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WILDFIRE COST RECOVERY/INVERSE CONDEMNATION REPORT 

 

I. INTRODUCTION 

This Report summarizes the rationale for and accounting treatment of the settlement costs 

and legal costs associated with the uninsured third-party real property losses arising from the 

October 2007 wildfires in San Diego County (“the Wildfire Property Costs”).1  The TO3, Cycle 

5 filing includes approximately $19.687 million in Wildfire Property Costs that have been borne 

by San Diego Gas & Electric Company (“SDG&E”) attributable to the Witch Fire, which was 

attributable to transmission assets.  In total, SDG&E has incurred $44.489 million in Wildfire 

Property Costs, but, subject to the Commission’s approval of SDG&E’s proposed recovery 

herein of $19.687 million, SDG&E will account for the $24.802 million attributable to the Rice 

and Guejito Fires, which were attributable to distribution assets in a separate account not 

included in the BTRR calculations under the TO3 Tariff.2 

Because the land owners affected by the Witch Fire are pursuing compensation for the 

“taking” of private property for public use, as defined under California law, SDG&E proposes to 

account for these real property-related costs in this Cycle 5 via:  (1) FERC Account 350, Land 

and Land Rights; (2) FERC Account 404, Amortization of Limited-Term Electric Plant; (3) 

FERC Account 111, Accumulated Provision for Amortization of Electric Utility Plan and (4) 

Electric Plant Instruction 7.  Charging these transmission costs to Account 350 complies with the 

definition contained in the FERC Uniform System of Accounts (“USoA”) and appropriately 

assigns costs directly to the relevant customer class.  The USoA states that “condemnation 

                                                            
1 See page 208 and associated footnotes of SDG&E’s Form 3Q, filed May 31, 2011, set forth in Volume 3 of this 

Informational Filing. 
2   See Exhibit No. SDG-1, attached  hereto. 
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proceedings, including court and counsel costs” are “items of cost to be included in the accounts 

for land and land rights.”  See 18 C.F.R. Part 101, Electric Plant Instruction 7(I)(4).  SDG&E 

will fully amortize the Wildfire Property Costs charged to Account 350 in the same month in 

which they are paid out via FERC Account 404 and Account 111 which means that SDG&E will 

not earn a return on its limited-term interest in the land rights acquired through inverse 

condemnation.  Similarly, SDG&E proposes to account for the Wildfire Property Costs 

associated with the Rice and Guejito Fires via the corresponding accounts related to Distribution 

Plant:  (1) FERC Account 360, Land and Land Rights; (2) FERC Account 404, Amortization of 

Limited-Term Electric Plant; (3) FERC Account 111, Accumulated Provision for Amortization 

of Electric Utility Plant and (4) Electric Plant Instruction 7. 

SDG&E believes this proposed accounting treatment is consistent with the USoA, the 

TO3 settlement, and the filed-rate doctrine.  Moreover, this proposed treatment is consistent with 

(1) California law on inverse condemnation and (2) the accounting principle that because these 

costs are directly attributable to transmission, they should be directly assigned to transmission. 

II. BACKGROUND 

In October 2007, San Diego County experienced several catastrophic wildfires.  Reports 

issued by the California Department of Forestry and Fire Protection (Cal Fire) concluded that 

two of these fires (the Witch and Rice Fires) were caused by SDG&E power lines and that a third 

fire (the Guejito Fire) occurred when a wire securing a Cox Communications’ fiber optic cable 

came into contact with an SDG&E power line “causing an arc and starting the fire.”  The Witch 

Fire was related to an SDG&E transmission line, while the Rice and Guejito Fires were related to 

distribution assets.  SDG&E proposes in this filing to seek recovery via the TO3 Tariff of the 

Wildfire Property Costs associated with the Witch Fire only, although SDG&E’s proposed 
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accounting for all of the Wildfire Property Costs is being done on a consistent basis using the 

appropriate Transmission Plant and Distribution Plant Accounts. 

III. INVERSE CONDEMNATION 

A. Principle 

An inverse condemnation action is an eminent domain proceeding initiated by the 

property owner instead of by the public utility in which the property owner claims that his or her 

property was taken or damaged, either on a temporary or permanent basis, for a public use 

without just compensation.  Inverse condemnation is a constitutional rather than a tort claim. The 

California Court of Appeal has held that inverse condemnation liability claims may be asserted 

against public utilities in the context of wildfire claims, noting that “[t]he fundamental policy 

underlying the concept of inverse condemnation is to spread among the benefiting community 

any burden disproportionately borne by a member of that community, to establish a public 

undertaking for the benefit of all.”3  The Court explained that in the context of a transmission-

line initiated fire, when the line serves a number of households, the line is for the benefit of the 

public.4  The Court thus concluded that harm to property from a fire caused by that line was a 

taking for public use, i.e., condemnation.5 

Here, third party claimants pursuing inverse condemnation claims have contended that 

SDG&E, as a public utility, has deprived them of the full use and enjoyment of their property 

rights.  The California Superior Court has specifically found that inverse condemnation claims 

can be pursued against SDG&E because SDG&E is a public entity for purposes of such claims 
                                                            
3 Barham v. Southern California Edison Co., 74 Cal. App. 4th 744, 752-53 (1999). 
4 The Barham Court stated, “The evidence reflects the circuit, of which the subject pole and transmission wires 

were a part, provides electric service to more than 1,000 households. Based upon the above cited authority, we 
must conclude that the transmission of electric power through the facilities that caused damage to the Barham’s 
property was for the benefit of the public.”  Id. at 754, citing Slemons v. Southern Cal. Edison Co., supra, 252 
Cal. App. 2d 1022, 1026 (1967) [electric transmission lines to three customers was a public use].” 

5 Id. 
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and because the taking was for a public use, i.e., providing electricity to customers.6 SDG&E is 

now incurring costs to resolve these condemnation claims. 

B. Accounting Treatment 

A basic accounting premise is to use direct charging first, followed by causal allocation 

methods and finally more generic allocation methods.  According to these basic principles, claim 

costs associated with the Witch Fire would be charged to the transmission business and claim 

costs associated with the Rice and Guejito Fires to the distribution business. 

Because the primary claim being advanced by third parties is inverse condemnation, a 

California constitutional claim derived from condemnation proceedings involving strict liability 

without regard to negligence or intentional wrongdoing, SDG&E proposes to account for the 

Wildfire Property Costs in the appropriate real property accounts for Transmission Plant and 

Distribution Plant.  Specifically, FERC Account 350 includes “the cost of…land rights used in 

connection with transmission operations.” Electric Plant Instruction 7, subsection I (4), provides 

that Account 350 “shall include costs associated with condemnation proceedings, including court 

and counsel costs.”  Electric Plant Instruction 7(H) further confirms that “limited-term interests 

in land” are appropriately included in Account 350 and specifies the use of Accounts 111 and 

404 to “apportion equitably the cost of each interest over the life thereof.”  SDG&E will use 

FERC Account 360 (Land and Land Rights for Distribution Plant) for the Rice and Guejito Fires. 

Accordingly, SDG&E has charged the $19.687 million in Wildfire Property Costs 

associated with the Witch Fire to FERC Account 350 and amortized its limited term interest in 

this land right in the same period to FERC Account 404 Amortization of Limited-Term Electric 

Plant, with an offsetting credit to FERC Account 111 Accumulated Provision for Amortization 

                                                            
6 The Court’s ruling appears as a work paper in Volume 3 of this Informational Filing. 
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of Electric Utility Plant. In sum, charging the Wildfire Property Costs to Account 350 complies 

with the USoA and fairly assigns costs directly to the most appropriate customer.  Moreover, by 

fully amortizing these costs in the same month in which they are paid out via FERC Account 404 

and Account 111, SDG&E does not earn a return on its limited-term interest in the land rights 

acquired through inverse condemnation. 

IV. COST STATEMENTS REFLECTING THE WILDFIRE PROPERTY COSTS 

• Based upon the above, $19.687 million of Wildfire Property Costs are included in 

SDG&E’s True-Up Cost of service, 12-month ended March 2011. These costs were 

recorded in March 2011 and are shown in the True-Up Cost of Service work papers in 

Cost Statement AD, transmission FERC Account 350, based upon a 13 month 

average of this amount. Also in March 2011, a credit of $19.687 million is reflected 

in Cost Statement AE, transmission accumulated depreciation FERC Account 111. 

This amount appears in Statement AE and also is based upon a 13 month average. As 

a result of the two above entries, the net change to transmission net plant for the True-

Up Cost of Service is “zero.” 

• The last accounting entry that is made to address this matter is to Cost Statement AJ, 

depreciation and amortization expense, to reflect the debit to this account of $19.687 

million. When this debit was made and as indicated above, a corresponding offsetting 

credit was made to accumulated depreciation, Statement AE. 
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