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SUMMARY OF THE PREPARED DIRECT TESTIMONY OF

ROBERT J. WIECZOREK

Mr. Wieczorek’s testimony provides support for the Electric Transmission average

service lives (ASL), Iowa curves, and future net salvage (FNS) studies which are based

on the recorded year 2011. These proposed depreciation parameters are used to establish

depreciation accrual rates and/or future rate base for the Transmission Owner Formula at

issue in this rate proceeding.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

San Diego Gas & Electric Company ) Docket No. ER13-__ -000

PREPARED DIRECT TESTIMONY OF
ROBERT J. WIECZOREK
ON BEHALF OF SAN DIEGO GAS & ELECTRIC COMPANY
(DEPRECIATION)

INTRODUCTION

Please state your name and address.

My name is Robert J. Wieczorek. My business address is 8330 Century Park Court, San
Diego, California 92123.

In what capacity are you employed?

I am the Principal Depreciation Accountant for San Diego Gas & Electric Company
(SDG&E).

Please describe your educational background and professional experience.

A description of my background and qualifications are attached.

PURPOSE OF TESTIMONY

What is the purpose of your testimony in SDG&E’s Transmission Owner (TO) Rate
proceeding, designated as SDG&E’s TO4 Formula?

The purpose of my testimony is to support SDG&E’s TO4 rate filing before the Federal
Energy Regulatory Commission (FERC or Commission) by: (1) presenting the results of
the average service life (ASL), lowa curves, and future net salvage (FNS)
analyses/studies that I conducted for SDG&E’s transmission plant and (2) describing the
methods I used in those studies to determine the life and net salvage characteristics of
SDG&E’s plant accounts to derive the depreciation expense for this TO4 Formula for

SDG&E'’s Electric Transmission Plant.

BW-1
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EXECUTIVE SUMMARY

Please summarize the key components of your testimony.

The key components of my testimony address the following:

SDG&E has proposed for each FERC Uniform System of Accounts (USoA)
subaccount the average service live (ASL), the appropriate lowa curve, and the FNS
all based upon historical 2011 data. SDG&E has also displayed an overall composite
rate at a specific point in time using these aforementioned parameters. A comparison
requested in the TO3 Settlement regarding cost of removal (COR) is included in this
testimony.

While there are displayed TO4 depreciation rates based on a specific point in time
(May 2012 with Sunrise at July 2012), SDG&E is requesting that the proposed ASL,
Iowa curve and FNS be accepted and therefore be the premise of rates going forward.
SDG&E is proposing that rates be updated when necessary based on the final
approval and authorization of these ASL, Iowa curves and FNS by subaccount. As
changes in the infrastructure take place, SDG&E requests the option of rebuilding
rates against those infrastructure changes applying the authorized ASL, Iowa curve,
and FNS. This is similar to other Utility’ requests in the Industry.

Appendix VIII, specifically in paragraph titled “Transmission Plant Depreciation
Expense”, re-emphasizes the fact that the ASL, Iowa Curves, and FNS% are the
proposed parameters requested for approval and authorization in this TO4 filing and
not the rates that result from their application. SDG&E reserves the right to update
rates over time using authorized parameters.

The overall depreciation composite rate of 3.00% is the result of applying ASL, lowa
curves, and FNS study detail against FERC plant balances as of May 2012, except for
the Sunrise Powerlink Project (Sunrise or SRPL) for which plant balances are
displayed as of July 2012.

The revenue requirement at May 2012 without Sunrise is $57.9M and the current
May 2012 impact at the TO3 rates is approximately $47.5M for an increase of
$10.4M. Once Sunrise is fully rolled in (based on a July 2012 balances), the revenue
requirement will increase by an additional $42,831,086. See Appendix “D,” page

BW-2



Exhibit No. SDG-8

BW-D4. Because of the operation of the Formula, the Sunrise effect will not occur
until Cycle 2.

e The following chart displays the TO4 depreciation rates by Federal Energy
Regulatory Commission (FERC or Commission) subaccount resulting from applying
the proposed ASL, lowa curve, and FNS parameters. Page BW-D1 in Appendix “D”
reflects the TO3 Settlement depreciation rates which were approved by the FERC in
2007). Again, unlike the TO3 Settlement which authorized and approved specific
depreciation rates, the current SDG&E request within this TO4 filing is requesting
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approval and authorization of the proposed ASL, lowa curve, and FNS by FERC

subaccounts.

TO4 - Transmission Plant Depreciation Rates @May 2012 (SRPL @July 2012

FERC Description Proposed | Proposed | Plant | Proposed Net Total
Subaccount ASL lowa Rate FNS % COR Rate
Curve Rate

E352.10 “Other” 72 R2 1.36% -60% 0.82% 2.18%
E352.20 “SWPL” 72 R2 1.01% -60% 0.61% 1.62%
E352.60 “SRPL” 72 R2 1.39% -60% 0.84% 2.23%
E353.10 “Other” 50 R1 2.20% -60% 1.32% 3.52%
E353.20 “SWPL” 50 R1 2.51% -60% 1.51% 4.02%
E353.40 “Palomar” 50 R1 2.03% -60% 1.22% 3.25%
E353.60 “SRPL” 50 R1 2.01% -60% 1.21% 3.22%
E354.10 “Other” 70 R5 1.57% -100% 1.57% 3.13%
E354.20 “SWPL” 70 R5 1.33% -100% 1.33% 2.65%
E354.60 “SRPL” 70 R5 1.47% -100% 1.47% 2.93%
E355.10 “Other” 45 R1.5 2.33% -100% 2.33% 4.65%
E355.20 “SWPL” 45 R1.5 2.54% -100% 2.54% 5.08%
E355.60 “SRPL” 45 R1.5 2.26% -100% 2.26% 4.53%
E356.10 “Other” 58 SO 1.60% -100% 1.60% 3.20%
E356.20 “SWPL” 58 SO 0.88% -100% 0.88% 1.77%
E356.60 “SRPL” 58 SO 1.75% -100% 1.75% 3.51%
E357.00 “Other & SWPL” 60 R5 1.68% -45% 0.75% 2.43%
E357.60 “SRPL” 60 R5 1.69% -45% 0.76% 2.45%
E358.00 “Other & SWPL” 50 R3 1.89% -10% 0.19% 2.08%
E358.60 “SRPL” 50 R3 2.03% -10% 0.20% 2.23%
E359.10 “Other” 60 SQ 1.65% 0% 0.00% 1.65%

BW-3
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E359.20 “SWPL” 60 SQ 1.44% 0% 0.00% 1.44%
E359.60 “SRPL” 60 SQ 1.68% 0% 0.00% 1.68%
Composite 1.82% 1.18% 3.00%

Iv.

Q6.
A6.

Q7.
AT.

Q8.
AS.

OVERVIEW OF METHODOLOGY USED TO DERIVE TO4 DEPRECIATION
RATES

Please briefly explain the ASL Methodology.

SDG&E uses the actuarial methodology for the transmission subaccounts that have the

historical detail and retirement history necessary to support a thorough life study. For

those subaccounts that do not provide the requisite historical detail, SDG&E exercises
expert judgment in forecasting appropriate ASL, as described below:

e Only four (4) of the twenty-three (23) subaccounts (not including E350.26) provide
the requisite data for an actuarial study which resulted in longer ASLs.

e The remaining nineteen (19) subaccounts are forecasted to reflect similar lives as
suggested in the four (4) actuarial studies, comparable lives reflected by other CA
utilities, or comparable lives embedded in the TO3 Settlement depreciation rates.

e The current TO4 composite plant rate displayed is 1.82%. (in contrast to the TO3
composite plant rate of 1.92%). This TO4 plant rate results from applying the
proposed ASL and lowa curve detail against the May 2012 historical FERC balances
for “Other,” i.e., non-SRPL and Southwest Powerlink (SWPL) subaccounts but with

the full impact of the newly energized Sunrise infrastructure balances at July 2012.

Reflecting the Sunrise infrastructure at July 2012 lowers the TO4 composite plant rate

not due to any ASL or lowa curve differences but to the remaining lives expected for
those assets.
Please briefly explain the FNS reflected in the TO4 Formula.
The FNS study for the TO4 Formula captures the recent 15 year historical picture and
when applied against the displayed plant rate of 1.82% supports a negative 65% factor
equating to the 1.18%.
Please briefly explain the TO4 Composite Rates

rate equating to the overall 3.00% composite rate. This contrasts with the authorized

BW-4
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TO3 composite plant rate of 1.92% with a .73% net cost of removal rate equating to the

overall 2.65% settled authorized composite rate.

Q9.  Section 6.3 of the TO3 Settlement requires SDG&E in its TO4 Filing “to produce an
estimate of the prior amounts of Net Cost of Removal included in accumulated
depreciation associated with the electric transmission facilities included in the filing, with
full supporting documentation.” How has SDG&E complied with that undertaking in this
TO4 Filing?

A9.  SDG&E has captured the removal accrual and percentage embedded within the monthly
depreciation rates by transmission account for the entire TO3 life cycle (starts July 2007).
SDG&E has also identified the actual removal cost expended and experienced during that
same TO3 period (also starting, July 2007).

All FERC ACCOUNTS (Period July 1st 2007 thru December 2012)
NET
ACTUAL SALVAGE DIFFERENCE
PLANT REMOVAL GROSS (GS less COR IN (COR less NET
RETIRED COST SALVAGE REM) RATES SALVAGE)
YEAR (C-D) (F-E)
A (B) © D) {E) @® G)
2007 8,763,776* 2,692,863 2,692,863 4,444,028 1,751,165
2008 5,047,658 6,205,207 - 6,205,207 9,435,167 3,229,959
2009 6,010,000 12,433,857 871,432 11,562,425 10,493,752 -1,068,673
2010 11,559,893 9,632,555 -1,062 9,633,617 11,478,946 1,845,329
2011 5,608,148 15,047,902 2,802,409 12,245,493 12,681,908 436,415
2012 2,845,417 6,971,166 800,852 6,170,314 19,584,316 13,414,002
39,834,892 52,983,550 4,473,631 48,509,919 68,118,116 19,608,197
* full year Without
retirements Sunrise > 48,512,127 62,140,994 13,628,867

1.

The actual removal costs experienced and recorded during the TO3 period are a direct

result of field removal and associated activity involved during transmission

retirements.

The actual removal cost is not connected nor specifically related to the procedure that

generates the COR accrual in the depreciation rates. Specifically, the COR

depreciation accrual is simply a product of current infrastructure while the actual

BW-5
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removal cost is generated by experienced retirement activity. Costs and expenses are
separate and uniquely independent, with no logical connections. Attempting to
correlate these two numbers would yield misleading results.
Have you illustrated the effects of these various aspects of your methodology?
Yes. I am including individual exhibits applying the proposed TO4 ASL, Iowa curves
and FNS parameters both at 12/31/2011 and at 5/31/2012 which includes the Sunrise
effect at 7/31/2012. The latter snapshot captures not only the effect of Sunrise but
includes the extraction of the Citizens Lease' effect on future depreciation expense. See

Appendix “D” for these exhibits illustrating the TO4 proposed parameters.

REMAINING LIFE METHODOLOGY

Please explain the methodology underlying your depreciation study for this TO4 Filing.
The methods used to calculate the mortality characteristics (service lives, retirement
dispersions, and net salvage rates) and to calculate the straight-line remaining life

depreciation rates are based on the Standard Practice U-4, Determination of Straight-Line

Remaining Life Depreciation Accruals (Standard Practice U-4). The California Public

Utilities Commission (CPUC) issued this standard practice in 1961 as a guide for
determining proper depreciation accruals, and has consistently upheld its use by the
California utilities in computing service lives, retirement dispersions, and net salvage
rates. California utilities have routinely used these same study methodologies in FERC
proceedings.

Did you validate the study results?

Yes. During the course of the depreciation study, results were reviewed and validated
through a process which involved consulting the historical data for the assets as well as
interacting with various operation departments to consider their observations and
evaluations regarding SDG&E’s capital assets and infrastructure. This process re-
affirmed the study detail showing that existing infrastructure will continue the current life
patterns (with some noted ASL extension) and FNS influence suggested by the studies
and judgment, resulting in some lengthening of lives and increases in actual removal

costs for certain FERC accounts. FNS has and is forecasted to increase for some specific

' Citizens has entered into a 30 year lease for the $84.7M assets previously recorded for Sunrise. FERC has
stipulated a 30 year amortization period.

BW-6
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FERC accounts. In addition, factors such as new technology, the continued heightened
focus on safety, and the need for increased reliability of the SDG&E system all will have
impacts to the ASL and FNS of assets, which are reflected in this TO4 Filing, and are
anticipated to have impacts which will be reflected ongoing into future filings.

Other than history, are there other aspects to be considered when assessing and
confirming ASL changes and future costs of removal?

Yes. For example, new technology can definitely have the effect of either extending or
reducing the lives of various assets. Focus on reliability can definitely have both an
effect on ASL and/or cost of removal. Safety and environmental concerns are always
paramount during utility operations. Future depreciation studies will continue to be
conducted to weigh the influence and evaluate those effects on electric utility
transmission assets.

How is the full year ending December 31, 2011 depreciation expense calculated?

The depreciation expense for Recorded Year 2011 directly results from the application of
depreciation parameters” authorized by the Commission in SDG&E's TO3 FERC
Settlement.

How will the initial TO4 depreciation rate affect depreciation on a going forward basis?
Again, Life studies were established using historical data (through 2011) to analyze and
adjust, where indicated, the assigned mortality characteristics of the FERC plant
accounts. Beginning September 1, 2013, SDG&E proposes depreciation expense to be
calculated using ASL, lowa curves, and FNS that will be approved and authorized by the
decision to this TO4 filing. The displayed the TO4 2013 annual depreciation expense
results from applying the proposed ASL, Iowa curve, and FNS parameters against the
infrastructure balances at May 2012 (exception for Sunrise FERC subaccounts using the
July 2012 plant balances). SDG&E will update depreciation rates based on the

authorized ASL, lowa curve, and FNS due to infrastructure changes when necessary.

Normally, “Depreciation parameters” (or “mortality characteristics”) refer to the average service life, retirement

dispersion, and net salvage rate for a group of assets. In the TO3 settlement, the actual depreciation rates were
authorized.

> Doc No. ER07-284-000, Article VI — Composite Depreciation Rates

BW-7
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DEPRECIABLE LIVES FOR THE TO4 FORMULA

What categories of FERC plant account depreciable lives did you review, study and/or
forecast?

Depreciable lives were reviewed, studied, and/or forecasted for two categories of plant
accounts: (a) mortality accounts and (b) judgment/forecast accounts. Mortality accounts,
generally referred to as mass accounts, maintain records for related types of property
grouped by vintage year without regard to specific location. An example of a mortality
account would be poles (FERC Account E355). Both categories are discussed in more

detail below along with the Life Methods used.

A. Mortality Accounts

Does SDG&E apply the mass-asset convention of accounting?

Many utilities including SDG&E apply the mass-asset convention of accounting known
as the “group” method, as defined by the National Association of Regulatory Utility
Commissioners (NARUC), to certain fixed assets such as utility poles and other
components of their transmission systems. These FERC accounts can be too numerous to
track on an individual basis given the number and relative value of each individual asset.
To what specific FERC accounts did SDG&E apply this mass-asset convention?
Mortality characteristics were reviewed for the four (4) “Other” mortality accounts using
historical data through 2011. By using the actuarial method, each of these four (4)
subaccounts has been assigned a representative Iowa-type survivor curve® combined with
an appropriate ASL.

What did this review determine?

SDG&E’s review indicated the need to propose modifications to the ASL for these
accounts. The lengthening of ASL and increased FNS has been the general trend for
SDG&E assets.

B. Judgment / Forecast Accounts

When is it appropriate to use Judgment/Forecast methodology?

4 Iowa-type survivor curves plot the percent surviving (from an original asset placement group) versus the age of
the group. The age is typically expressed as a percentage of average service life. The lowa curves were
developed from empirical industrial data, and are the most widely-used standardized survivor curves in the utility
industry.

BW-8
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For those FERC accounts that don’t have the data or history that supports the Actuarial or
Simulated Plant Record methodology, Judgment/Forecast methodology must be
entertained to derive the proposed ASL and appropriate lowa Curve.

Is it appropriate to identify a gain or loss during any asset retirement?

Generally neither the mortality, forecast nor judgment methodology, using the composite
convention of accounting, results in the recognition of a gain or loss upon the retirement
of an asset. Rather, any difference between the net book value of the assets and the value
realized at retirement (salvage proceeds less removal and disposal costs) are embedded in
accumulated depreciation and considered in the determination of prospective depreciation

rates.

C. Life Methods Used to Determine ASL

1. Retirement Rate Method of Actuarial Analysis (Actuarial Method)
What life methodology did you use to determine ASL?
I used the retirement rate actuarial analysis as a primary determinant of average service
lives for the four (4) mortality accounts that have the historical detail required.
What historical detail is needed for the actuarial analysis?
Aged retirement data (i.e., the transaction year and the original vintage year) and
exposures to retirement are required for this analysis. The retirements of a specified
range of vintages (placement band) within a specified band of transactional calendar
years (experience band) are identified, along with the age of each retirement. The
retirements occurring at like-age intervals are grouped, with the same being done for the
amounts exposed to retirements at the beginning of each age interval. These “exposures”
also include adjustments for any major transfers between accounts.
While aged retirement data by vintage year is required, how does this data lend itself to in
determining the survivor and/or lowa curve?
A survival rate is calculated for each age group by first dividing the retirements by the
beginning exposures for a given age interval (to get a retirement rate) and then
subtracting that rate from one (1). The survival rates (which represent the conditional
probability of surviving the entire age interval) are multiplied successively, beginning
with 100% at age zero, to arrive at percent surviving for the beginning of each age

interval. These percentages are plotted and matched to standard survivor curves (Iowa-

BW-9
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type survivor curves). When needed, the use of standard curves provides a good means
of extrapolating incomplete survivor curves (known as “stub” or “truncated curves”).
Truncated curves were not entertained in this study.

How is the ASL represented within the lowa curve choice for any particular FERC
Account?

Average service lives are represented by the area under the survivor curve divided by the
ordinate at age zero (100%). Vintage remaining lives are calculated by dividing the area
under the survivor curve to the right of its age by the ordinate at that age. The average
remaining life for each account was calculated by weighting the remaining life of each

vintage year with its surviving plant balance as of December 31, 2011.

2. Forecast/Judgment Method of Analysis
What methodology did you use for those FERC accounts that do not capture the historical
detail needed for an actuarial analysis?
I applied forecast/judgment based on their association with the “Other” FERC accounts
contained in the Actuarial analyses, as well as, the comparable FERC accounts reflected
in recent filings by other California utilities.
What FERC accounts are being determined by the Forecast/Judgment method?
Knowing that only four (4) “Other” FERC accounts have the recorded history to lend
themselves to the actuarial methodology, the forecast/judgment methodology must be
used to support and determine the ASL and Iowa Curve for the Southwest Powerlink
(SWPL), Sunrise and the remaining “Other” FERC accounts. Again, this judgment uses
the recorded history available, the recent TO3 Settlement results and the most recent SCE
and PG&E TO filings, SDG&E Field and Engineering input, all combined with the

actuarial data results detailed in the depreciation work papers.

NET SALVAGE RATES FOR FERC TO4 FILING

Do the NARUC publications address salvage and have they issued guidance on this
topic?

As stated in the NARUC publication, Public Utility Depreciation Practices, “salvage and
cost of removal analysis involves the determination of salvage and cost of removal as a
percentage of the cost of the retired property. This percentage is referred to herein as a

“FNS factor.” The techniques employed depend upon the type of property being studied
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and the type of data available. These techniques can involve analysis of history, the
anticipated future, or both. The procedures in general use have the ability to measure the
salvage and cost of removal of the original installations, but rarely do so because of data
limitations. If this situation is not recognized and compensated for, selected net salvage
factors will be inconsistent with selected average service lives.

How have the many regulatory commissions handled salvage and cost of removal as a
component of the depreciation rates?

Historically, most regulatory commissions, including the FERC, have required that both
gross salvage and the cost of removal be reflected in depreciation rates. The theory
behind this requirement is that, physical plant placed in service can have some residual
value at the time of its retirement so the original cost recovered through depreciation
should be reduced by that amount. Likewise, there can be additional costs at retirement
to remove and dispose of infrastructure that should be borne by the ratepayer during the
asset’s ASL. The latter is becoming more predominant over time.

How does the handling of salvage and cost of removal in this manner affect the utility
customers?

Closely associated with this reasoning is the accounting principle that revenues be
matched with costs and the regulatory principle that utility customers who benefit from
the consumption of plant pay for the cost of that plant, as well as the concept of
intergenerational equity, which assigns removal costs for assets to the customers who
have been served by those assets, no more, no less. The application of these principles
requires that the estimated cost of removal of plant be recovered over its ASL.””

What actually happens when property is retired when there may be both positive salvage
and cost to remove the infrastructure?

NARUC also adds that when property is retired,’ the effect of both salvage and removal
costs are involved. The net salvage gives consideration to both of these items and
represents the salvage less the removal costs. If the salvage exceeds the removal costs,

the net salvage is considered positive. When the removal costs exceed the salvage, the net

5 Public Utility Depreciation Practices, NARUC, August 1996, p. 157.
 Public Utility Depreciation Practices, NARUC, August 1996, p. 18,”Salvage Considerations”
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salvage is negative. The effect of net salvage, whether positive or negative, must be
considered in the calculation of depreciation.

How does this all come together in the current SDG&E historical analysis of net salvage?
In this depreciation study, net salvage rates (equal to gross salvage less cost of removal as
a percentage of retired plant cost) were proposed for SDG&E by analyzing historical data
for the past 15 years (1997 through 2011).

Is this historical analysis a recognized approach to determine net salvage?

Yes, it is based on that specified in the Standard Practice U-4.

Has there been a trend over time emerging from the recent SDG&E FNS studies?

Yes. The prevailing trend of the SDG&E’s FNS studies is towards more negative net
salvage rates. Generally, a change in net salvage rates is directly related to the change in
service lives (some transmission FERC accounts are lengthening at SDG&E) and has an
offsetting impact on depreciation rates and expense. For example, when asset lives are
lengthened, positive salvage values decline or become negative as the physical item
continues to deteriorate and the cost to dispose of that item increases. Also, since the
asset’s vintage year reflects the original acquisition costs, the continually increasing cost
of removal (i.e. labor costs) affects the ratio. The proposed FNS is expressed as a
percentage of the original historical cost’ of the associated retirement (a constant), and
the current pattern being experienced at SDG&E are increasing negative net salvage
rates. Thus, while a lengthening life (ASL extension) decreases annual depreciation
expense, any increase in a negative net salvage rate will increase the depreciation
expense.

Are the FNS study results for the TO4 Formula included in your testimony by FERC
account?

Yes. The specific TO4 FERC Filing proposals for each FERC asset account’s net
salvage are included in the account-by-account detail later in my testimony, as well as in
Appendix “B”. The individual proposed allocation by FERC account based on the FNS

studies has increased for many of the FERC accounts from the current authorized levels.

7 The future net salvage parameter is expressed as a percentage of the original historical cost because the ultimate
depreciation rate is applied to the historical cost of surviving plant. All values (plant cost, cost of removal, gross
salvage, and reserve) used in the depreciation rate computations are nominal dollars.
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Is the historical cost of both positive salvage and removal activity available for review
and analysis?

Yes. SDG&E actual net salvage (positive salvage less actual removal) activity over the
past years has been updated to include 2012 activity. Based on the FNS Study and this
summary, the SDG&E overall FNS proposed in this TO4 filing is conservative:

Historical
Removal.xls

DEPRECIATION RATE CALCULATION

What is one of the greatest challenges in depreciation rate calculation?

As stated in the NARUC’s Public Utility Depreciation Practices, one of the greatest
challenges is balancing the short-run and long-run interests affecting both the ratepayer
and the Company. If the depreciation rates prescribed are too low, the revenue
requirement in the short-run may be lower. These rates can be so low that revenue fails
to recoup the capital invested by the end of asset’s end life placing a burden on future
ratepayers for assets that never served their interest. The situation can be reversed by
placing more of the burden inappropriately on current ratepayers, while future costs are
minimal or non-existent.

What approach, objective, and/or considerations should be taken into account to address
this challenge?

The objective of computing depreciation then is to allocate the cost or depreciation base
over the property’s service life by charging the appropriate portion of the consumption of
plant taking place during each accounting period. The different depreciation methods
incorporated by SDG&E achieve this objective. As these methods are applied, two
estimates are required, one for ASL and the other for FNS.

Is SDG&E using a prescribed method to calculate and determine depreciation rates?

The SDG&E depreciation rates are calculated in accordance with Standard Practice U-4,

using the straight-line method, broad group procedure, and remaining life technique. The
straight-line method prorates the recovery of service value in equal annual amounts. The

broad group procedure (the most widely used in the utility industry) groups assets in
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categories (typically plant accounts and/or subaccounts) and depreciates all assets as if

they all had identical mortality characteristics, while using a single depreciation rate for

the entire category. The broad group procedure also assumes that under-accruals

resulting from early retirements are offset by over-accruals on assets that outlive the

average service life. The remaining life technique accrues unrecovered service value

over the average remaining life of the group.

Can you explain how SDG&E calculates the remaining life annual accruals for each

FERC account?

Yes. The remaining life annual accruals are calculated for each plant account as follows:
(plant balance - future net salvage - reserve) / (average remaining life)

Plant balance is the original installed cost of the assets less any contributions in
aid of construction. The future net salvage is the projected gross salvage for recovered
materials less costs associated with retiring the assets. The future net salvage is
calculated by applying the net salvage rate to the surviving plant balance (that plant yet to
be retired). The reserve is the accumulation, since the inception of the plant account, of
the following booked entries: depreciation accruals, plus salvage, less cost of removal,
less the retirements, plus or minus any transfers in or out as provided for by the USoA.
Using recorded 12/31/2011 FERC plant balances, how were the annual depreciation rates
calculated?

The proposed ASL, Iowa curves, and FNS parameters are based on the December 31,
2011 historical data. The depreciation rates displayed on page BW-3 were calculated
based on recorded information as of May and July, 2012. The net balance yet to be
depreciated at those dates is divided by the remaining life to arrive at the yearly accrual.
The actual depreciation rate is then determined for each FERC plant account by dividing
the subsequent depreciation accrual by the full gross plant balance. These remaining life
rates are self-correcting for prior over- and under-accruals as the depreciation parameters
are updated in accordance with each subsequent FERC TO filings.

Knowing that the 12/31/2011 historical balances were used in the determination of both
the ASL, lowa curves, and FNS proposals, what historical detail was used in creation of

the LIFE and COR subaccount rates?
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As stated above, rates are applied on a composite functional group basis to the
05/31/2012 and 07/31/2012 depreciable plant balances to obtain the displayed
depreciation expense. The FERC composite depreciation rate resulting from the
proposed study parameters (ASL, Iowa curves, and FNS) is 3.00 % for the 2013 TO4
Filing (generated on May/July 2012 historical), compared to a rate of 2.65% for the 2007
TO3 Settlement.

ACCOUNT-BY-ACCOUNT DETAIL FOR PROPOSED ASL AND FNS
PERCENTAGES

Has SDG&E identified a subaccount by subaccount summary of proposed ASL and FNS
percentages?

The following subaccount by subaccount detail summarizes the proposed lives and future
net salvage for each transmission FERC subaccount. The method utilized in determining
each FERC subaccount’s updated and proposed life is also specified.

Will the method used in each FERC subaccount analysis be apparent?

Within the summary for each account, it will be noted whether the Actuarial (mass
account) and/ or the Forecast (best judgment) method was used in the analysis. For those
specific FERC subaccounts where the Actuarial method was used as a primary
determinant of average service lives, aged retirement data and exposures to retirement
were required. As described earlier, the retirements of a specified range of vintages
(placement band) within a specified band of transactional calendar years (experience
band) were identified, along with the age of each retirement. The retirements occurring
at like-age intervals are grouped, with the same being done for the amounts exposed to
retirements at the beginning of each age. Work papers (Appendix “A” thru “D”) detail
the authorized and proposed service life and the calculation of the depreciation rate.
What additional detail is available for the Forecast/Judgment method by account?

For those specific FERC subaccounts using the Forecast (best judgment) method, the
forecast, life span, or end-life method of life analysis is normally applied for the

remaining life calculation. These methods are outlined in Standard Practice U-4. Then,

the composite remaining life for the account is obtained by direct weighting with the
dollars for each unit. The average service life weighting is often only appropriate in

situations where limited activity occurs within an account and there is a long time interval
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existing between probable retirement dates. For this TO4 filing, those FERC subaccounts
not having the historical data necessary for an actuarial study, similar ASL, lowa curves
and FNS are being assigned (forecasted).

Was the prescribed 15 year FNS study used for the transmission FERC subaccounts?

Yes. The FNS analysis was done in accordance with the Standard Practice U-4

methodology. While professional judgment was used in the review of the historical FNS
study, being cognizant of the current authorized TO3 Settlement FNS percentages, as
well as the other California utilities’ authorized FNS rates were taken into consideration

in arriving at the FNS rates being proposed in this TO4 Filing.

A. Subaccount E350.26 — Land Rights

Please describe the FERC E350.26 subaccount and the TO4 proposal being requested.
Identify the type of assets assigned to this account, the method used to determine the
proposed amortization specifically requested for this FERC account.

This subaccount includes the acquisition costs for Land Rights. This includes land rights
costs associated for “Other” transmission, SWPL and the recently completed Sunrise.
This FERC subaccount for land and land rights shall include the cost of land owned in fee
by the utility and rights. This also includes interests, and privileges held by the utility in
land owned by others, such as leaseholds, easements, water and water power rights,
diversion rights, submersion rights, rights-of-way, and other like interests in land.

The items of cost to be included in the accounts for land and land rights are as follows:

1. Bulkheads, buried, not requiring maintenance or replacement.

2. Cost, first, of acquisition including mortgages and other liens assumed (but not
subsequent interest thereon).

3. Condemnation proceedings, including court and counsel costs.

4. Consents and abutting damages, payment for.

5. Conveyancer and notary fees.

6. Fees, commissions, and salaries to brokers, agents and others in connection with the
acquisition of the land or land rights.

7. Leases, cost of voiding upon purchase to secure possession of land.

BW-16
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8. Removing, relocating, or reconstructing, property of others, such as buildings,
highways, railroads, bridges, cemeteries, churches, telephone and power lines to acquire
quiet possession.
9. Retaining walls unless identified with structures.
10. Special assessments levied by public authorities for public improvements on the
basis of benefits for new roads, new bridges, new sewers, new curbing, new pavements,
and other public improvements, but not taxes levied to provide for the maintenance of
such improvements.
11. Surveys in connection with the acquisition, but not amounts paid for topographical
surveys and maps where such costs are attributable to structures or plant equipment
erected or to be erected or installed on such land.
12. Taxes assumed, accrued to date of transfer of title.
13. Title, examining, clearing, insuring and registering in connection with the acquisition
and defending against claims relating to the period prior to the acquisition.
14. Appraisals prior to closing title.
15. Cost of dealing with distributees or legatees residing outside of the state or county,
such as recording power of attorney, recording will or exemplification of will, recording
satisfaction of state tax.
16. Filing satisfaction of mortgage.
17. Documentary stamps.
18. Photographs of property at acquisition.
19. Fees and expenses incurred in the acquisition of water rights and grants.
20. Cost of fill to extend bulkhead line over land under water, where riparian rights are
held, which is not occasioned by the erection of a structure.
21. Sidewalks and curbs constructed by the utility on public property.
22. Labor and expenses in connection with securing rights of way, where performed by
company employees and company agents.

The Forecast/Judgment method was used for this FERC subaccount and assets in
this grouping and/or FERC subaccount will retire at a forecasted year in the future. Many
of these assets have been acquired under contract specifying their end-life, so neither the

Actuarial (A) nor the Simulated Plant Records (SPR) methodology would be appropriate.
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SDG&E recommends that the forecast life for assets in this account remain at the current
authorized forecasted amortized end-life currently set at 60/100 years or as dictated by

specific contract end-life.

B. Account 352 — Structures and Improvements

Please describe the FERC E352 account and the TO4 proposals being requested for all
the individual subaccounts (E352.10, E352.20 and E352.60). Identify the type of assets
assigned to this account, the method used to determine the proposed ASL, Iowa curve,
and the FNS percentages specifically requested for each unique FERC subaccount.
This FERC account includes the cost in place of structures and improvements used in

connection with all transmission operations.

1. Subaccount E352.10 — Structures and Improvements — “Other”
Transmission

The available historical detail allows SDG&E the ability to complete an Actuarial
Study on these assets. In the current actuarial study for FERC subaccount E352.10
“Other” Transmission, SDG&E observed a 72 year life for the R2 curve in the study
detail reflecting historical activity through 2011. The ASL and Iowa curve study detail is
available below and in Appendix “A”:
gy &

C:352 Appdx A.pdf

Based on the updated FNS Study for this FERC subaccount E352.10, the costs
associated with removal and disposal of the retired materials equates to FNS pattern of
<60%>. SDG&E is requesting an authorized change from the currently utilized negative
net salvage rate of <30%> to this proposed <60%>. The FNS supporting detail is
included in Appendix “B”.

2. Subaccount E352.20 — Structures and Improvements — South West

Powerlink — SWPL — Transmission

This FERC subaccount includes the cost in place of structures and improvements

used in connection with the SWPL transmission operations. Plant dollars reflected at

12/31/2011 in this E352.20 SWPL subaccount equate to about 10% of the total plant
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dollars that currently exist in the E352.10 “Other” subaccount. This minimal influence of
overall plant dollars, while not exhibiting enough historical activity to incorporate the
actuarial (A) or the SPR methodology, will be guided by the actuarial study done for the
E352.10 “Other” subaccount (above). Thus a 72 ASL and R2 Iowa curve is being
proposed for all the subaccounts under the entire full E352 FERC account.

Again, because of the minimal historical influence exhibited by E352.20, the FNS
Study for FERC account E352.10 will essentially drive the costs associated with removal
and disposal of the materials FNS of <60%>. Thus, SDG&E is requesting an authorized
change from the currently utilized negative net salvage rate of <30%> to this proposed
<60%>.

3. Subaccount E352.60 — Structures and Improvements — Sunrise

Powerlink — SRPL — Transmission

This FERC account includes the cost in place of structures and improvements
used in connection with Sunrise transmission operations. Sunrise has been in-service
since mid-June 2012 and has no history that neither affects nor alters the proposal
developed for the entire E352 FERC account. The Sunrise influence of overall plant
dollars, while not exhibiting any activity to incorporate the actuarial (A) or the SPR
methodology, will be guided by the actuarial study done for the E352.10 “Other”
subaccount. Thus, a 72 ASL and R2 Iowa curve will be proposed for the entire full E352
FERC account.

Without any history to the contrary, it is anticipated that the FNS Study for FERC
subaccount E352.10 (and applied to E352.20) should also be reflected as appropriate for
this SRPL account E352.60. SDG&E is proposing that the FNS parameters match those
requested for the E352 assets in the “Other” and “SWPL” accounts. This would establish
an authorized negative net salvage rate increasing from the currently utilized <30%>
upward to <60%>.

C. Account 353 — Station Equipment
Please describe the FERC E353 Account and the TO4 proposals being requested for all
the individual subaccounts (E353.10, E353.20, E353.40, and E353.60). Identify the type

of assets assigned to this account, the method used to determine the proposed ASL, Iowa

curve, and the FNS percentage specifically requested for each unique FERC subaccount.
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This FERC account shall include the cost installed of transforming, conversion, and
switching equipment used for the purpose of changing the characteristics of electricity in
connection with its transmission or for controlling transmission circuits.

Items can include:
1. Bus compartments, concrete, brick, and sectional steel, including items permanently
attached thereto.
2. Conduit, including concrete and iron duct runs not a part of a building.
3. Control equipment, including batteries battery charging equipment, transformers,
remote relay boards, and connections.
4. Conversion equipment, including transformers, indoor and outdoor, frequency
changers, motor generator sets, rectifiers, synchronous converters, motors, cooling
equipment, and associated connections.
5. Fences.
6. Fixed and synchronous condensers, including transformers, switching equipment
blowers, motors and connections.
7. Foundations and settings, specially constructed for and not expected to outlast the
apparatus for which provided.
8. General station equipment, including air compressors, motors, hoists, cranes, test
equipment, ventilating equipment, etc.
9. Platforms, railings, steps, gratings, etc. appurtenant to apparatus listed herein.
10. Primary and secondary voltage connections, including bus runs and supports,
insulators, potheads, lightning arresters, cable and wire runs from and to outdoor
connections or to manholes and the associated regulators, reactors, resistors, surge
arresters, and accessory equipment.
11. Switchboards, including meters, relays, control wiring, etc.
12. Switching equipment, indoor and outdoor, including oil circuit breakers, operating
mechanisms and truck and disconnect switches.

13. Tools and appliances.

1. Subaccount E353.10 — Station Equipment — “Other”
The available historical detail allows SDG&E to perform an Actuarial Study on
these assets. In the current Actuarial study for FERC account E353.10 “Other”

BW-20
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Transmission, SDG&E observed a 50 year ASL for the lowa R1 curve in the study detail
that has updated historical activity through 2011. SDG&E, therefore, is proposing an
ASL of 50 years. ASL study detail is available below and in Appendix “A’:
C:353 Appdx A.pdf
Based on the FNS Study for FERC subaccount E353.10, the costs associated with
removal and disposal of the retired assets reflects an FNS of <60%>. Thus, SDG&E is

requesting an authorized change from the currently utilized negative net salvage rate of

<10%> to the proposed <60%>. The FNS supporting detail is included in Appendix “B”.

2. Subaccount E353.20 — Station Equipment — SWPL

This FERC account includes the station equipment assets used in connection with
SWPL transmission operations. Plant dollars reflected at 12/31/2011 in this E353.20
SWPL account equate to about 10% of the total plant dollars existing in the entire E353
FERC account. This minimal influence of overall plant dollars, while not exhibiting
enough activity to incorporate the actuarial (A) or simulated plant records (SPR)
methodology, will be guided by the actuarial study done for the E353.10 “Other”
subaccount. Thus, SDG&E is proposing a 50 ASL and R1 Iowa curve for the entire full
E352 FERC account.

Again because of the minimal influence exhibited by this SWPL FERC E353.20,
the FNS Study for FERC account E352.10 will essentially drive the costs associated with
removal and disposal of the infrastructure. Thus, SDG&E is requesting an authorized
change from the currently utilized negative net salvage rate of <10%> to this proposed

<60%>.

3. Subaccount E353.40 — Station Equipment — Palomar

This FERC account includes the station equipment assets used in connection with
Palomar transmission operations. Plant dollars reflected at 12/31/2011 in this E353.40
subaccount are minimal at $1.6 million. This minimal influence of overall plant dollars,
while not exhibiting enough activity to incorporate the actuarial (A) or SPR
methodology, will be guided by the actuarial study done for the E353.10 “Other”
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subaccount. Thus, SDG&E is proposing a 50 ASL and R1 Iowa curve for the entire full
E353 FERC account.

Again because of the minimal influence exhibited by this Palomar FERC
E353.40, the FNS Study for FERC account E353.10 will essentially drive the costs
associated with removal and disposal of the infrastructure. Thus, SDG&E is requesting
an authorized change from the currently utilized negative net salvage rate of <10%> to

this proposed <60%>.

4. Subaccount E353.60 — Station Equipment — SRPL

This FERC subaccount includes the station equipment assets used in connection
with the SRPL transmission operations. Sunrise has been in-service since mid-June 2012
and has no history that either affects or alters the proposal developed for the entire E353
FERC account. The Sunrise influence of overall plant dollars, while not exhibiting any
activity to incorporate the actuarial (A) or the simulated plant records (SPR)
methodology, will be guided by the actuarial study done for the E353.10 “Other”
subaccount. Thus SDG&E proposes a 50 ASL and R1 Iowa curve for the entire full
E353 FERC account.

Without any history to the contrary, it is anticipated that the FNS Study for FERC
subaccount E353.10 (also E353.20 & E353.40) should also be reflected as appropriate for
this SRPL subaccount E353.60. SDG&E is proposing that the FNS parameters match
those requested for the E353 assets in the “Other”, “Palomar” and “SWPL” subaccounts.
This would establish an authorized negative net salvage rate increasing from the currently

utilized <10%> upward to <60%>.

D. FERC Account 354 — Towers and Fixtures
Please describe the FERC E354 account and the TO4 proposals being requested for all
the individual subaccounts (E354.10, E354.20 and E354.60). Identify the type of assets
assigned to this account, the method used to determine the proposed ASL, lowa curve,
and the FNS percentage specifically requested for each unique FERC subaccount.
This FERC account shall include the cost installed of towers and appurtenant fixtures
used for supporting overhead transmission conductors.

Items can include:

1. Anchors, guys, braces.
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Brackets.

Cross arms, including braces.

Excavation, backfill, and disposal of excess excavated material.
Foundations.

Guards.

Insulator pins and suspension bolts.

Ladders and steps.

A A S R e

Railings, etc.

10. Towers.

1. Account E354.10 — Towers and Fixtures — Other

There is not enough historical detail within the SDG&E records to complete an
Actuarial Study on these assets. Since the July 2007 settlement, a 70 year ASL with a SQ
Iowa Curve has been in place. SDG&E is proposing to continue with the ASL of 70
years but updating to the lowa curve to R5.

The FNS Study for FERC subaccount E354.10 has been updated and the costs
associated with removal and disposal of the materials equates to a FNS of <100%>.
Thus, SDG&E is requesting an authorized change from the current negative net salvage
rate of <75%> to the proposed <100%>. The FNS supporting detail is included in
Appendix “B”.

2. Subaccount E354.20 — Towers and Fixtures — SWPL

Again, there is not enough historical detail to complete an Actuarial Study on
these SWPL assets. Again, since the July 2007 settlement, a 70 year ASL with a SQ
Iowa Curve has been in place. SDG&E is proposing to continue with the current ASL of
70 years but with the RS Towa curve.

Based on the FNS Study for FERC subaccount E354.10, the costs associated with
removal and disposal of the materials equates to a FNS of <100%>. Thus, SDG&E is
requesting an authorized change from the currently utilized negative net salvage rate of

<75%> to the proposed <100%>.
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3. Subaccount E354.60 — Towers and Fixtures — SRPL — Sunrise

Again, there is no history available for these recently installed Sunrise assets to
complete an Actuarial or SPR Study. SDG&E is proposing the ASL of 70 years with the
R5 Iowa curve.

Based on the FNS Study for FERC subaccount E354.10, the costs associated with
removal and disposal of the materials equates to a FNS of <100%>. Thus, SDG&E is
requesting an authorized change from the currently utilized negative net salvage rate of

<75%> to the proposed <100%>.

E. FERC Account 355 — Poles and Fixtures
Please describe the FERC E355 account and the TO4 proposals being requested for all
the individual subaccounts (E355.10, E355.20, & E355.60). Identify the type of assets
assigned to this account, the method used to determine the proposed ASL, lowa curve,
and the FNS percentage specifically requested for each unique FERC subaccount.
This FERC account shall include the cost installed of transmission line poles, wood, steel,
concrete, or other material, together with appurtenant fixtures used for supporting
overhead transmission conductors.
Items can include:

1. Anchors, head arm and other guys, including guy guards, guy clamps, strain
insulators, pole plates, etc.

. Brackets.

. Cross arms and braces.

. Excavation and backfill, including disposal of excess excavated material.

2

3

4

5. Extension arms.

6. Gaining, roofing stenciling, and tagging.
7. Insulator pins and suspension bolts.
8. Paving.

9. Pole steps.

10. Poles, wood, steel, concrete, or other material.
11. Racks complete with insulators.

12. Reinforcing and stubbing.

13. Settings.
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14. Shaving and painting.

1. Subaccount E355.10 — Poles and Fixtures — Other

The available historical detail allows SDG&E the ability to complete an Actuarial
Study on these assets. Since the SDG&E TO3 Settlement, a 42 year ASL with a R1.5
Iowa Curve has been in place for this full FERC account. Reviewing the Actuarial detail
and study available at that time, which used historical data through the year 2005, a
shorter average service life of 40 years was actually reflected in those SDG&E study
results along with the R1.5 Iowa Curve.

In the current SDG&E Actuarial study for FERC subaccount E355.10 “Other”
Transmission, a 38 year life for the R1 Iowa curve is observed in that study detail that has
updated historical activity through 2011. There have been numerous “wood to steel”
change-outs since the TO3 filing for fire safety focus at SDG&E and those are
instrumental, within the current actuarial study findings, in lowering the ASL. SDG&E
will continue to complete planned future “wood to steel” projects. These will also (in the
short term) influence the studies thus continuing to lower the ASL due to the retirement
activity.

Review of this data has taken place with field and engineering personnel that have
confirmed the activity within the actuarial study but they also suggest that the actual
impact of new steel poles will result in the extension of the FERC subaccount’s ASL over
the next decade. Knowing that this switch-out of pole material will help to extend the life
of those assets, it should reflect an extension of the ASL in future life studies closer to
that approved for other California utilities. The logic there is that the new pole life
should exceed what is currently being observed. SDG&E is therefore recommending that
the study results be reviewed with that in mind and approved with an updated forecasted
ASL of 45 years. The actual SDG&E proposal will be to extend the current ASL from 42
years to 45 years with the lowa curve staying at R1.5. ASL study detail is available
below and included within Appendix A:

gy &

C:355 Appdx A.pdf
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Based on the FNS Study for FERC account E355.10, the costs associated with
removal and disposal of the materials is increasing the FNS to <100%>. SDG&E is
requesting an authorized change from the currently utilized negative net salvage rate of
<80%> to the proposed <100%>. The FNS supporting detail is included in Appendix
“B”.

2. Subaccount E355.20 — Poles and Fixtures SWPL — Other

The historical activity available is not sufficient to complete an Actuarial nor SPR
life and Iowa curve study for this FERC subaccount. The proposal recommended for the
previous FERC E355.10 subaccount will be utilized for this FERC subaccount.
Therefore, SDG&E proposes the same 45 year ASL and R1.5 Towa curve. This extends
the ASL from the current 42 years.

Similarly based on the FNS Study for the previously mentioned FERC subaccount
E355.10, the costs associated with removal and disposal of the materials is increasing the
FNS to <100%>. SDG&E is requesting an authorized change from the currently utilized

negative net salvage rate of <80%> to the proposed <100%>.

3. Subaccount E355.60 — Poles and Fixtures — SRPL — Sunrise

There is no historical activity available for the SRPL FERC subaccount E355.60
due to its recent introduction to our infrastructure (June 2012). So no Actuarial or SPR
life study, including an lowa curve distinction, can be forecasted independently for this
FERC subaccount. The proposal determined for the FERC E355.10 subaccount
(matching that for E355.20) will be utilized for this FERC subaccount. Therefore,
SDG&E proposes the same 45 year ASL and R1.5 Iowa curve.

Similarly based on the FNS Study for the previously mentioned FERC subaccount
E355.10 & E355.20, the costs associated with removal and disposal of the materials is
increasing the FNS to <100%>. SDG&E is requesting an authorized change from the

currently utilized negative net salvage rate of <80%> to the proposed <100%>.

F. Account 356 — Overhead Conductors and Devices
Please describe the FERC E356 account and the TO4 proposals being requested for all
the individual subaccounts (E356.10, E356.20, & E356.60). Identify the type of assets
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assigned to this account, the method used to determine the proposed ASL, lowa curve,
and the FNS percentage specifically requested for each unique FERC subaccount.
This FERC account shall include the cost installed of overhead conductors and devices
used for transmission purposes.
Items can include:
1. Circuit breakers.
Conductors, including insulated and bare wires and cables.
Ground wires and ground clamps.
Insulators, including pin, suspension, and other types.
Lightning arresters.

Switches.

A e

Other line devices.

1. Subaccount E356.10 — Overhead Conductors and Devices — Other

The available historical detail allows SDG&E the ability to complete an Actuarial
Study on these E356.10 assets. Since the SDG&E TO3 Settlement, a 54 year ASL with a
SQ Iowa Curve has been used for this subaccount. Reviewing the Actuarial detail and
study available at that time, which used historical data through the year 2005, a longer
average service life at 57 years was actually reflected in the results mapped against the
authorized SQ Iowa Curve.

In the current Actuarial study for FERC subaccount E356.10 “Other”
Transmission, a 58 year life for the SO Iowa curve is observed in the study detail that has
updated historical activity through 2011. SDG&E is proposing a change in the ASL to 58
years using the SO Iowa curve. ASL study detail is available below and in Appendix “A’:

c:356:%< A.pdf

Based on the FNS Study for FERC subaccount E356.10, the costs associated with
removal and disposal of the materials is increasing the FNS to <100%>. Therefore,
SDG&E is requesting an authorized change from the currently utilized negative net
salvage rate from <95%> to <100%>. The FNS supporting detail is included in

Appendix “B”.
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2. Subaccount E356.20 — Overhead Conductors and Devices - SWPL

There is not enough historical detail to complete an independent Actuarial Study
on these E356.20 assets. Again, since the TO3 Settlement, a 54 year ASL with a SQ
Iowa Curve has been used for this subaccount. Reviewing the Actuarial detail (for
356.10) and study available at that time, which used historical data through the year
2005, a longer average service life at 57 years was actually reflected in the results
mapped against the authorized SQ Iowa Curve.

In the current Actuarial study for FERC subaccount E356.10 “Other”
Transmission, a 58 year life for the SO Iowa curve is observed in the study detail that has
updated historical activity through 2011. SDG&E is proposing a change in the ASL to 58
years and utilize the SO Iowa Curve.

Based on the FNS Study for FERC subaccount E356.10, the costs associated with
removal and disposal of the materials is increasing the FNS to <100%>. Therefore,
SDG&E is requesting an authorized change from the currently utilized negative net
salvage rate from <95%> to <100%>.

3. Subaccount E356.60 — Overhead Conductors and Devices — SRPL —
Sunrise

There is no historical activity available for the SRPL FERC subaccount E356.60
due to its recent introduction to our infrastructure (June 2012). So no Actuarial or SPR
life study, including an lowa curve distinction, can be forecasted independently for this
FERC subaccount. The proposal determined for the FERC E356.10 account (matching
that for E356.20) will be utilized for this FERC subaccount. Therefore, SDG&E
proposes the same 58 year ASL and SO Iowa curve. This extends the ASL from the
currently reflected 54 years that was used for similar assets since the TO3 filing.

Similarly based on the FNS Study for the previously mentioned FERC subaccount
E356.10 & E356.20, the costs associated with removal and disposal of the materials is
increasing the FNS to <100%>. SDG&E is requesting an authorized change from the

currently utilized negative net salvage rate of <95%> to the proposed <100%>.

G. Account 357- Underground Conduit and Cables
Please describe the FERC E357 account and the TO4 proposals being requested for all
the individual subaccounts (E357.00 & E357.60). Identify the type of assets assigned to
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this account, the method used to determine the proposed ASL, Iowa curve, and the FNS
percentage specifically requested for each unique FERC subaccount.
This FERC account shall include the cost installed of underground conduit and tunnels
used for housing transmission cables or wires.

Items can include:
1. Conduit, concrete, brick or tile, including iron pipe, fiber pipe, Murray duct, and
standpipe on pole or tower.
2. Excavation, including shoring, bracing, bridging, backfill, and disposal of excess
excavated material.
3. Foundations and settings specially constructed for and not expected to outlast the
apparatus for which provided.
4. Lighting systems.
5. Manholes, concrete or brick, including iron or steel, frames and covers, hatchways,
gratings, ladders, cable racks and hangers, etc., permanently attached to manholes.
6. Municipal inspection.
7. Pavement disturbed, including cutting and replacing pavement, pavement base and
sidewalks.
8. Permits.
9. Protection of street openings.
10. Removal and relocation of subsurface obstructions.
11. Sewer connections, including drains, traps, tide valves, check valves, etc.
12. Sumps, including pumps.
13. Ventilating equipment.

1. Subaccount E357.00 — Transmission Underground Conduit — Other
and SWPL

There is not enough historical detail within the SDG&E records to complete an
Actuarial Study on these E357 assets. Assets in this account are comprised of both
“Other” and “SWPL” infrastructure. Since the TO3 Settlement, a 60 year ASL with a SQ
Iowa Curve has been identified for this account. Without concrete detail to deviate from

the current authorized ASL, SDG&E is proposing that the 60 year ASL continue but
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updated with the RS lowa curve. Continuation of this ASL is comparable to other CA
utilities.

Based on the FNS Study for FERC subaccount E357.00, the costs associated with
removal and disposal of the materials FNS is reflecting <80%>. Activity during the past
five (5) years has been minimal which does not suggest nor warrant the FNS to be at that
high level. Therefore, SDG&E is not requesting nor proposing to change from the
currently utilized negative net salvage rate of <45%>. The FNS supporting detail is

included in Appendix “B”.

2. Subaccount E357.60 — Transmission Underground Conduit — SRPL

There is no historical activity available for the SRPL FERC subaccount E357.60
due to its recent introduction to our infrastructure (June 2012). So no Actuarial or SPR
life study, including an lowa curve distinction, can be forecasted independently for this
FERC subaccount. The proposal determined for the FERC E357 subaccount will be
utilized for this FERC subaccount. Therefore, SDG&E proposes the same 60 year ASL
and RS Towa curve.

Similarly based on the FNS Study for the previously mentioned FERC subaccount
E357, the costs associated with removal and disposal of the materials is reflecting the
FNS at <80%>. Activity during the past five (5) years has been minimal which does not
suggest nor warrant the FNS to be at that high level. Therefore, SDG&E is not
requesting nor proposing to change from the currently utilized negative net salvage rate

of <45%>.

H. FERC Account 358 — Underground Conductors and Devices
Please describe the FERC E358 account and the TO4 proposals being requested for all
the individual subaccounts (E358.00 and E358.60). Identify the type of assets assigned to
this account, the method used to determine the proposed ASL, Iowa curve, and the FNS
percentage specifically requested for each unique FERC subaccount.
This FERC account shall include the cost installed of underground conductors and
devices used for transmission purposes.

Items can include:
1. Armored conductors, buried, including insulators, insulating materials, splices,

potheads, trenching, etc.
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2. Armored conductors, submarine, including insulators, insulating materials, splices in
terminal chambers, potheads, etc.
3. Cables in standpipe, including pothead and connection from terminal chamber of
manbhole to insulators on pole.
4. Circuit breakers.
5. Fireproofing, in connection with any items listed herein.
6. Hollow-core oil-filled cable, including straight or stop joints pressure tanks, auxiliary
air tanks, feeding tanks, terminals, potheads and connections, ventilating equipment, etc.
7. Lead and fabric covered conductors, including insulators, compound filled, oil filled,
or vacuum splices, potheads, etc.
8. Lightning arresters.
9. Municipal inspection.
10. Permits.
11. Protection of street openings.
12. Racking of cables.
13. Switches.
14. Other line devices.

1. Subaccount E358.00 — Transmission Underground Conductors and

Devices — Other and SWPL

There is not enough historical detail within the SDG&E records to complete an
Actuarial Study on these E358.00 assets. Assets in this account are comprised of both
“Other” and “SWPL” infrastructure. Since the SDG&E TO3 Settlement, a 50 year ASL
with a SQ Iowa Curve has been used for this FERC account. Without concrete detail to
deviate from the current authorized ASL, SDG&E is proposing that the existing ASL at
50 years continue but utilizing the R3 Iowa curve.

Based on the FNS Study for FERC account E358.00, the costs associated with
removal and disposal of the materials FNS remains steady at <10%> Therefore, SDG&E
is not requesting a change from the currently utilized negative net salvage rate of <10%>.

The FNS supporting detail is included in Appendix “B”.
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2. Subaccount E358.60 — Transmission Underground Conductors &
Devices — SRPL

There is no historical activity available for the SRPL FERC subaccount E358.60
due to its recent introduction to our infrastructure (June 2012). So no Actuarial or SPR
life study, including an lowa curve distinction, can be forecasted independently for this
FERC subaccount. The proposal determined for the FERC E358.00 subaccount will be
utilized for this FERC subaccount. Therefore, SDG&E proposes the same 50 year ASL
and R3 Jowa curve.

Similarly based on the FNS Study for the previously mentioned FERC subaccount
E358.00, the costs associated with removal and disposal of the materials for this Sunrise
subaccount 358.60 should remain steady at <10%> Therefore, SDG&E is not requesting

a change from the currently utilized negative net salvage rate of <10%>.

I. FERC Account 359 — Roads & Trails
Please describe the FERC E359 account and the TO4 proposals being requested for all
the individual subaccounts (E359.10, E359.20 and E359.60). Identify the type of assets
assigned to this account, the method used to determine the proposed ASL, lowa curve,
and the FNS percentage specifically requested for each unique FERC subaccount.
This FERC account shall include the cost of roads, trails, and bridges used primarily as
transmission facilities.

Items can include:
Bridges, including foundation piers, girders, trusses, flooring, etc.
Clearing land.
Roads, including grading, surfacing, culverts, etc.

Structures, constructed and maintained in connection with items included herein.

A

Trails, including grading, surfacing, culverts, etc.

1. Subaccount E359.10 — Roads and Trails — Other
There is not enough historical detail within the SDG&E records to complete an
Actuarial Study on these E359.10 assets. Since the TO3 Settlement, a 60 year ASL with

a SQ Iowa Curve has been in place.
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Without concrete detail to deviate from the ASL, SDG&E is proposing that the
existing ASL continue with the same SQ Iowa curve. This ASL is comparable to other
California utilities.

Based on the FNS Study for FERC account E359.10, the costs associated with
removal and disposal of the materials FNS remains steady at <0%> Therefore, SDG&E
is not requesting a change from the currently utilized negative net salvage rate of <0%>.

The FNS supporting detail is included in Appendix “B”.

2. Subaccount E359.20 — Roads and Trails - SWPL

There is not enough historical detail within the SDG&E records to complete an
Actuarial Study on these E359.20 assets. Since the SDG&E TO3 Settlement, a 60 year
ASL with a SQ Towa Curve has been used. Without concrete detail to deviate from the
current ASL, SDG&E is proposing that the existing ASL continue with the same SQ
Iowa curve. Both are comparable to other California utilities.

Based on the FNS Study for FERC subaccount E359.10, the costs associated with
removal and disposal of the materials FNS remains steady at <0%> SDG&E
recommends that this subaccount (E359.20) reflect that same FNS. Therefore, SDG&E

is not requesting a change from the currently utilized negative net salvage rate of <0%>.

3. Subaccount E359.60 — Roads and Trails — SRPL — Sunrise

There is no historical activity available for the SRPL FERC subaccount E359.60
due to its recent introduction to our infrastructure (June 2012). So no Actuarial or SPR
life study, including an lowa curve distinction, can be forecasted independently for this
FERC subaccount. The proposal requested for the FERC E359.10 and E359.20
subaccounts will be utilized for this FERC E359.60 subaccount. Therefore, SDG&E
proposes the same 60 year ASL and SQ Iowa curve.

Similarly based on the FNS Study for the previously mentioned FERC subaccount
E359.10 and E359.20, the costs associated with removal and disposal of the materials for
this Sunrise account 359.60 should remain steady at <0%> Therefore, SDG&E is not

requesting a change from the currently utilized negative net salvage rate of <0%>.
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HISTORICAL REMOVAL STUDIES

Has SDG&E been able to segregate and capture the embedded authorized COR within
the depreciation rates since the inception of the TO3 Formula in July 2007?

SDG&E has captured the removal accrual and percentage embedded within the monthly
depreciation rates by transmission account for the TO3 life cycle through 2012 (starts
July 2007).

Has SDG&E been able to segregate and capture the actual COR that occurs when assets
are retired and physically removed from the transmission infrastructure?

SDG&E has also identified the actual removal cost expended and experienced during that
same TO3 period (also starting, July 2007).

How is the depreciation accrual generated?

The depreciation accrual (both the COR and LIFE portions) are based and tied directly to
settlement parameters. Incorporating the remaining life of the assets into the equation
establishes the actual yearly effect on the SDG&E ratepayers. Both are products
generated by assets that exist on the books and that have yet to be removed and/or retired
(in other words, still “used and useful”) from the infrastructure during the month that the
accrual is generated.

What drives the actual cost of removal activity?

The actual removal costs experienced and recorded during the TO3 period is a direct
result of field removal and associated activity involved during transmission retirements.
Isn’t it logical to make a simple comparison between the COR depreciation accrual and
the actual removal cost for reasonableness?

The actual removal cost is not connected nor specifically related (nor should it be) to the

procedure that generates the COR and LIFE accruals mentioned previously. The COR
depreciation accrual is simply a product of current infrastructure while the actual removal
cost is generated by experienced retirement activity. These are separate and uniquely
independent, with no logical connections. To make a determination, comparison, or
conclusion that would simply state or imply that these two numbers should equate, would
be erroneous. As with many transmission infrastructures, the full impact of actual
removal occurs at the end-life of an asset. It is imperative to capture the appropriate

portion of this future removal activity from the ratepayer that is using the asset. To
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arbitrarily reduce depreciation rates in favor of the current ratepayer at the expense of
burdening the future ratepayer is contrary and inconsistent with intergenerational equity.
Do retirement patterns have an effect on ASL studies and FNS percentages?

LIFE history updates and changes (extending and shortening lives) are affected and
influenced by recorded transmission retirements during the historical period. Removal
activity occurs as retirements are initiated by field personnel. Also, the longer an asset
remains in the SDG&E infrastructure (i.e., “used and useful”), past patterns typically
suggest that positive salvage will evaporate while actual removal cost expended against
the original assets’ installation costs will increase. As FNS studies are updated each TO
filing, those positive salvage and actual removal patterns are captured within the 15 year
historical view.

Knowing that the two numbers are uniquely independent, is SDG&E able to present a
simple comparison of COR accruals verses actual removal costs?

Because it was requested during the TO3 Settlement filing, SDG&E is showing the COR
numbers generated by current plant infrastructure (July 2007 through 2012) embedded
within the accrual rates along with the actual removal cost that was specifically generated
by the yearly retirement activity. See the summary chart details displayed within this
testimony on page “BW-5" and in Appendix “C”:
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WITNESS QUALIFICATIONS

My name is Robert J. Wieczorek. My business address is 8330 Century Park Court, San
Diego, California 92123. I am employed by San Diego Gas & Electric Company (SDG&E) as a
Principal Accountant in the Accounting Operations Department. I have held this position since
2007. My principal duties include the preparation of depreciation estimates and special
depreciation-related studies, and the monitoring of depreciation and valuation practices used by
SDG&E and Southern California Gas Company (SoCalGas). Those duties include depreciation,
amortization, salvage studies, and life studies for proceedings before the California Public
Utilities Commission and the Federal Energy Regulatory Commission.

I received an AA degree in Mathematics from Glendale College in 1970, a Bachelor of
Science degree in Accounting from Northridge (CSUN) in 1979, and an MBA from National
University in 2002. Currently, I hold a Certified Compensation Professional Certificate (through
2013). I have taken depreciation course work developed by the Society of Depreciation
Professionals. Prior to assuming my current position, my work experience at SoCalGas, Sempra
Corp, and SDG&E has involved physical gas field work, field accounting, depreciation
accounting, various staff positions at Gas Transmission and Distribution, Organization and
Compensation, Regulatory, and Human Resources.

I have previously testified before the CPUC in December 2011 for both SDG&E and
SoCalGas as the depreciation witness in their recent 2012 General Rate Case proceeding. I have
not previously testified before the FERC.

This concludes my prepared direct testimony.
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Account: E3520 Experience Band: 1947-2011
Observed Life Table (OLT)
lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
L2 3 1937 1727.197
L1.5 16 81.64 1909.623
S1 5 75.50 1951.362
S1.5 6 74.27 2075.148
R2 24 72.45 2238.353
S0.5 4 77.18 2323.310
R1.5 29 73.76 2652.941
L1 15 85.21 2718.787
S2 7 73.45 2736.583
R2.5 25 71.93 2754.187
SO 3 79.71 3173.087
L3 18 75.43 3335.423
R1 22 76.04 3726.534
LO.5 14 89.53 3738.348
R3 26 .72 4054.490
S-0.5 2 83.85 4859.090
LO 13 95.65 5111.614
R0.5 21 81.47 5427.139
S3 8 72.60 5527.950
SC 1 91.13 7078.884
L4 19 72.81 8361.045
R4 27 72.21 8872.161
S4 9 72.50 12043.238
L5 20 72.52 16150.057
R5 28 13,35 18585.145
S5 10 73.10 22023.562
S6 11 74.37 34561.077
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Account: E3520 Experience Band: 1947-2011
Smoothed Life Table (SLT)

lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
LO.5 14 110.14 220.513
L1 15 110.48 405.076
LO 13 109.56 2040.784
S-0.5 2 107.37 2096.099
Gy 16 111.08 2508.607
R0.5 21 106.94 2797.022
SO 3 108.73 3122.173
SC 1 105.56 4237.337
R1 22 107.80 5604.258
S0.5 4 109.45 5871.426
L2 17 111.42 6844.890
R1.5 25 108.53 9852.106
S1 9 109.97 10666.733
S1.5 6 110.17 16584.869
R2 24 108.98 16955.921
L3 18 111.05 21851.834
S2 7 110.21 24350.615
R2.5 25 109.23 25019.031
R3 26 109.25 35648.749
S3 8 109.80 41331.310
L4 19 109.73 46666.281
R4 27 108.81 56225.836
S4 9 108.71 64902.316
L5 20 108.43 70881.717
R5 28 107.69 81704.004
S5 10 107.37 87774.903
S6 11 105.96 107934.471
SQ 12 102.01 146231.577
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APPENDIX "A"

Account: E3530 Experience Band: 1947-2011
Observed Life Table (OLT)
lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
1.5 16 52.53 1468.991
L1 15 52,31 1620.566
SO 3 50.73 1810.200
S0.5 4 51.12 1963.071
R1 22 50.14 2271.985
L2 17 52.68 2278.210
105 14 52.60 2291.084
RO.5 21 49.68 2540.875
S-0.5 2 50.04 ; 2547.754
R1.5 23 50.50 2826.119
S1 9 51.47 3022.940
LO 13 52.97 3690.565
S1.5 6 51.64 4548.229
SC 1 49.23 4638.712
R2 24 50.79 4683.096
L3 18 52.71 6218.452
R2.5 25 50.94 6876.651
S2 7 51.75 6928.100
R3 26 50.99 10264.506
S3 8 51.76 12403.408
L4 19 52.39 14185.711
R4 27 51.34 17014.623
S4 9 51.82 20494.430
L5 20 52.19 22822.364
R5 28 51.89 26347.729
S5 10 52.04 28935.596
S6 11 52.44 37081.576
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Account: E3530 Experience Band: 1947-2011
Smoothed Life Table (SLT)

lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
S0.5 4 4927 193.360
SO 3 48.67 239.175
R1 22 48.34 297.830
L1.5 16 50.11 616.009
R1.5 23 48.97 725.091
S1 5 49.76 1005.468
L2 17 50.52 1084.536
R0.5 21 47.60 1108.085
k1 15 49.57 1110.093
S-0.5 2 47.73 1330.686
R2 24 49.49 2363.606
S1.5 6 50.13 2446.180
EO5 14 49.30 2466.241
SC 1 46.62 3667.709
L3 18 50.86 4599.519
LO 13 48.92 4690.733
S2 7 50.41 4698.962
R2.5 25 49.87 4747 144
R3 26 50.21 8263.641
S3 8 50.63 10392.070
L4 19 50.82 12594.086
R4 27 50.51 15877.045
S4 9 50.64 19326.179
LS 20 50.68 21883.315
R5 28 50.51 26198.510
S5 10 50.31 28773.416
S6 11 50.22 37579.102
SQ 12 48.27 54019.599
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APPENDIX "A"

Account: E3550 Experience Band: 1947-2011
Observed Life Table (OLT)
lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
R1 22 37.67 751.076
R1.5 23 38.40 893.616
S0.5 . 38.49 1604.038
SO 3 37.84 1672.250
R0O.5 21 36.94 1765.257
R2 24 38.98 1880.010
S1 5 39.03 21356.265
S-0.5 2 36.97 2412.615
S1.5 6 39.54 3025.269
L1.5 16 39.29 3229.539
R2.5 25 39.58 3447.589
L1 15 38.67 3475.308
L2 i 39.80 3677.287
SC 1 35.90 4001.118
LO.5 14 38.42 4379.963
S2 7 39.96 4493.495
L3 18 40.57 5658.696
R3 26 40.06 5812.697
LO 13 38.10 5933.652
S3 8 40.62 8160.725
L4 19 41.02 9986.856
R4 27 40.78 11133.807
S4 9 41.18 14054.291
L5 20 41.33 15952.548
R5 28 41.25 18609.603
S5 10 41.39 20539.889
S6 11 41.28 26867.570
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Account: E3550 Experience Band: 1947-2011
Smoothed Life Table (SLT)

lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
R1 22 3772 272.189
R1.5 23 38.45 621.361
SO 3 37.80 976.716
S0.5 4 38.46 1041.312
R0O.5 21 36.90 1107185
S-0.5 2 36.90 1634.551
S1 5 39.02 1697.257
R2 24 39.06 1809.595
5 B 16 39.22 2534.103
L1 15 38.69 2678.490
S1.5 6 39.51 2789.459
L2 17 39.66 3090.429
SC 1 35.83 3110.395
LO.5 14 38.54 3482.639
R2.5 25 39.62 3657.470
S2 7 39.94 4461.546
LO 13 38.36 4903.727
L3 18 40.32 5524.948
R3 26 40.12 6315.146
S3 8 40.57 8653.442
L4 19 40.82 10718.108
R4 27 40.78 12219.362
S4 9 41.06 15308.576
L5 20 41.15 17471.113
R5 28 41.20 20404.093
S5 10 41.27 22543.809
S6 11 41.26 29488.465
SQ 12 39.32 42683.578
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APPENDIX "A"

Account: E3560 Experience Band: 1947-2011
Observed Life Table (OLT)
lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
SO 3 58.35 769.633
R1 22 57.60 863.369
L1 15 61.01 1051.618
R0.5 21 57.45 1225.593
S0.5 4 58.74 1245.539
S-0.5 2 57.99 1290.379
LO.5 14 61.85 1357.982
L1.5 16 60.84 1444.364
R1.5 23 58.29 1864.851
LO 13 62.94 2351.866
S1 < 59.12 2571193
L2 17 60.69 2835.602
8C 1 57.62 : 3093.293
R2 24 58.93 4043.868
S1.5 6 59.53 4670.253
R2.5 25 59.64 7450.952
S2 7 59.92 7598.777
L3 18 60.28 8286.876
R3 26 60.33 12034.171
S3 8 60.58 15137.957
L4 19 60.22 18514.618
R4 27 61.10 22644.698
S4 9 60.85 27279.278
L5 20 60.03 30701.945
R5 28 60.19 36964.369
S5 10 59.80 40085.781
S6 11 507 50934.632
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Account: E3560 Experience Band: 1947-2011
Smoothed Life Table (SLT)

lowa Average Sum of
Curve Curve Service Squared
Type No. Life Deviations
R1 22 55.18 59.111
R1.5 23 56.08 337.726
S0.5 4 56.25 343.206
SO 3 55.43 534.806
S1 5 56.96 1077.164
R0O.5 21 54.15 1415.659
L1.5 : 16 57.26 1781.613
R2 24 56.82 1929.142
S-0.5 2 54.22 1930.695
L2 17 57.82 2189.329
L1 15 56.55 2438.269
S1.5 6 57.52 2535.205
LO.5 14 56.29 4080.427
R2.5 25 57.46 4480.297
SC 1 52.81 4631.743
S2 7 57.98 4888.952
LS 18 58.51 5561.286
LO 13 55.92 6669.806
R3 26 58.00 8284.370
S3 8 58.59 11017.057
L4 19 58.83 13712.122
R4 27 58.62 16781.104
S4 9 58.92 20887.513
L5 20 58.96 23895.614
R5 28 58.85 28553.264
S5 10 58.89 31560.601
S6 11 58.63 41672.296
SQ 12 57.22 61181.995
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