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PREPARED SUPPLEMENTAL TESTIMONY 1
ON BEHALF OF SDG&E 2

I. INTRODUCTION (M. WOODRUFF) 3

This testimony concerns San Diego Gas & Electric Company’s (“SDG&E”) Nuclear 4

Decommission Trusts (“NDTs”).1  Specifically, it reviews SDG&E’s financial assumptions made 5

in connection with SDG&E’s determination that no additional ratepayer contributions are needed 6

for the SDG&E Unit 1 NDTs at this time for SONGS 1.2  It also discusses NDT-specific 7

regulatory compliance matters and the tax treatment of the NDTs, which pertain to the NDTs for 8

all three SONGS units. 9

SDG&E previously submitted testimony on these subjects (Ex. SDGE-01) on March 1, 10

2016 in support of the Joint Application.  This testimony supersedes Ex. SDGE-01.  Note, 11

however, that SDG&E’s financial assumptions, trust fund balances and determination that no 12

additional ratepayer contributions are needed for the SDG&E Unit 1 NDTs described below have 13

not changed from what appears in Ex. SDGE-01. 14

II. DECOMMISSIONING TRUST FUND CONTRIBUTIONS FOR UNIT 1 15
(M. WOODRUFF) 16

The purpose of my testimony is to determine the annual ratepayer contributions necessary 17

to adequately fund the NDTs for SONGS Unit 1.  There are four key elements used in 18

determining the annual ratepayer contribution amount:  (1) trust fund liquidation values, (2) 19

current-dollar decommissioning cost studies, (3) cost escalation rates,3 and (4) after-tax rates of 20

return.  Based on the trust balances for SONGS 1 as of December 31, 2015, the SONGS 1 21

Decommissioning Cost Estimate (“DCE”), and the assumptions described by SDG&E witness 22

1 California statute and the Commission require SDG&E to establish externally managed trust funds as 
the vehicles for accumulating funds for the decommissioning of SONGS.  SDG&E established one 
trust as the vehicle to hold the decommissioning funds for contributions which qualify for an income 
tax deduction under Section 468A of the Internal Revenue Code (“Qualified Trust”).  SDG&E also 
established one nonqualified trust, which does not qualify for an income tax deduction under Section 
468A of the IRC (“Nonqualified Trust”).   

2 This determination only pertains to SONGS Unit 1.  The issue of potential ratepayer contributions for 
SDG&E’s SONGS Units 2 and 3 NDTs – if any – will be addressed in a later phase of this 
proceeding in accordance with a scoping memo.   

3 SDG&E uses the same cost escalation rates that SCE uses in its Unit 1 NDT contribution analysis 
testimony. 
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Carina Coleman below, SDG&E forecasts that its Unit 1 NDTs contain sufficient funds to 1

complete SDG&E’s share of SONGS Unit 1 decommissioning and, as a result, SDG&E proposes 2

that ratepayer contributions to the NDTs remain at zero ($0.00) at this time. 3

A. Present Funding Levels and Trust Liquidation Balances for SONGS 14
(M. Woodruff) 5

SDG&E does not currently contribute funds to its SONGS Unit 1 NDTs.  As of 6

December 31, 2015, the market value of SDG&E’s NDTs for SONGS Unit 1 was $151.54 7

million.4 This equates to a liquidation value, after fees and taxes, of $132.66 million.  The 8

liquidation value of the NDTs represents the amount of funds available to fund decommissioning 9

activities. 10

B. Unit 1 DCE (M. Woodruff) 11

Annual cost escalation rates convert the DCE from current dollars to the dollars of the 12

year when they will actually be incurred, and these future cost estimates are treated as 13

withdrawals from the trust fund balances.  Using its 20% share of the 2016 Unit 1 DCE5 and its 14

forecast of SDG&E-only costs,6 SDG&E calculates that its Unit 1 liability is $50.79 million 15

(2014$).16

C. NDT Portfolio Management and Asset Allocations (C. Coleman) 17

SDG&E applies a relatively low portfolio turnover rate of approximately 15-20 percent 18

per annum, which allows for a greater compound growth rate and greater returns because 19

taxation of gains is deferred. SDG&E’s Trust allocations are targeted to minimize downside risk 20

while maintaining a margin of safety at the end of decommissioning to account for unexpected 21

costs.  SDG&E’s Unit 1 Qualified Trust is currently allocated approximately 60 percent to 22

equities and 40 percent to fixed income.  SDG&E’s Unit 1 Nonqualified Trust is allocated 100 23

percent to fixed income. 24

4 The total trust balance as of December 31, 2015 for all three units was publicly reported in SDG&E’s 
10-K, filed on February 26, 2016, and reported to the NRC pursuant to 10 C.F.R. 50.75 in SCE’s 
funding assurance letter dated March 31, 2016, included in this filing as Attachment A, in compliance 
with D.14-12-082 at OP 10. 

5 2016 Unit 1 DCE is $239.44 million (100% share).  See Ex. SCE-04 at 8.  SDG&E’s share is 
$47.89M (20% share, 2014$). 

6  Unit 1 SDG&E-only costs are estimated at $2.90M. 
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SDG&E forecasts a five-year scale down out of equities from 2016 to 2020.7  Beginning 1

in 2016, the overall asset allocation will gradually shift, such that the allocation to equity will fall 2

until reaching approximately 30 percent in 2020.  By 2020, SDG&E’s Qualified Trust is 3

expected to be allocated approximately 30 percent to equities and 70 percent to fixed income.  4

The purpose of SDG&E’s equity scale down is to reduce equity market risk in the years 5

immediately prior to and during the years in which substantial decommissioning costs are 6

expected to be incurred. 7

SDG&E plans to continue to invest the equity portion of its Qualified Trust in domestic 8

and international securities.  The weighting to domestic equity and international equity should 9

continue to be 70 percent and 30 percent, respectively. 10

SDG&E expects to invest its fixed income portion of its Qualified Trust in intermediate 11

municipal bonds, intermediate credit, and high quality short duration securities.  The weighting 12

to intermediate municipal bonds and intermediate credit should be split evenly across the two 13

asset classes.  The weighting to high quality short duration securities will vary depending upon 14

12-month rolling liquidity requirements.   15

The Nonqualified Trust will remain exclusively invested in municipal bonds. 16

D. Estimated NDT Rate of Return (C. Coleman) 17

The estimated after-tax rates of return are used to calculate the expected growth in the 18

decommissioning trust fund balances. Based on a simple weighted average of long-term capital 19

market assumptions provided by five investment consulting firms (Mercer, Aon-Hewitt, Towers 20

Watson, LCG Associates, and Russell Investments), SDG&E estimated projected returns for 21

each asset class in the Qualified and Nonqualified Trust.  From 2016 to 2047 the projected 22

Qualified Trust pre-tax returns are 7.6 percent and 3.8 percent for equity and fixed income, 23

respectively.  From 2048 through 2051 the projected Qualified Trust fixed income pre-tax return 24

is 3.3 percent. 25

7 The SDG&E Nuclear Decommissioning Trust Fund Committee engaged an outside consulting firm to 
conduct an asset liability modeling study for Unit 2 and Unit 3 based on the expected costs from the 
2014 DCE (see, 2014 Decommissioning Cost Analysis of [SONGS] Units 2&3 (September 5, 2014), 
attached as Appendix A-1 to Ex. SCE-01).  At the conclusion of the study, the Committee adopted a 
de-risking glide path strategy for Unit 2 and Unit 3 in 2015.  The Committee is anticipated to conduct 
an asset liability modeling study for Unit 1 using the 2016 Unit 1 DCE.   
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The Nonqualified Trust is 100 percent invested in municipal bonds; therefore, SDG&E 1

does not have an equity return assumption for the Nonqualified Trust.  The updated pre-tax 2

return is 3.4 percent for the Nonqualified Trust. 3

E. Proposed Funding Levels for SONGS 1 (M. Woodruff) 4

Using the liquidation value of the NDTs, the 2016 Unit 1 DCE, projected escalation of 5

decommissioning costs, and estimated trust returns, SDG&E forecasts that its Unit 1 NDTs 6

contain sufficient funds to complete SDG&E’s 20 percent share of SONGS Unit 1 7

decommissioning and to cover SDG&E-only costs.  Therefore, SDG&E proposes to maintain the 8

annual ratepayer contribution rate at zero ($0.00).   9

SDG&E concludes that the SONGS Unit 1 NDTs are adequately funded and no 10

contributions are required.  However, this situation could change based on many factors 11

including, but not limited to, changes in economic conditions, changes in timing of and/or 12

amount of decommissioning costs, changes in interest rates, and changes in escalation rates.  In 13

addition, SDG&E’s request for zero ($0.00) contributions at this time is not a waiver of any 14

future requests by SDG&E for ratepayer contributions to the NDTs. 15

III. REGULATORY TRUST MATTERS (N. JASSO) 16

As part of its NDCTP Application, SDG&E is required to demonstrate compliance with 17

previous Commission decisions.  This testimony provides testimony in support of SDG&E’s 18

compliance with two NDT-related matters. 19

A. SDG&E’s NDAM (N. Jasso) 20

SDG&E has complied with the 2012 NDCTP decision (D.14-12-082) concerning its 21

Nuclear Decommissioning Adjustment Account (“NDAM”).  The purpose of the NDAM is to 22

track recovery of the authorized revenue requirement for SDG&E’s contributions to the NDTs, 23

plus authorized revenue requirement for costs relating to SONGS Unit 1 Offsite Spent Fuel 24

Storage in Morris, Illinois.  This is done by comparing the authorized revenue requirement with 25

revenues billed to ratepayers through the Nuclear Decommissioning (“ND”) component of 26

SDG&E’s rates.  27

In D.14-12-082,8 Ordering Paragraph No. 2, the Commission issued the following order: 28

8  Approved by the Commission on December 18, 2014. 
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Within ten (10) days of the effective date of this Decision, San 1
Diego Gas & Electric Company (SDG&E) shall file a compliance 2
advice letter with the Commission’s Energy Division, which shall 3
include the calculated revenue requirement as described and 4
adjusted in the Decision.  SDG&E will clearly identify the 5
overcollections in its Nuclear Decommissioning Adjustment 6
Mechanism (NDAM) and other balancing accounts and regulatory 7
accounts which it will use to offset the revenue requirement, 8
subject to Energy Division determining that the offsets are in 9
compliance with this order.  The compliance advice letter shall be 10
served on the service list for the consolidated proceedings and shall 11
describe how [SDG&E] will implement the terms adopted in this 12
Decision, including updating the revenue requirements to 13
incorporate the December 31, 2013 nuclear decommissioning trust 14
fund balances.  The updated information shall serve as the basis for 15
the Internal Revenue Service Schedule of Ruling Amounts for 16
years 2014 and 2015.  An adjustment to the NDAM balancing 17
account shall be made to address any difference in the revenue 18
collected in rates and the annual revenue requirements, as 19
described and updated in the compliance advice letter.20

SDG&E filed Advice Letter (“AL”) 2685-E on December 30, 20149 including the 21

continuation of $8.07 million authorized revenue requirement for contributions to SONGS Units 22

2&3 and amortization of the 2013 year-end NDAM overcollected balance of ($0.7) million as 23

approved in D.14-12-082.24

B. Requirements Regarding the Trust Fund Committee (C. Coleman) 25

SDG&E has complied with the 2012 NDCTP decision concerning its Nuclear Trust Fund 26

Committee.  Ordering Paragraph No. 13 of D.14-12-082 states: 27

Southern California Edison Company, San Diego Gas & Electric 28
Company, and Pacific Gas and Electric Company shall ensure that their 29
respective Nuclear Decommissioning Trust Fund Committee members 30
timely receive the following information: 31

Audited financial statements for the decommissioning trust 32
funds;33
Initiation of investment fund manager searches; 34
Decommissioning cost schedules, including acceleration or any 35
other significant changes; 36
Approval of nuclear facility license extension; and37

9 Consolidated Filing to Implement January 1, 2015 Electric Rates.  Filed December 30, 2014 and 
approved March 2, 2015 with an effective date of January 1, 2015. 
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Withdrawals of Trust Funds for decommissioning expenses. 1

SDG&E has been in continuous compliance with these requirements to keep its 2

Committee informed.  Specifically:  3

1) Audited financial statements for the decommissioning trust funds are sent to 4

Committee members as statements are available.  Audited statements for 2012 5

and 2013 were sent in March 2015 and audited 2014 statements will be submitted 6

in the first half of 2016. 7

2) The Committee approves of the initiation of all investment manager searches.  8

This typically occurs when the Committee changes the overall asset allocation or 9

terminates a manager(s).  Manager performance reports are sent to the Committee 10

members on a quarterly basis which cover performance, performance attribution, 11

firm/organizational updates, and changes in assets under management, among 12

other relevant topics. 13

3) SDG&E provides periodic updates to the Committee on decommissioning cost 14

schedules, including acceleration or any other significant changes.15

4) License extension for SONGS is not applicable. 16

5) SDG&E has informed the Committee of withdrawals of trust funds for 17

decommissioning expenses on a periodic basis.  SDG&E also has presented 18

detailed cost estimates, as appropriate, to the Committee when conducting asset 19

liability modeling studies. 20

IV. TAX TREATMENT OF THE NDTS (R. REEVES) 21

In this testimony, I address the tax treatment of the NDTs.  SDG&E maintains external 22

funds for the sole purpose of satisfying SDG&E’s obligation to fully decommission its portion of 23

the SONGS units.  These external funds are maintained in trusts that are subject to a Qualified 24

Master Trust Agreement or a Nonqualified Master Trust Agreement that govern separate trust 25

accounts for each of the nuclear power plant units.10  The Qualified Master Trust Agreement 26

applies to tax-advantaged trusts that satisfy the requirements of Internal Revenue Code (“IRC”) 27

Section 468A.  The Nonqualified Master Trust Agreement applies to trusts that do not have to 28

satisfy the requirements of IRC Section 468A.  29

10 SDG&E, the CPUC and the Trustee (currently BNY Mellon Bank) are the signatories to the SDG&E 
Qualified and Nonqualified Master Trust Agreements.
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A. Qualified Trusts 1

Approximately 97% of SDG&E’s trust funds are held in Qualified Trusts.11  Qualified 2

Trusts are tax-advantaged trusts that must meet the requirements of IRC Section 468A and its 3

related Treasury Regulations.  The tax-advantaged attributes include the ability of SDG&E to 4

deduct amounts contributed into Qualified Trusts.  In addition, the Federal income tax rate for 5

Qualified Trusts when investment gains are realized is 20% instead of the maximum Federal 6

corporate tax rate of 35%.7

Regulations promulgated under IRC Section 468A by the IRS provide that taxpayers 8

electing to establish a qualified nuclear decommissioning fund may maintain only one fund for 9

each nuclear power plant (or unit thereof),12 and the assets maintained in each fund may be used 10

solely to satisfy the nuclear decommissioning liability of the nuclear power plant (or unit thereof) 11

to which the nuclear decommissioning fund relates.13  Each of the SONGS Units 1 through 3 12

maintains Qualified Trusts for the sole purpose of decommissioning that particular unit.  Thus, 13

for example, funds held in trust to decommission Unit 2 cannot be redirected to decommission 14

Unit 3 without violating the regulations.  Once the funds are placed into a Qualified Trust, such 15

funds can only be used for purposes of:  (1) satisfying any of SDG&E’s liability for the 16

decommissioning of the SONGS unit, (2) paying administrative and other incidental expenses of 17

the trust in connection with the operation of the trust, (3) making investments, and (4) paying 18

income taxes on investment returns.  For purposes of satisfying SDG&E’s decommissioning 19

liability, amounts extracted from the Qualified Trusts must only be for “nuclear 20

decommissioning costs” as defined in Treasury Regulations Section 1.468A-1(b)(6) and related 21

guidance, such as IRS responses to requests for private letter rulings.  In addition, as amounts are 22

extracted from the Qualified Trusts, SDG&E is required to recognize such amounts as taxable 23

income in its tax returns.  The Qualified Trusts also are required to comply with the terms of the 24

SDG&E Qualified Master Trust Agreement. 25

If SDG&E were to use Qualified Trust funds contrary to the IRC or Treasury 26

Regulations, it would jeopardize the beneficial tax status of the entire Qualified Trust and could 27

11 This calculation is based on trust fund balances as of December 31, 2015. 
12 Treasury Regulations Section 1.468A-5(a)(1)(iii). 
13 Treasury Regulations Section 1.468A-5(a)(3)(i)(A). 
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cause the trust to be treated as having distributed all of its funds in a taxable transaction to 1

SDG&E on the date of such disqualification.142

B. Nonqualified Trusts 3

SDG&E’s remaining trust funds (approximately 3%) are held in Nonqualified Trusts.154

Nonqualified Trusts are trusts that do not need to meet the requirements of IRC Section 468A 5

and its related Treasury Regulations.  SDG&E’s Nonqualified Trusts are treated as grantor trusts 6

of SDG&E, and any contributions paid into these Nonqualified Trusts were not deductible by 7

SDG&E.  In addition, any realized investment gains are taxed at the same Federal corporate tax 8

rate as SDG&E (i.e., typically 35%). 9

Funds that are placed into the Nonqualified Trusts are not subject to the “use limitations” 10

of IRC Section 468A, but are required to comply with the terms of the SDG&E Nonqualified 11

Master Trust Agreement.  As amounts are extracted from the Nonqualified Trusts to reimburse 12

the Company for its share of decommissioning expenditures, SDG&E is not required to 13

recognize such amounts as taxable income in its tax returns.   14

14 IRC Section 468A(e)(6). 
15 This calculation is based on trust fund balances as of December 31, 2015. 
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WITNESS QUALIFICATIONS FOR MICHAEL R. WOODRUFF 1

My name is Michael R. Woodruff.  My business address is 8330 Century Park Court, San 2

Diego, California 92123.  I am employed by SDG&E as a Manager in Financial & Strategic 3

Analysis.  I am responsible for overseeing the financial analysis and development of revenue 4

requirements for SDG&E projects. 5

I joined SDG&E in 2011.  Prior to SDG&E, I was employed by Wells Fargo & Co. for 6

twelve years, six years as a Financial Analyst and six years as a Finance Manager.  I received a 7

Bachelor of Science degree in Liberal Arts and Sciences from Iowa State University in 1994.  I 8

received a Master’s of Business Administration degree with an emphasis in Finance from the 9

University of Iowa in 1999.10

11
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WITNESS QUALIFICATIONS FOR CARINA COLEMAN 1

My name is Carina Coleman.  I am employed by Sempra Energy, SDG&E’s parent 2

company, as Director – Pension and Trust Investments.  My business address is 488 8th Avenue, 3

San Diego, California 92101.  I am a member of an investment team that manages over $8 4

billion in assets across taxable and tax-exempt plans including qualified and non-qualified 5

pension plans, nuclear decommissioning trust assets, and VEBA assets.  My responsibilities 6

include asset allocation, the formulation of investment strategy, and selection and monitoring of 7

investment managers.  I joined the company as a Finance Manager and I was promoted to 8

Director, Pension & Trust Investments in December 2013.  In addition to my role at Sempra, I 9

currently serve as Board of Administration member and Investment Committee member for San 10

Diego City Employees’ Retirement System (SDCERS). 11

 Prior to joining Sempra Energy, I worked in the Corporate Treasury group of the Walt 12

Disney Company in Burbank, California from 2004 to 2009 as a member of an investment team 13

that managed over $10 billion in retirement plan assets.  I joined The Walt Disney Company as 14

an Associate in the Investments Group of the Corporate Treasury Department in September 15

2004.  As an Associate, I managed the alternative portfolio of The Walt Disney Company 16

Retirement Plan Master Trust from September 2004 until June 2005.  From June 2005 until 17

March 2007, I managed the fixed income portfolio of the company’s defined benefit plan.  In 18

2007, I was promoted to Manager, responsible for overseeing the equity portfolio of the 19

company’s defined benefit plan as well as the investment menu of the company’s 401(k) plan.  I 20

left The Walt Disney Company in June of 2009. 21

I have a Bachelor of Arts Degree in Economics/International Area Studies and German 22

Studies from the University of California, Los Angeles (UCLA) in December 1996.  I earned a 23

MBA with a major in Finance from The Wharton School of Business and a MA in International 24

Studies from The Lauder Institute at the University of Pennsylvania in May 2004.  I hold the 25

Chartered Financial Analyst professional designation and have been in good standing with The 26

CFA Institute since September 2003.   27

I have not previously testified before this Commission. 28

29

30
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WITNESS QUALIFICATIONS FOR NORMA G. JASSO1

My name is Norma G. Jasso.  I am employed by SDG&E, as the Regulatory Accounts 2

Analysis Manager in the Financial Analysis Department.  My business address is 8330 Century 3

Park Court, San Diego, California 92123.  My current responsibilities include managing the 4

process for the development, implementation, and analysis of regulatory balancing and 5

memorandum accounts.  I assumed my current position in July 2013.   6

I earned a Bachelor’s of Business Administration degree with emphasis in Accounting 7

from the University of San Diego in 1981. I also earned a Master’s of Business Administration 8

from the University of Phoenix in 1996.  I have been employed by SDG&E and Sempra Energy 9

since December, 1997.  In addition to my current position, I served as Sundry Services Policy 10

and Compliance Project Manager II, Affiliate Compliance Manager, Senior Business Analyst, 11

and Accounting Systems Analyst.  12

I have previously testified before this Commission. 13

14
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WITNESS QUALIFICATIONS FOR RAGAN G. REEVES1

My name is Ragan G. Reeves.  I am employed by Sempra Energy, SDG&E’s parent 2

company, as a Principal Tax Counsel.  My business address is 488 8th Avenue, San Diego, 3

California 92101.  I advise SDG&E on the implications of federal and state tax law, including 4

tax compliance issues, tax audit issues and strategies, and regulatory tax issues. 5

Prior to joining Sempra Energy in 2005, I worked as a tax attorney for eight years at 6

Miller & Chevalier, Chartered, in Washington, D.C., where my practice focused on tax credits, 7

tax litigation, and tax controversy matters. 8

I received a Bachelor’s of Business Administration in Accounting, a Master’s in 9

Professional Accounting, and a Juris Doctorate from the University of Texas at Austin.  I am 10

licensed to practice law in the District of Columbia and Texas, and I am a registered in-house 11

counsel in California.  I also am a licensed Certified Public Accountant in Texas. 12

I have previously testified before this Commission. 13

14
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SCE’s NRC Funding Assurance Letter of March 31, 2016 8




































