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To:  Energy Company Filing Advice Letter

From:  Energy Division PAL Coordinator

Subject:  Your Advice Letter Filing

The Energy Division of the California Public Utilities Commission has processed your 
recent Advice Letter (AL) filing and is returning an AL status certificate for your records.

The AL status certificate indicates:

       Advice Letter Number
       Name of Filer
       CPUC Corporate ID number of Filer
       Subject of Filing
       Date Filed
       Disposition of Filing (Accepted, Rejected, Withdrawn, etc.)
       Effective Date of Filing
       Other Miscellaneous Information (e.g., Resolution, if applicable, etc.)

The Energy Division has made no changes to your copy of the Advice Letter Filing; please
review your Advice Letter Filing with the information contained in the AL status certificate, 
and update your Advice Letter and tariff records accordingly.

All inquiries to the California Public Utilities Commission on the status of your Advice 
Letter Filing will be answered by Energy Division staff based on the information contained 
in the Energy Division's PAL database from which the AL status certificate is generated. If 
you have any questions on this matter please contact the:
 
       Energy Division's Tariff Unit by e-mail to
       edtariffunit@cpuc.ca.gov
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Advice No. 6018 
(U 904 G) 
 
Public Utilities Commission of the State of California 
 
Subject:  Adjustment to Revenue Requirement in Accordance with Internal Revenue 

Service Private Letter Ruling 
 
Southern California Gas Company (SoCalGas) hereby submits for approval with the 
California Public Utilities Commission (Commission or CPUC) revisions to SoCalGas’s 
revenue requirement. 
 
Purpose 
 
SoCalGas seeks to adjust its revenue requirement in compliance with the findings of the 
Internal Revenue Service (IRS) regarding whether to include or exclude certain costs from 
the Average Rate Assumption Method (ARAM) calculation, so as to be consistent with the 
IRS’s tax normalization rules. This adjustment is made in accordance with Ordering 
paragraph (OP) 21 of the Test Year 2019 General Rate Case (GRC) Decision of SoCalGas 
and San Diego Gas & Electric Company (2019 GRC Decision). SoCalGas also proposes to 
consolidate this adjustment with an overcollection related to 2018 income tax savings.    
 
Background 
 
The Tax Cuts and Jobs Act (TCJA) was enacted on December 22, 2017.1 The TCJA made 
comprehensive changes to federal tax law that affected both individuals and corporations. 
The TCJA also included provisions specific to regulated utilities such as SoCalGas. Most of 
the changes to federal tax law under the TCJA became effective beginning on January 1, 
2018.2 The most significant change under the TCJA for corporations generally, and for 
regulated utility corporations specifically, was the lowering of the federal corporate tax rate 
from 35% to 21% beginning in 2018. Another TCJA-related change affecting SoCalGas was 
a requirement to return plant-related excess accumulated deferred federal income taxes 

 
1 Pub. L. No. 115-97, 131 Stat. 2054 (2017). 
2 Certain changes related to bonus depreciation became effective on September 28, 2017. 
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(ADFIT) created by the reduction in the corporate tax rate to ratepayers ratably using ARAM 
as described in the TCJA. 
 
SoCalGas has begun the process of returning the excess ADFIT to its customers. But in 
doing so, SoCalGas must adhere to the timing rules and other requirements under the TCJA. 
Failure to follow these rules and procedures will result in a normalization violation.3 The 
TCJA specifies that utilities may not return the excess ADFIT associated with utility plant 
assets (excess plant-based ADFIT) more rapidly than ratably over the regulatory life of the 
underlying assets.4 Specifically, utilities are generally not permitted, in computing costs of 
service for ratemaking purposes, to refund excess plant-based ADFIT more rapidly or 
greater than the reductions permitted by the ARAM approach, which requires amortization of 
the excess tax reserve over the remaining regulatory lives of the property that gave rise to 
the ADFIT.5  The TCJA defines ARAM as follows: 

The average rate assumption method is the method under which the excess in 
the reserve for deferred taxes is reduced over the remaining lives of the 
property as used in its regulated books of account which gave rise to the 
reserve for deferred taxes. Under such method, during the time period in which 
the timing differences for the property reverse, the amount of the adjustment to 
the reserve for the deferred taxes is calculated by multiplying – (i) the ratio of 
the aggregate deferred taxes for the property to the aggregate timing 
differences for the property as of the beginning of the period in question, by (ii) 
the amount of the timing differences which reverse during such period.6 

 
The requirement to use ARAM applies only to excess deferred taxes on plant-based assets 
that are subject to the IRS normalization rules (also known as “protected” assets). If a utility’s 
books and records do not contain the vintage data necessary to apply ARAM, the TCJA 
allows the utility to use an alternative method that amortizes the excess plant-based ADFIT 
ratably over the remaining average life or composite rate used to compute depreciation for 
regulatory purposes.7 
 
In the 2019 GRC Decision, among the TCJA impacts, the CPUC considered the proper 
computation of ARAM—specifically, when computing the ARAM (as per TCJA section 
13001(d)(3)(B)), whether the cost of removal should be included or excluded from book 
depreciation in the ARAM calculation.8 Ultimately, the CPUC and SoCalGas disagreed on 
the inclusion of cost of removal in the ARAM calculation. SoCalGas’s position was that, to be 
consistent with the normalization rules, cost of removal should be excluded from the ARAM 
computation. However, the CPUC concluded that unless otherwise directed by the IRS, 
SoCalGas should not exclude cost of removal from the ARAM computation.  Specifically, the 
2019 GRC Decision includes the following analysis and conclusion from the CPUC: 

The IRS does not provide sufficient ARAM guidance regarding whether 
SoCalGas’ adjustment concerning removal costs is appropriate, but we find 
that excluding costs of removal has the effect of delaying the refund to 

 
3 TCJA Section 13001(d)(4). 
4 TCJA Section 13001(d)(1). 
5 TCJA Section 13001(d)(3)(B). 
6 TCJA Section 13001(d)(3)(B). 
7 TCJA Section 13001(d)(3)(C). SoCalGas has the vintage data needed to compute ARAM and thus does not 
fall within this exception. 
8 “Cost of removal” is the cost of demolishing, dismantling, tearing down, or otherwise removing electric or gas 
plant, including incidental transportation and handling costs. 
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ratepayers as compared to not applying this adjustment. This is because the 
ARAM calculation compares accelerated depreciation to book depreciation and 
when there is reduced book depreciation (due to excluding cost of removal), 
there is less total ARAM return of excess ADIT. Absent clear guidance from the 
IRS, we find it more reasonable to disallow this adjustment as we do not 
believe that this violates the IRS normalization rules concerning return of 
excess ADIT in the TCJA and so as not to delay the refund to ratepayers.9 

 
Accordingly, the CPUC’s methodology results in a larger amount of book depreciation in all 
years (and a more rapid return of excess ADFIT to customers). 
 
Notwithstanding the CPUC’s determination, the Commission found it “prudent and 
reasonable to allow SoCalGas to track the revenue requirement difference between including 
and excluding cost of removal from the ARAM calculation,” and to allow SoCalGas to seek 
recovery of such difference in the event the IRS issues a ruling or releases further guidance 
indicating that cost of removal should be excluded from the ARAM calculation.10 In such 
case, the CPUC stated that SoCalGas “should seek recovery of any difference in costs by 
filing a Tier 2 advice letter seeking appropriate adjustment to its revenue requirement.”11 
 
Pursuant to Advice Letter 5546, effective January 1, 2020, SoCalGas is tracking the revenue 
requirement differences between including and excluding the cost of removal from the ARAM 
calculation, as directed by the CPUC in the 2019 GRC Decision. 
 
Discussion 
 
On October 8, 2021, SoCalGas filed a Private Letter Ruling (PLR) request with the IRS 
National Office, requesting clarification on the ARAM calculation methodology. SoCalGas 
requested the following rulings from the IRS in its request:  

1. Whether the CPUC’s method of including book cost of removal in the ARAM 
calculation for the return of excess deferred taxes to ratepayers is inconsistent with 
the normalization rules.  

2. Whether the method proposed by SoCalGas of excluding book cost of removal in the 
ARAM calculation for the return of excess deferred taxes to ratepayers is consistent 
with the normalization rules.  

3. Whether SoCalGas’s use of the method proposed by the CPUC, as required by the 
2019 GRC Decision, will not be a violation of the normalization rules, provided the 
CPUC (i) approves the method proposed by SoCalGas (or otherwise required by the 
IRS) and (ii) allows SoCalGas to recover any difference in the rates charged to 
customers under the CPUC’s proposed method and SoCalGas’s method under the 
procedures for such recovery as set forth in the 2019 GRC Decision. 

 
On May 1, 2022, the IRS issued its PLR to SoCalGas, reaching a different conclusion than 
D.19-09-051.12  Specifically, the IRS concluded that:  

 
9 D.19-09-051, at 637-638. 
10 D.19-09-051, at 638. 
11 D.19-09-051, at 638. 
12 PLR-122708-21. 
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1. The CPUC’s method of including book cost of removal in the ARAM calculation for the 
return of excess deferred taxes to ratepayers is inconsistent with the normalization 
rules.  

2. The method proposed by SoCalGas of excluding book cost of removal in the ARAM 
calculation for the return of excess deferred taxes to ratepayers is consistent with the 
normalization rules.  

3. SoCalGas’s use of the method proposed by the CPUC, as reflected in the 2019 GRC 
Decision, is not a violation of the normalization rules, provided that the Commission: 
(i) approves the method proposed by SoCalGas (or otherwise required by the IRS); 
and (ii) allows SoCalGas to recover any difference in the rates charged to customers 
under the Commission’s proposed method and SoCalGas’s method. 

 
Accordingly, based on the above IRS findings, SoCalGas files this advice letter to adjust its 
revenue requirement authorized in the 2019 GRC Decision.  The adjustment to SoCalGas’s 
revenue requirement is comprised of the difference between excluding and including book 
cost of removal in the ARAM calculation for the 2018 – 2023 period,13 partially offset by the 
revenue impact of the corresponding adjustments to reduce rate base for the decrease in the 
ARAM amortization amounts for those years.  The total adjustment that SoCalGas is 
requesting to collect in this Tier 2 filing is $55.528 million (excluding interest).  The 
calculation of the adjustment is reflected in the following table, which shows the incremental 
revenue effect by year for 2018 – 2023.  Positive numbers indicate an increase to the 
revenue requirement, and negative numbers indicate a decrease to the revenue 
requirement. 
 

 
13 The CPUC in the 2019 GRC Decision ordered SoCalGas to file a Tier 2 Advice Letter to adjust its 2018 
revenue requirement in order to reflect the TCJA’s impact on 2018 rates.  See D.19-09-051, OP 22, at 781.  In 
accordance with the CPUC’s order, SoCalGas filed AL 5541 on October 31, 2019.  Among the adjustments 
reflected in the advice letter was a calculation of ARAM with book cost of removal included, consistent with the 
CPUC’s determination in the 2019 GRC Decision.  See AL 5541, at 2.  The CPUC approved AL 5541 on 
December 17, 2019, with an effective date of January 1, 2020.  Accordingly, the 2018 revenue requirement 
should be adjusted to be consistent with the IRS’s conclusions in SoCalGas’s PLR so as to prevent a 
normalization violation related to the ARAM calculation, just as for the 2019-2023 years. 
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SoCalGas
Revenue Impact of Excluding vs Including Book Accruals for Cost of Removal (COR) in ARAM Calculation
2018 - 2023

($ amounts in thousands)
Revenue Impact of 

Excluding COR 
(SoCalGas's Method)

Revenue Impact of 
Including COR 

(CPUC's Method)

Revenue Impact of 
Difference Between 

the Methods

2018 Impact of Including Book Accruals for COR in ARAM Amortization (15,519)                               (26,627)                          11,108                                                                       
2018 Rate Base Impact of 2018 ARAM Amortization Adjustment (754)                                     -                                   (754)                                    

2019 Impact of Including Book Accruals for COR in ARAM Amortization (16,527)                               (28,810)                          12,284                                

2019 Rate Base Impact of 2018 - 2019 ARAM Amortization Adjustments (1,588)                                 -                                   (1,588)                                 

2020 Impact of Including Book Accruals for COR in ARAM Amortization (16,527)                               (28,810)                          12,284                                

2020 Rate Base Impact of 2018 - 2020 ARAM Amortization Adjustments (2,418)                                 -                                   (2,418)                                 

2021 Impact of Including Book Accruals for COR in ARAM Amortization (16,527)                               (28,810)                          12,284                                

2021 Rate Base Impact of 2018 - 2021 ARAM Amortization Adjustments (3,249)                                 -                                   (3,249)                                 

2022 Impact of Including Book Accruals for COR in ARAM Amortization (16,527)                               (28,810)                          12,284                                

2022 Rate Base Impact of 2018 - 2022 ARAM Amortization Adjustments (4,079)                                 -                                   (4,079)                                 

2023 Impact of Including Book Accruals for COR in ARAM Amortization (16,527)                               (28,810)                          12,284                                

2023 Rate Base Impact of 2018 - 2023 ARAM Amortization Adjustments (4,909)                                 -                                   (4,909)                                 

Total Revenue Impact of Differences (2018 - 2023) 55,528                                 
 
With estimated interest of $1.665 million, the total ARAM-related adjustment is $57.193 million. 
Please note that the ARAM forecasts included in SoCalGas’s pending Test Year 2024 
GRC14 have excluded book cost of removal from the ARAM calculation, consistent with the 
IRS’s conclusions.  
 
In addition to the above, as of December 31, 2021, SoCalGas has an overcollection associated with 
the 2018 TCJA savings.  While the 2018 TCJA savings were refunded to customers in connection 
with AL 5541, an overcollection of $1.278 million including interest remains.  SoCalGas proposes to 
refund the remaining amount, with interest, to customers.     
 
Amortization of Revised Revenue Requirement in Rates 
 
SoCalGas respectfully proposes to adjust base margin by $55.915 million ($57.193 million 
undercollection related to the PLR including estimated interest partially offset by $1.278 
million overcollection related to the remaining 2018 TCJA savings).  SoCalGas requests this 
amount be collected over a 12-month period beginning in January 2023.  SoCalGas will 
transfer any residual balances that remain upon amortization to its Core Fixed Cost Account 
and Non-Core Fixed Cost Account.  Upon approval of this advice letter, SoCalGas will 
implement this adjustment as part of its year-end consolidated advice letter.   
 
Attachments 
 
Included with this submittal as Attachment A is PLR 122708-21, which is SoCalGas’s PLR on 
the cost of removal/ARAM issue.  
 

 
14 Application (A.) 22-05-015/-016 (cons.).   
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Protests 
 
Anyone may protest this Advice Letter to the Commission.  The protest must state the 
grounds upon which it is based, including such items as financial and service impact, and 
should be submitted expeditiously.  The protest must be submitted electronically and must 
be received within 20 days after the date of this Advice Letter, which is September 1, 2022.  
Protests should be submitted to the attention of the Energy Division Tariff Unit at: 
 

E-mail:  EDTariffUnit@cpuc.ca.gov  
 
In addition, protests and all other correspondence regarding this Advice Letter should also be 
sent electronically to the attention of: 
 

 Attn:  Gary Lenart  
Regulatory Tariff Manager  
E-mail:  GLenart@socalgas.com 
E-mail:  Tariffs@socalgas.com  

 
 
 
 
 
 
Effective Date 
 
SoCalGas asserts this submittal is subject to Energy Division disposition and 
should be classified as Tier 2 (effective after staff approval) pursuant to General Order (GO) 
96-B.  SoCalGas respectfully requests that this submittal become effective September 11, 
2022, which is 30 calendar days after the date submitted. 
 
 
Notice 
 
A copy of this Advice Letter is being sent to SoCalGas’s GO 96-B service list and the 
Commission’s service lists in A.17-10-007/-008 (cons.) and A.22-05-015/-016 (cons.).  
Address change requests to the GO 96-B service list should be directed via e-mail to 
Tariffs@socalgas.com or call 213-244-2837.  For changes to all other service lists, please 
contact the Commission’s Process Office at 415-703-2021 or via e-mail at 
Process_office@cpuc.ca.gov. 

             
 
 
                /s/ Joseph Mock  
                   Joseph Mock 
        Director – Regulatory Affairs 

 
Attachments  
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CPUC, Energy Division
Attention: Tariff Unit
505 Van Ness Avenue
San Francisco, CA 94102 
Email: EDTariffUnit@cpuc.ca.gov 

Protests and all other correspondence regarding this AL are due no later than 20 days after the date 
of this submittal, unless otherwise authorized by the Commission, and shall be sent to:

Name:
Title:
Utility Name:
Address:
City:
State:
Telephone (xxx) xxx-xxxx:
Facsimile (xxx) xxx-xxxx:
Email:
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Utility Name:
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Zip:
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