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Decision No. 822'79,,' 

BEFORE IBE PUBLIC UTILITIES. COMMISSION OF THE StATE· OF, CALIFORNIA 

In the Matter of the Application of ~ 
SAN DIEGO GAS & ELEC'l'RIC COMPANY for 
authority, among other things, 
(4) toiucrease 1ts:·rates audcharges ) 
for electric service and ) 
(b) to modify certain of its. tariff ) 
schedules.' ) 

----------------------------) 
In the Matter of the Application of ~ 
SAN DIEGO GJ~ & ELECTRIC COMP/~for ~ 
authority~ among other things~ 
(a) to increase its rates and charges 
for gas service: . 
(b) to· include in its tariffs a ~ 
Purchased Gas Adjus.tment. C.lause or an 
expanded Advice Letter procedure for 
reflecting in its-rates effects of ) 
changes in purchased gas, costs; and ) 
(c) to· modify certain of its tariff ) 

'_S_C_he_d_u_l_es __ • _____ · ___________ . _________ ~ 

In the Matter of· the Application o£ ~ 
SAN DIEGO GAS & ELECtRIC COMPANY for ) 
authoritY!t among other things, to ~ 
increase· its rates and· charges. for 
steam service. 

-----

Application No. 53945 

(Filed Ap~il 10, 1.973) 

Appl:Lcation No. 53946· 

(Filed .April 10, 1973) . 

Application No. 53970-

(Fi.ledApril 17,1973). 

Chickering & Gregory, by k' Hayden ~, Donald 
J. Richardson, Jr., and dl1an J, ThQmDson, 
Attorneys at. Law; Gordro Pearce, Attorney at 
Law; and John B. Woy, • or applicant. 
Co~ EXank J. Dorsa, U.S~ krmy, .and Charles 

Jaiia9kres , Office of Judge Advocate, for 
Departmene of Defense and other Executive 
Agencies of the United States of America; John 
Witt, City Attorney, Robert, Logan, Deputy City 
Attorney, and l1anley W. F;$!ward§., for City of San 
Diego; and Dave -IQhnSQ'D, for Conservation Corn­
mittee, Sierra Club, San Diego Chapter; 
interested parties. 

Elinpre C. Morgan, Attorney at LaW,. Robert C. Moe£Js • 
.and Kenneth ;{. Chew, for the Commiss,ion staff. 
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INTERIM OPINION 

By the above applications, San Diego Gas & Electric 
Company (SDG&E) seeks authority to inerease electric and gas 
rates by $-17,858,,100 and $7,852,300 based on 1974 sales •. On 

October 5, 1973· applieant filed a Petition for Inter'1m Rate 
Relief req,uesti-c.g authority to increase eleetr':Le a.nd gas rates 
by $5,668,700 and $972,.100 based on 1973 sales. 

This intertm decision relates solely toSDG&E's request 
for interim rate relief effective for meter readings on and after 

November 1, 1973. 
Publ ie Hearip.gs, 

On November 7, 8, and 9, 1973 public bearings . were : held, 
before Commissioner ':thomas Moran and Examiner CbarlesE. Mattson. 
'Xb.e customers of SDG&Ewere notified by bill inserts that they, 
could appear and be heard at the public bearing. After hearing' 
from members of the public, the hearings were devoted,t? receiving 
evidence on the petition for tnter~ rate relief. The matter of, 
interim rate relief was submitted on November 9, '1973·"subjeet to 
the filing of statements on November 19, 1973. Statements have 
been received from, the applicant" the Commission staff,. 'the. city 
of' San Diego, and the Secretary of Defense of the United: States,.·, 

SDG&E's Evidence 

The applicant presented evidence which established that 
its interest cover.age, calculated in accordance withthe'pro~is1ons 
of its debenture indenture, will approach 2.0 after issuance of 
$50 million of bonds. If calculated coverage;, falls below Z'.O, the 

new securities cannot be issued. Applicant i..J.tends to issue new 
Series '~,. bonds fn January 1974 in the amouneof $SOmil11on at 
an anticipated, interest rate of 8 percent. Applicant, alleges' 'that 
the shaky interest' coverage establishes a' financial emergency 
requiring interim rate relief. 
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Applicant's showing of financial emergency is based 
upon the interest coverage situation.. '!'he calculation of interest 
coverage as required by the debenture indenture is- based upon a 
p~riod of twelve consecutive months in the 15 months immediately 
precediug the date new debt is issued. The calculation, of coverage, 
as set forth in applicant's Exhibit 18., includes the estimated 

, annual interest on the new debt. 
Applicant alleges that interim rate relief of approxi­

mately $6,600,000 annually is justified by certain increased costs. 
Applicant's evidence of increased eosts incurred since rates': were" 
established by Decision No. 80432 dated: AUgUst 29,'1972 may be 
s1lTn1'Qarized as follows: 

(1) Interes.t rates have, increased for both long-term debt 
and preferred stock since 1912, and the dollar effect of, capital 
cost increases is calculated as $2,339,767 (projected' 1973 year 
ending). 

(2) Labor costs increased in 1973 and the ,effect (based on 
1972 average number of employees) is $1,407,682. 

(3) 1973 expenditures for environmental improvements have 
increased capital costs by $2,766,300 annually. 

Applicant does not allege its rate of return bas declined 
in the latter part of 1973. The applicant's rate 'of return, in the 
words of applicant, "hovers aro'l.md8%,the last authorized rate of 
return •••• " 

The Staff Evidence and Position 

The' staff presented evidcucc that applicant's combined' 
gas and electric departments will achieve' an 8.03" percent rate of 
ret.\l.rll for 1973 (Exhibit 25, 'l'nble 3).. '!'he staff witness adjusted 
applicant's results of operations to reflect expenses as allowed, 
in Decision No. 80432. The applicant's evidence 'Was that the,' 1973 
rate of return for their combined departments would be 7.86perce1lt 
(Exhibit 14, page 3). 'I'he staff witness testified that' neither rate 
of return would constitute an emergency situation. 
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A second, staff witness testified regarding,appl1csnt:'s 
1973· return on common equi~y. A witness on behalf of spplicsnt 

testified tha~ expected' 1973 return on equity at »resent rates 
would be 10.57 percent. The staff witness test:tf:ted that 1973-
return on average common equity would be 11.88 percent:. 'the 
staff witness used applicant's recorded net income figures for 
year ending September 30, 1973. Applicant argues ,that the staff 
witness failed to, give full weight to recent issues of common 
stock in his' c:s.lcul.at1ons. Since the applicant's evidence fails 
to explain the basis of the 10.51 percent:f1gure, the Commission" 
cannot make a finding regarding the dispute. However, applicant's ' 
request for emergency :rate relief is not based upon 1973 earnings 
on com.ou equity. 

Xhe staff opposes the requested inter1:n rate relief. , 
The 3taff points out that there is no sharp drop, in the applicant's 
authorized rate of return. !he staff argues that the coverage 
problem is the result of a failure to maintain a reasonable 
percentage of common" equity in its capita.l structure in prior 
years. The staff acknowledges that coverage is razol'-thin, but 
points out that the company has failed to tr1m expenses' disallowed 
by reeent Commission deciSion. The s'taff concludes that a rate 
increase based on disallowed expenses would pa8~ such. coets on to 
ratepayers contrary to, the Commission decision. 
Evidence and Statement of 
the Secretary of Defense 

The ~r~aryof Defense appears on behalf of ,the 
executive agencies of the United States of America. The position 
of the federal agencies 1$ that if the test of au emergency . 
s1tuationrequirillg interim reli~f is whether coveragerequizje­
ments will be met in January 1974, the record shows t~t. applicant, 
will meet the coverage requirement. The federal agencies argue . 
that since no record' exists regarding "coverage requ'irements for' . 
late 1974 debt issues by applicant" no emergency situation' has, 
been demonstrated. 
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The evidence presented by the federal agencies related 
to the form and method of obtaining revenue relief" if', rate relief 
is granted. The federal agencies contend that any dollar relief' 
should be computed on forecasted 1974 sales of energy,. not 1973 
unnormalized sales. Secondly,. the federal. agencies urge that any 
rate increases should be on .a uniform percentage basis, not on 
uniform increases per kwhr and. per them. 
Statement of the City of San Diego 

The city of San Diego (San Diego) opposes the petition 
for interim rate relief. San Diego points out that applicant's 
earnings appear sufficient to meet its annual interest and 
dividend costs. The City concludes that no financial emergency 
has been shown,. aud that earnings would be excess ive at proposed. 
rates. San Diego points out that the Commission has recently 
granted a fuel adjustment clause for electrical service and offset 
fuel cost increases for the gas ~ervice. 

San Diego· urges that any interim increase ,should be less 
than the amount requested,. and that increases should not' be spread 
on a commodity basis. 
Discussion 

The record clearly establishes that a serious interest 
coverage problem. faces applicant.. the applicant' s problem. is set 
foreh by the calculations contained in Exhibi.t 18,' pages, 1 and 2. 
Before applicant can lawfully issue new bOnds in January 1974, the 
net income for a past twelve consecutive month period must be 

twice the annual interest requirements' of all funded debt, including 
the proposed new bonds. The twelve-month period used must be 

within the 15 months preceding the month of issuance of the neW 

debt. Applicant assumes that a $50 million new bond issue will 
cost 8: percent, with an annual interest eost of· $4 million. 'For 
the. twelve months eudtng December 31,,1973 ~ppl£eaut's, calculation 
is (Exhibit 18, page 2): 

Net Income $50,156,000 
- 2.0149" Coverage 

tlllnual Interest $24 .. 893 .. 000 
on Funded Debt " 
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The emergency situation urged by applicant is based on 
the fact that a relatively, small change in eit~r the net income 
or interest figures could result in a coverage figure below the 
required 2.0. If the new debt issue of $50 million were sold at 
an interest rate of S·.37 percent, the annual interest cost would 
be $4,185,000 and the calculated coverage would be 2.0. 

Increased costs of preferred stock and debt result in a 
dec.line in interest coverage at a constant rate of return. More­
over, when eommon equity is decreased in relation to debt, higher 
debt costs sharply reduce interest coverage. . 

The ~inancial emergency urged by applica.ntis based .on 
its financial position, in Janua.xy 1974. Applicant'S eontentio~ is. 
that the coverage is so close to' 2.0 that ialnediate rate in~r~es 
are required in order to assist in issuance of bonds .. , ,However, any 

rate increase benefit in January 1974 is limited, to the'actual, 
revenue effect as calculated in accordance with the debenture in­
denture. At the time of the, filing of applicant'S' petition,. at 
least ten of the twelve months 'Were locked in. It is: apparent that 
the coverage requirement of January 1974 can be· effected in only a 
minor fashion by rate changes in late 1973:. 

The coverage problem is one ~eh maybe improved~y 
applicant'S management. The. applicant may, albeit over a. long 
period'of time, increase the amount of common equity in its, capital 

structure. The appli~t may, in the shorter, term~ heed· th.is· Com­
mission's recent determinations-and reduce certa1n'adyertising,an~ 
marketing expenses., 

. Nevertheless-, While it is not. certain arithmetically 
whether applicant definitely needs. or 'Would benefit by interim. 
relief insofar as the January 1974 bond issUe is concerned',. thi's 
Commission's affirmative obligation in respect to adequate utility 
service -requires that we'no1; ent;o.go in "brinkmanship". . It is the 
aim, of this Coamissi~n to dO' everything in it's ~eX' at all times > 
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to make sure that the California utilities are always in suffic1eDtly 
sound f1na.neial condition so that they are able without question to 
raise all funds wb:teh may be needed from t:l.me to time for the mafn­
teoance of & high atandaxd of service to their customers. 
Findings 

1. SDG&E bas established a need for interim rate relief. 
2. The 'evidence avaUable at tb:l.s time' regard1:ng SDG&E' 8 1974 

interest coverage does justify interim rate relief. 
), 

3. l'he 1:ncre&se 1n rates and charges authorized by this decision 
are j ust1£1ed and reasonable; the present rates and charges, fnsofar 
as they differ from. those prescribed by this decision, are for the 
future mljust and unreasonable. : 

INTERIM ORDER 

IT IS ORDERED that San Diego Gas & Electric Company 18 
authorized to file with this Commission on or' after the effective date 
of this order, in conformity with the provisions of General Order No. 
96-A, rev1sed tariff schedules with rates increased' from. present 'levels 
by '0.7ll' mills per kwhr for all',electric rate schedules, 0.101'cents' 

per them for Schedule No. G-54, and 0.109 cents per therm for other 
gas rate schedules. Tbe effective date of the revised schedules' shall 

be on Dot less than f~ve days' notice to the public, and to the 
Commission. , 

" 

the effective date ,of this order 18 the date hereof'.,~. 
Dated at ' San Fnmdsoo,' , Cal1fo:r:n1a~ this ___ 6_a_ AJV_ 

day of DECEMBER , 197.3., 
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, " COiiiIilis1Oiiei's:' 
Commissioner .r. F. V'ulca31n .. 'J':r~',.,.b&1ns . 
Z'lOco~::;nr1.l v l'tb~Mt.: d~~%2l)t'~~nrt:1c!])at. 
.t.c Clo ~.1:::'~Q:~1.1;,0 ,':t.: • .1g IIro«~4~ . 


