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Decision No.  SU<34 | o ‘ @RH@UN Al | |
BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNZA |

In the Matter of the Application of ;
San Diego Gas & Electric Company, a -

coxrporation, for am order authorizing

Certificates of Public Convenience and -
Necessity Authorizing it to Exercise Application No. 52250
Electric and Gas Franchise Rights in (Filed Qctober 16, 1970;
the City of San Diego, authority to Modified November 25, 1970)
increase rates by surcharging for
additional franchise fees and authority
to deviate from Applicant's Rule 31.

Chickering & Gregory, by Sherman Chickering,
C. Havden Ames and Edward P. Nelsen,
Attormeys at Law, and Gordon Pearce,
Attorney at Law, for applicant.

C. M. Fitzpatrick, Chief Deputy City Attorney,
for City of Sam Diego, H. Cushman Dow,
Attommey at Law, for Gemeral Uynamics
Convair Aerospace Division, and William H.
Kronberger, Jr., Attorney at Law, fox City
of San Diego, interested parties. -

Dornald C. Meaney, Attormey at law, for the
Commission staff. -

OPINION

This application was heard before Commissioner Moran
and/or Examiner Coffey at San Diego on January 11l; March 1, 2, 3;
June 14 and 15, 1971, and was submitted upor the receipt of reply
briefs on September 7, 1971. Copies of the'application andfnotice

of hearing were served in accordance with the Commission's procedqral
rules. | -

On October 16, 1970, San Diego Gas & Electric Company
(SDG&E) £iled this application for an order as follows: :
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"e..(l) declaring that it will issue certificates
of public convenience and mecessity after
Applicant has obtained the contemplated gas and -
electxic franchise for the City of San Diego,

(2) authorizing Applicant to increase rates by
surcharging gas and electric bills for custoumers
in the City of San Diego for additional franchise
fees, and (3) authorizing an increased electric
underground conversion program and appropriate
deviation from Applicant's Rule 31."

On Octobexr 21, 1970, the City of San Diego (City) filed
a petition for a hearing in which it supported SDG&E's application
for items 1 and 3 above, urging ex parte or early approptiate action
on said items and in which it requested a hearing on the suthori-
zation to increase rates by surcharging customers iIn City.

On October 27, 1970 the Commission issued Decision No.
77879 indicating it would Issue the requested certificate of public
convenience and necessity after SDGSE had obtained the contemplated
franchises, ‘authorized the requested deviation from Rule 31, and
pending further hearing authorized SDGEE to insert a framchise tax
surcharge clause in all rate schedules applicable within City of
1.9 pexcent for electric service and 1 percent for gas service,
subject to refund with 7 percent interest if after hearing the
Commission determimed that the rates, the rate spread or the surcharge
are unreasonable or discriminatory.

On November 25, 1979, SDGSE petitioned that Decision No.
77879 be modified to make it applicable to franchise specifications
authorized on November 24, 1970, by City. o

On November 30, 1970, City again petitioned for a hearing
on item 2 2bove and again stated that it had no objection to an
ex parte oxder on item 1 above or to an order on item 3 above.

On Decembex 1, 1970 in Decision No. 78025, the Commission
applied Decision No. 77879 to the gas and electric franchise speci-
fications authorized on November 24, 1970 by the City Council.of'thé '
City of San Diego.
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Thereafter, beginning on January 11, 1971, six‘days«of
hearing in this marter were held. :
issues

The basic issue in this proceeding is "Is it appropriate
to surcharge the gas and electric customers within the City of San
Diego to offset increased franchise expenses which are-substantially
above the level paid by SDGSE and other Califormia gas and electxic
utilities to other cities and where customers in other cities will
not benefit from such increased franchise fees?" |

City maintains that the reasomableness of the entire
spectrum of SDGSE's tariffs, rates and charges is an issue sizce
applicant requests a £inding "that Applicant's proposed tariffs, rates
and charges are just and reasonable”.. Applicant's counsel interpreted
the foregoing request as being intended to refer to proposed rates
and that the surcharge is the only proposed rate change. ‘

We £ind that the reasonablemess of existing rate tariffs
and the spread of rates between tariffs is not an fssue raised by
applicant. However, hearings In the matter have been held toaffoxd
City an opportunity to demonstrate that rates charged within City
or that the rate sprecad is unreasonable.

The Commission staff and City have also ralsed a question
as to whether the surcharge for electric service would result in
excessive earnming by SDGSE's Electric Department. The staff dees
not propose a change in the present 1 percent gas franchise surcharge
but recommends that the electric franchise surcharge of 1.9 percent
be made effective April 1, 1971. City would have the request for
the surcharges denied, | |

distory

On Novembexr 22, 1920, City granted a franchise for the
use of City's streets to provide gas and electricity to tke
customers of SDGSE. Pursuant to that franchise SDGSE agreed to
pay City a fee equal to 2 perceat of its "total gross ancual receipts
arising from the use, operation or possession of said franchise."

-3-
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After making appropriate adjustments for revenues derived from gas
and electricity served under the constitutional franchise for
lightirg purposes, SDGS&E has been paying City an amount equal to
approximately 1.1 percent of its gross receipts from the sale of
electricity within the corporate limits of City and approximately
2 pexcent of its gross receipts from the sale of gas within the
linits of City. This franchise expired om September 27, 1970.

Prior and subseauent to the expiration of the franchise,
protracted negotiations between SDGS&E and City took place concerning
2 new franchise. City, because of the requirements of its charter

Tovisions, asked for bids before the granting of franchises. City
drew up specifications for the mew gas and electric franchise which
calied for a payment of 3 percent of gross receipts derived. f:om
the sale of gas and electricity within the corporate 1imits of.
City. The City Council of San Diego awaxrded the framchise to
SDGSE based on the 3 percent fee.

For many years,thevarious cities Inthe service area cf SDGEE
zequired franchise payments from SDGSE, which the applicant "buried"
n the rate structure. Prior to the franchise which is the subject.
of this application, franchise payments made to City were the same,
to the nearest ome-tenth of one percent, as the average payment to-
all the various loczl cities requiring such a payment.

Surcharge , :

Applicant argues that the surcharges are apprOpriate'in*‘
view of the substantial increase in franchise fees required by
City, that these franchise fees are smgnifmcanuly higher than the
level of fees paid by SDGGE to other cities and counties where it
sexves, that the fees are substantially higher than the 1eve+ of
fees paid by any of the major gas or electric utillties in the
State of California and that in the absence of surcharges. SDG&a
customers outside the City would have to help support these
additional costs without receiving any benefit therefrmmr
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Representatives of the Cities of Chula Vista,‘E1 Cajon
and La Mesa, all stated they are opposed to the customers in theix
cities paying for the increased Sam Diego franchise fees. The
Mayor of La Mesa said, "We feel that the people of La Mesa should
not bear the added cost of the franchise fee that the City of San
Diego has used. The Mayor of El Cajon stated, 'We figure it should
be a surcharge so that only those people are paying for the berefits
that are only going back to San Diego."

The staff agreed that the surcharges are appropriate, but
recoumends 2 refund of the electric surcharge collected for |
essentially the first quarter of 1971.

City's evidence is directed almost exclusively at the
underlying basic electric rates.

City has confused the distinction between basmc rates
and surcharges. The basic rates are those designed to recoup the
cost of serving all customers. They are the »egular rates set
forth in SDGSE's published tariffs and very by customers' classes
and by zones. A surcharge, on the other hand, is superimposed om
the basic rates for the purpose of paying for a particular expense.

The merits of a surcharge and the partituiar experse
giving rise to the requested surcharge can and should be considered
separately from problems concerning the basic rates. |

Prior to the curremt 3 percent franchise fees, SDG&E was
paying the City 1.1 percent of its gress electric revenues and
2 perceat of its gross gas revenues within the City. In comparison
with the new 3 percent fees, In 1969, Pacific Gas and Electric
Company paid 0.7 percent of gross revenues for‘gas;franchises‘and
0.6 percent for electric; Southern California Edison Compary. paid
0.7 percent for electric framchised and the Pacific L;ghtlng
companies paid 1.2 percent of gross revenues for gas franchises.
The new 3 percent fees substentially exceed the fee requirements




y v
! b
. -~ -

A. 52250 wvo

of the Broughten and 1937 Franchise Acts (Public Utilities Code,
Sections 6006 and 6231). Based on 1969 figures, the annual awmount
of the surcharge would be $241,400 for gas and $937 500 for electric,
totaling $1,178,900,

City has presented no evidence supporting the reasonable-
ness of the 3 percent fees., It recoumends that these increased
costs be reflected in the basic rates and argues "Between‘major
rate cases there may be many changes in levels of ‘expenses that are
not reflected in surcharges or offsets, such as wage Increases,
material price increases, and fuel oil price inmcrcases," City
does not differentiate between wages, material and fuel costs that
bave a company-wide effect that should be borme by all customers
2nd the San Diego framchise fees that awe geographically limited
a2d may be applied to the cost of operations within the City.v_City
does not come to grips with the basic issue in this proteeding--thc
appropriateness of the surcharge to recoup the added expense of the 3
City's high franchise feecs, . o

To reflect these increased costs in basic rates would
mean all customers would share in paying for the City's higher than
average franchise fees. City does not demonstrate any special
benefit to customers outside of City that warrants their support
of the 3 pexcent fees. Ciry doesmot differentiate between SDGSE's use of
the streets of San Diego, as opposed to the streets of Nationmal
City, Coronado, or Chula Vista, that justifies all customers to
defray the 3 percent franchise fees. It is true that between major
rate cases, there are changes in levels of expenses which are not
reflected in "surcharges or offsets". It is just as true that
there are levels of expenses which can reasonably be xeflected inm
"surcherges or offsets" without going through a general rate case.
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The surchargesfor electric and gas service, 1.9 percent

and 1 percent,respectively, representsthe increase in the new electric and:

gas franchise fees over that City received under the old franchise.
The surcharge percentages are also the same as the difference between
the 3 percent now paid to City and the average of franchise payments
made by SDG&E throughout the rest of its service territory.

City points out that franchise fees vary among communi-
ties throughout the State. However, the magnitude of the variation
nowhere approaches that which exists between City and other |
coumunities in SDGS&E's service texrritory.

The f£ranchise fees which counties can charge in this State
are set by the Broughton Act (Public Utilitfes Code, § 6001, et seq.).
Those which gemeral law cities can chaxge are set by either the
Broughton Act or the Franchise Act of 1937 (Public Utilities Code,
§6201, et_seq.). Because these statutes set fees on a formula
basis relating in part to the amount of equipment utilities have
on public property, some variations are imevitable. Since San Diego
is a charter city, it is not bound by these provisionms. |

The position of the staff is that whether or not the city
is correct as to any adjustment in the rate spread or the zomes,
there should be a separate statement of the additiomal franchise
payuent. ' B

RPublic policy favors informing the ratepayers of a
particular locality that part of thelr utility bill is levied by their
local government. Any other treatment of this request would
be tantamount to an invitation toother charter cities in the State
to Increase franchise fees to gas and electric utility companies
in anticipation that the utilities will imcrease their rates
throughout their service territories and recoup these expenses from
ratepayers in gemeral law cities and unincorporatediterritory,
thus transferring a large portion of the increased busdsn ¢f charter

city levies to customers of the utilityvresidingfoutside‘the charter
cities. | | | o ’

-7-




A, 52250 wvo /lmm

Rates and Rate Spread :

City waintains that the rate Sprea " and the zoning are
such that because of allegedly-lower coOsts TO Serve ratepayers in
City, there shculd be a downward adjustment in rates thatvwould in
effect offset surcharges to the ratepayers in City. :

City's witness attacked the level of basic rates and the
structure of individual rates, recommended six zome rates instead
of the present four, a rate of return of 7 percent instead of 7.4
to 7.6 percent, higher rural rates and lower urban rates.

SDGSE and staff maintain that this issue belongs in a
general rate case rather than in an cffset pmoceeding, arguing that
public policy requires that the necessity for separately stating
each ratepayer's share of the increase In the franchise payment
applies whether or not City is correct that its rates should be
lowered to an extent which would offset the additfonal franchise fee.
With an abundance of caution, we have offered City every oppbrtunicy
to demonstrate the reasonableness of its position, but we are not
persuaded by City's presentation that present electric rates, either |
in level or spread are unreasonsble. At most, City's presentation
suggeets that additional studies might demonstrate the soundness of
its position. Since on August 10, 1971, SDGSE by Applicztions
Nos. 52800, 52801 and 52802 has requested gemeral Increases in rates
for electric, gas and steam services, City will have ample oppor-
tunity to make such showing as may be appropriate and tc test tkose
of SDG&E and the Commission's staff relative to rate levels and

spread. We will not discuss in detail City's showing herein which
is adequately reviewed in the briefs.
Surcharge Effective Date

The staff agrees with the appropriateness of the surchaxges,
but urges that the amounts collected for electric surcharge prior Zo
April 1, 1971 be refunded. Since the surcharges went into effect
December 17, 1970, the staff in effect recommends refundiﬂg'the
electric surcharge amounts collected in the first quarter of 1971,

-
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The following tabulation sets forth rates of return shown
by applicant for the test year 1971 on two bases, ome, reflecting
increases in the cost of gas, cost of fuel oil and wages on the da,es
when they will occur and the second assuming the increased costs -
were effective on Jamwary 1: |

‘Rates of Return
1971 Estimated

Electric Gas  Combined

Phased Costs 7.45% 7.13%  7.37%
Annualized Costs 6.21% 6.97% 6. 36%

The staff recommends, based on phased costs, that SDG&E
should not be granted any offset increase which would allow it to
earn at a level in excess of the 1a¢t authorized return. Y

The above results iIndicate that Iin 1971 the earnings 1evel
on & pro forma basls for the Electric Department will have dropped
below the range in rate of return of 7.4 percent to\7.6-percent
authorized in Decision No. 77581. However, since two of the factors

that caused the rate of return to decrease occurred March I,1971 (wage
increase) and March 31, 1971 (cost of gas increase) the staff

recommends that the proper time to wake the electric franchise
surcharge effective would be April 1, 1971.

If the refund is made as recommended by the staff, the
Electric Department rate of return drops to 7.4 percent.

The staff advocates that an offset rate increase should
not be made effective until the point of time in which the rate of
return falls below the last authorized rate of return.

1/ Finding No. 5, in Decision No. 77581, dated August &4, 1970, in
Application No. 51674, reads: '"A range of 7.4 to 7. .6 percent
in rate of return for the future is reasonable, and -a rate of
return of 7.5 percent is reasomable for the test year 1970.
Such rate of return on rate base will produce estimated yield
on common equity of 10.75 pexcent.'

-9
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SDGSE submits that the Commission has held that in an
offset case, the rate relief may not result in earnings.which,
exceed the last authorized rate of return and that the staff premise
that offset rellef cannot be granted until earnings d.op(belcw the

last authorized rate of return is without any supporting Commission
decision.

The City argues that Finding No. 5 in Decision No. 77581
is inapplicable in this proceeding insofar as the electric depaxtument
is concerned because Application No. 51674 was for a gas rate
increase. In making this argument City overlooks the fact that
the finding speaks to return on common equity which includes all
departments of the company. The rate cf returm finding {s on a

company-wide rather than departmental basis. SDGSE has mot had an
eiectric gereral rate increase since 1958 at which time the
Commission found 6.25 percent to be a reasomable rate of return. It
would be imappropriate to follow City's suggestion by taking
the position that no electric offset can exceed the 6.25 percent
found reasonable in 1958. Decision No. 77581 contemplates a reasonr
able rate of return for the entire company and can reasonably oe
applicé to current electric operatioms. . :

We aote that Application No. 51674, although aa appilcation
to offset higher gas costs, was, in effect, a general rate increase
proceeding in which the applicant presented 13 witnesses, the
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staff six witnesses and in whicb the record comprised 681 pages of
transeript and 28 exhibits.

To demonstrate the reasonableness of its earnings, SDG&E
presented Exhibit No. 1, a three page earnings statement of its
Gas Department, Electric Department, and combined department for’
the year ending October, 1970, as recorded and adjucted. BExhibit
No. 12 was a revision of Exhibit No. 1. Exhibit No. 13 is a two page
estimate of electric, gas and combined earning for the year 1971
with fncreases in costs phased and annuaslized. '

The staff witness testified that he had reviewed applicant's
exhibits and the associated work papers, discussed by telephone
with company personnel the background of certain of the adjustments
reflected in the work papers, and that his review did not represent
the type of deteailed study the staff would perform in a gemeral
rate increase proceeding.
Findings and Conclusions

We f£ind that: |

1. The City Council of the City of San Diego on November 24,
1970, authorized gas and electric franchises for SDG&E which
specify a fee of 3 percent of gross receipts derived from the sale
of gac and electricity within the corporate limits of City.

2. Said 3 percent gas franchise fee fs 1 percent greater
than the averége payment in terms of percent of revenue for gas
franchises in the service territory outside City.

3. Said 3 percent electric £ranchise fee is 1.9 percent
greater than the sverage payment in terms of percent of revenue
for electric franchises in the sexvice territory outside City.

4. Pacific Gac and Electric Company iIn 1969 paid 0.7 percent
of gross revenues for gas franchises and 0.6 percent for clectric
£ranchises.

5. Pacific Lighting Corporation in 1969 paid 1.2 percent of
gxoss revenves for gas franchises. .

6. 7This record does not demonstrate any beunefit to customors
living outside City from franchise £ees paild to City. |

-11-
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7. Customers within City receive substantial benefit_from'
franchise fees paid to City. : :

8. It is reasonable that gas and electric franchise fees
paid to a city or other political subdivision above the averages
paid to other political subdivisions within the uti1ity's‘cerrito:y
should be borme alone by customers within said political subdivision
or subdivisions. ,

5. It 1s reasonable that surcharges be added to the bills
of gas and electric customers within City to compensate SDG&E for
franchise fees paid City in excess of the average gas and electric
.franchise fees paid in the territory outside City.

10. This proceeding is not a normal or general rate increase,
being essentislly a request for authorization to apply a surcharge
to present rates and charges, which are reasonable until otherwise
demonstrated, to compensate SDG&E for franchise fees paid City in
excess of those paid outside City.

11. It is reasonable in this "offset™ proceeding to limit the
earnings of SDGE&E so as not to exceed the rate of return last
found reasonable in a recent SDG&E general rate proceéding;

12. It is reasonable in an offset rate proceeding to rely on
& recent general rate proceeding that current revenues, expenses
and rate bases are reasonable if such items are adjusted as found
reasonable in said recent general rate proceeding.

13. On August 4, 1970, Decision No. 77581, in Application NOw
71674, for a gas rate increase a range in rate of return of 7.4 to
7.6 percent and a rate of return of 7.5 percent for the test year 1970
was found reasonable. .

14. In Decisfon No. 79562, on Januvary &, 1972, in Application
No. 52800, a request for a general rate increase for electric
sexvice, the Commission stated its opinfon, that the range in rate
of return for the future, found reasonable in Decision No. 77581,
spplies to combined gas, electric, and steam.operation of SDG&E and
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thereforxe is appropriate for use in determining the reasonableness
of an interim electric rate increase during a general rate proceeding
to offset the cost of fuei oil.

15. The rate of return range, 7.4 percent to 7. 6 percent, found N

reasonable by Decision No. 77581 in a gas rate increasse application,
is a recently established rate of return range applicable both to
applicant’s gss deua*tmént and electric department for purposes of
this offset proceeding.

16. The last cecision in a general electric rate increase
proceeding was Decision No. 57509, dated October 21, 1958, in
Application No. 396890. :

17. Decisioa No. 5750¢ is a decision in 2 xrate proceeding
that is not recent and therefore it is inappropriste to‘fely on
the rate of return authorized in said proceeding for purposes of
this offset proceeding. |

18. 1In the yeaxr 1971, SDG&E will eaxrn a rate of weturn of
7.22 pexcent on its gas operatioas and 7.43 pexcent on itsyélectric

operations before poyment of incressed franchise fees to City.

19. Payment of incressed gas franchisc fees to City in 1971
will decrease the rate of return in 1971 on SDGSE gas operations
substantially below 7.13 percent and the range in rate of return

st found reasomable. .

20. A rate of return on gaS-operations that is 7.13 percent
or less is unreasonable. '

2l. A surcharge of 1 pexcent for gas service in City-w;ll
meintain earnings for ges operations at 7.13 percent and is
reasonable. "

22. Payment of increased electric franchisze fees to City in |
1971 will decrease the 1971 Electric Department rate of return below
7.45 percent, to a point which does not exceed the 7.4 percent -
7.6 percent range in rate of return last found reasonabdle-
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23. A surcharge of 1.9 pexcent for electric service in City
will matatain esrnings £or spplicant's electric operations at
7.45 percent, which is not in excess of the recently established
7.4 percent - 7.6 percent range, and which 1s reasonsble. The staff
recommendation that April 1, 1971 is the proper time to mske
effective an Electric Department surcharge is reasonzble-.

24. On this record, City has not demonstrated that am increese
in the nuber of SDGSE rate zones from 4 to 6 is reasonable.’

25. On this record, City has not demonstrated that the
present zone rate spread is inconsistent with the zone demsicy spread-
26. On this record, City has not convincingly demonstrated

that the present zone rate spread is inconsistent with zone costs
to serve. ’ _
27f It 1s not appropriate to consider rate levels and zone
rates Ia en offset rate proceeding inasouch as many Znterested -
parties would receive no notice Iin such a proceeding. |
28. City hac had further opportunity fn the current SDG&E L
general rete proceedings, Applications Nos. 52800, 5280L, and 52802,
to demonstrate the reasonableness of 1ts views on ra*e spread and
roning. .

29. Decision No. 77879 authorized the requested dev*aCion

fxom Rule 31.

We conclude that SDG&E shouid be authorized to , {nsert a
Tranchise tox surchorge clause in sll rste schedules appi?Fable |
witkin CLity, that the gas sexrvice surcharge rate should be 1.0 per-
cent, the clectric suxcharge rate should be 1.9 percent until further
suthorization of this Commission, snd that SDGSE should refund with
7 percent {nterest all amounts collected by the 1.9 percent S"*Chﬂrst
on electric service, under authority of Decision No. 778 9,-prxq: to
ApTil 1, 1971. | | A

The certificate to the Price Commission by this Commission, .
requized by Price Commissfon regulatfon Section 30C.16(e), is not
included herewfth sinmce Price Commission regulation Section 300.16(c)
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specifically exempts from the requirement of reporting &vd certifi-
cation those price increases resulting from the pass-through of
taxes, except income taxes, I1f the increase is mot objected to by
the appropriate regulatory agency 8ud is authoxized by statute,
regulation, or order of the appropriate regulatory agenecy, or by
an approved taxiff provisiom. :

IT IS ORDERED that: ,

1. The authorization of San Diego Gas & Electric Company to
fnsert a surcharge ¢lause in all rate schedules applicable to gas:
and electric sexvice within the City of San Diego is c¢continued.

2. Sam Diego Gas & Electric Company'is authoxized to contivue
to apply a surcharge rate of 1.0 perceat to gas service within -
the City of San Diego. |

3. San Diego Gas & Electxic Company is authorized to continue
to apply a surcharge xate of 1.9 percent to electric service within
the City of San Diego. |

4, Within thirty days after the effective date of this order,
San Diego Gas & Electric Company shall tender to this Commission
foxr £iling a xefund plan to refund to customers, with interest at
7 percent per amBum, amounts which it collected prior to April 1,
1971, by applying the 1.9 percent surcharge for electric service
within tke City of San Diego. Upon approval by this Commission of
a reasonable refumd plan, San Diego Gas & Electric Couwpany shall
make refund in accordance with such an approved plan, |

5. Oun or before March 1, San Diego Gas & Electric Company
annually shall prepare and file with this Commission m>wr1tten‘report
setting forth the amounts and pexcentages of 3ross.reveﬁue it paid
during the preceding fiscal year to each grantor of a franchise and
the average of the amounts and percentzges of gross revenue pald ‘
to granmtors of Lramchises other than the Czty of San Diego. AlL
amounts and percentages shall be separated between gasfand‘electric
operations. o

-15-




9 @

Ao 52250 Jom | ”

6. All wotions consistent with the findings and conclusions
of this opinion and order are granted; those not comsistent there-
with are denied. '

The Secretary of the Comnission is directed to cause a
certified copy of this order to be served forthwith upon San Diego
Gas & Electric Company and cause & copy to be mailed to each
appearance of record.

The effective date of this order shall be twenty days
after the date hereof, |

Dated at & Sao Frud®  ooyyeoenia) this 472
day of Jyeumel | 1572, |
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