average federal tax depreciation rate and by the federal 
income tax rate. (Table-12, Lines 1-9) 

 
h)   State Tax Depreciation: State Tax Depreciation income tax expense is 

calculated by multiplying the current attrition year additions by the test 
year’s system average state tax depreciation rate and by the state income 
tax rate. (Table-12, Lines 10-18) 
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i)   California Corporation Franchise Tax (Prior Year): Prior Year's state 
income tax is a deduction for federal income tax purposes. (Table-13, 
Lines 1-22) 

 
j)   Gross Ups: All revenue requirement components which are not directly 

deductible for income taxes are grossed up for income taxes. These are 
Book Depreciation, State Tax Depreciation, Federal Tax Depreciation, 
Preferred Stock Cost, Common Equity Cost, and California Corporation 
Franchise Tax (Prior Year). All revenue requirement components are 
grossed up for FF&U using the factors referenced in Section D. 
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Table 10 
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Table 11  
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Table 12 
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Table 13  
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D. FRANCHISE FEES AND UNCOLLECTIBLE GROSS UP 

Franchise Fees and Uncollectible Gross Up: The total resulting O&M will be grossed up 

for FF&U using the franchise fee factors of 1.1485% and the uncollectible factor of 1.1080%. 

The calculation of the gross up factor is shown below: 

 
Table 14 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


