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“BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of ) |

SAN DIEGO GAS & ELECTRIC COMPANY for - \ S :
- authority, among other things, (a) to Application No. 53945

Increase {ts rates and charges for (Filed April 10, 1973;-

electric service and (b) to modify amended March 5, 1974)
cextain of its tariff schedules. L |

In the Matter of the Application of

Smhngm- GAS & EI.Et:gTRIC COMPANS(E )for.
authority, among other. things, (2) to
increase its rates and charges for gas
sexrvice; (b) to include in its tariffs
a Purchased Gas Adjustment Clause or an
expanded Advice Letter procedure for
xeflecting in its rates effects of -
changes in purchased gas costs; and
(¢) to modify certain of its tariff
schedules, : -

* Application No. 53946
(Filed April 10, 1973;
amended‘ Marxch 5, 1974)

In the Matter of the Application of
SAN DIEGO. GAS & ELECTRIC COMPANY for
authority, among other things, to.
increase its rates and charges for
stean service. : S

‘ Aﬁélicat:‘.on“'No‘.f: 53970 o
- (Filed'April 17, 19733 . . -
amended Maxch: 5, 1974)
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: Can .

=

. . (Appearances 'listed'in‘f Appendix A)

OPINION

" PHASE IT

By Decision No. 83675 dated October 29, 1974 we authorized
rate increases based upon the three applications above. That deci-
sion resolved the issues raised by the applications ‘as originally - -
filed and heard as Phase I of “these proceedings. The ,issugs“ra.isec‘l‘;
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by the amendments filed March 5 1074 in these: th::ee applications
" have been heard as Phase II. : ' \

The procedural history of thesc matters is set for:h in
our Decision No. 33675 dated October 29, 1974. That decision
granted rate increases based on the evidence in the Phase I pro-
ceedings. The ten days of public hearings held before Commissioner
Moran and Examiner Mattson from April 3, 1974 to August 13, 1974
were devoted to the issues involved in Phase II' (the amended o

applications). The final reply brief of epplicent. was subm:[ttcd :
October 11, 1974. |

Phase IT - The Amended Applications |
The amendments alleged that the applicants were ent:[t:led '
to additional rate relief in the amount of gross revenue increases
of $15,208,300 (electric department); $5,135,300 (gas. depart:nent:) 3
and $31,000 (steam department).. These amounts would increase
electric department gross revenues by 8.6l percent, gas department
gross Tevenues by 6.56 percent, and steam department gross revenues
by 7.41 percent. In the course of the hearings the applicant
reduced its revemue increase requests to $11,051,400 - (\electr:’.c
department); $3, 203,600 (gas department) $21,000 (steam dcpart-
ment), This reduced the total increase requc..,ted ‘from $20 37 600‘,
to $14,311,000. :
In Phase I we authorized rate lcvcls for uti‘l:’.ty serv:[ce
by applicant based upon a test year 1974. The position of the |
applicant is that. these Phase II proceedings present relatively ,
simple issues. Applicant's claim is that revenue increases should
promptly be authorized (1) to offset the decline in net revenues
vhich result from compliance with conservation levels ordered by
this Commission, and (2) to authorize an’ :anrease in rate of
return from £.77 percent to 3.95 percent to r@flect al3 percent
allowance for common equity, '
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Applicant states that the ‘xevenue increase request based
on the rate of return increase is $2 830,700, The balance of the |
increase requested ($11,480,300) is based on the alleged results
of compliance with conservation oxrders of the Comission. « o

The Rate of Return "{equest S

The gross revenue increase applicant attr.[butes to
increasing the rate of return from & requested 8.77 percent to
8.95 percent is $2,830,700, Applicant's showing in Phase II in
support of this requested 8.95 percent rate of return is summarized
by 2n updated cost of capital table set forth in Exhibit 73, page S.
An inspection of that table establishes that applicant has updated
capital costs of long-term debt amd preferred stock in addit:.on to
assuning an allowance for common equity of 13.04 percent.

Our Decision No. 23575 in these proceedings authorized
a rate of return of 8.75 percent. In Decision No. 83675 at
page 9, we set forth our conclusions on the costs of 'longétem'
debt and preferred stock which we found supported the rate of
return authorized. An examination of those capital costs esta‘b-
lishes that they are slightly in excess of the Pbase IT figm:es
presented by applicant as composite costs for 174, and both the |
capital costs assumed and the weighted costs are in excess of the
figures now presented by applicant (by & total weighted cost of
0.12). We conclude that our adopted rate of return of &, 75 pe'r-
cent in Decision No. 83675 recognized the increased costs of
long-term debt and preg.erred stock relied on by applicant in these
Phase II proceedings. ' ‘ R
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Applicant's showing on equity return in Phase IT was
not based upon new evidence which requires further reconsidera-
tion of our rate of return allowance. For the reasons set forth
in our decision in Phase I regarding the rate of return.issue,
we conclude that the return allowance of 8.75 perceat is :ea-
sonable for applicant at this time. ‘

The problem is not that the rate of return allowance
is too low. The problem-we,must resolve is whether the rates
authorized by this Commission afford applicant a reasomable
opportunity to achieve the authorized rate of return.

Applicant's Contentions Regarding Conservation
As set forth above, when applicant reduced its revenue

increase request to a total of $14,311,000 it included $2,830,700
for the requested rate of return increase. Excluding the rate of
return increase requested, applicantYS‘remaininggrequest_totals
$11,480,300. | |

' The major claim presented by applicant in support of -
this remaining increase is that estimated gross revenues In test
yeax 1974 are overstated because they failed to reflect reduced
sales resulting from compliance with conservation levels ordered
by this Commission. Applicant contends that revenue increases .
should be authorized as offsets to the decline in gross revenues
based upon our adopted results in Phase I. This offset” approach
reduces gross xrevenues, related fuel costs, and all other associated
expenses. Applicant's Exhibits 83 and 97 set forth ‘the gross _
revenue required to offset the net revenue 1oss after taking the
expense reductions into accoun:
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The amended applications filed March 5, 1974 assumed a
15 percent reduction of estimated sales for the electric, gas, and
. stean departments. Applicant relied upon our Decisfon No. 82305
dated January 3, 1974 in Case No. 9581 involving curtailment of
electricgl service. Moreover, our order instituting investigation
in Case No. 9642 oxdered gas utilities to place into operation
plans for voluntary consumer conservation and curtailment of. the
use of gas. ‘ |
- Applicant did not merely adopt and ad;ust its Phase I
estimates, Applicant's exhibits include increased marketing
expenses in its Phase II presentation of $293,500. Applicant
contends that it was necessary to continue to increase advertising
and other approaches to obtaln necessary or desixed levels of
curtailment on use of emergy. The contention is that energy
curtailment involved compliance with our Decision No. 82305 dated
Janvary 3, 1974, the second interim order in Case No. 9581, which
directed applicant to inform all of its. customers of the. urgent
necessity of achieving a 15 percent cntbaclc of usage of energy.
The Staff Position :

The initial staff response was presented by the testimony
of a staff engineer who reviewed the applicant s Phase II request.
The observations of the staff witness may be summarized as follows:

1. The objective of 15 percent conservation bas. been modified.
Commission Decision No. 8288l dated May 15, 1974 in Case No. 9581
established a comsexvation goal for electric utilities of not less

~ than 10, percent from normal usage. In Case No. 9642 the order
instituting Investigation relative to natn::al gas supply does '
not- Specify any level of achievement. - -
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2. Gas supply to applicant has not been reduced 15 percent
coutrary to applicant's assumption. The gas department would
obtain revenue by selling any conserved: gas to its e].ectra’.c dcpart
.ment. The electric department would substitute the less e:'pensive -
gas for b:f.gh cost fuel oil. '

3. Applicant s assumption that :f.t could not: reduce opera-
tion and maintenance expenses (in addition to fuel and other
expenses directly related to sales) should be rejected. The
president of SDGEE stated at the annual shareholders'’ meeting
on Apxil 23, 1974 that SDG&E department heads had ‘been d:’.rected
to cut thelr operating budgets by 10 to 15 percent. :

4. SDGSE's earnings level in 1974 bas hovered near 3 3 per-
cent, the authorized rate of return pr:t.or to Tate 'I.ncreases |
authorized in Phase I. ‘

The staff witness recommended that no offset be granted
at this time and that SDGSE should be required to submit studies
of its expense budget and proposed capital expenditures.,

SDGSE subsequently presented Exhibit ¢7 (setting forth
the revenue requirements at 5 percent and 10 percent comsexva-
tion levels). Applicant reduced its estimated conservation to
10 pexcent. The staff presented its review of the applicant s
Exhibit 97 by prepared testimony (Exhibit 106 read :Lnto the |
*ecord at Tr, 3019-3025). :

The applicant had reduced expenses to reflect the
reduced fuel costs, franchise fees, customer accounting and ¢col-
lection expenses and income tax changes associated with rednced :
sales. The staff witness contended that the appli.cant s fafluxe
to reflect any reduction in other controllable expenses ignores
the president's directive to department heads. 'J.‘he staff appli.ed

2 15 percent expense reduction to contn':ollable expenses in order .
to reflect the d:.rect:r.ve. ' : -
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The staff noted that the applicant had also failed
to reflect the fact that gas supply would mot be reduced. The
gas depaxtment would have additiomal revenues and the electric
department would have lower fuel costs as a result of- increased
interdepartmental gas 'sales. - o

The staff again m:gf_»d that consexrvation be viewed as-
an unusual situation and that consideracion should be g:.ven to.
conditions as they exist as well as average year conditions.

. The staff contended that SDGSE's earnings did mot :Lnd:tcate a
need for Phase II rate :anreases. o

The Position of the Interested Parti:es
A. The Department of Defemse
The Secretaxry of Defemse of the United States. (DOD) ,

appearing om behalf of the customer interest of the Executive
Agencies of the United States, gemerally supports the staff
position that the Commission should not grant the. requested
revenue increases on an offset basis. Tn addition, the
Secretary of Defense presented direct evidence that as to cus-
tomers of the electric department om A-5 and A-G schedules the -
2ssumption of a 10 percent across-the-board reduct:.on in Ic:. Towatt-
hours sales was improper. Based on 1974 e:cperience the assmpt:.on_
of a 10 percent across-the-board reduction in ’u.lowatt demand -
appea.:.-ed mcorrect and the Phase II revenue reduct:!:on shown by

gpplicant was oversteted DOD concluded that the: applicant ha.s

not met its burden of proving that :[ S ra.te. proposals are Jus
and reasonable. | s_ ' R
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B. The City of San Diego ‘ - '

A witness for the city of San Diego adopted the .,taff
view that the Commission should examine actual 1974 results in
evaluating SDGS&E's Phase IT rate Increase request. The city
presented detailed evidence of SDGEE's 1974 operations, based
on available 1974 experience combined with estimated results.
The estimated 1674 results presented by the city differed from
those presented by the applicant and the staff,

The city's estimates are set forth in Exhibits 99 and
105. The city accepted the applicant's assmnption that the-
estimated sales in Phase I were overstated. The c:'.ty s w-.r.tness
estimated gas sales for general service and f:f.rm :tndustr:.al
customers at a 10 percent comservation level and increased the
interdepartmental sales. Sales and revenue reductions estimated
for the electrical department varied by customer classes, but
the reductions estimated for domestic service and general
sexvice wexre in exce5° of 10 percent. The steam
departument sales estimates were reduced 37 percent based on
1974 experience,

The city's exhibits presented: substant:’.al changes in
estimated expenses. The estinated rates of return for 1974
(prior to Phase I rate increases) were 6.82 percent (gas depart- |
ment), 7.59 pexcent (electric department), and 2.27 percent
(steam department). The c¢ity recommended that the Phase II
xYequest of SDGEE be denied. ‘

The city found that in 1974 SDGSE had a favorable
year due to available low cost puxchased power and steam plant '
8as. Under 1274 conditions the fuel clause overcompensated
SDGSE in April, May, and June- ‘by an estimated $5.4 mll:ﬁon.
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The city’s witness based this estimate on a comperison of revenue
pex idlowatt-hour and average cost of fuel per kilowatt-hour after
the April 1, 1974 fuel clause increase of SDGSE.

Subsequent to the submission of its reply brief the
city of San Diego filed a petition to set aside the submisszon
of Phase II and to reopen Phase IT proceedinvs (petition dated
February 3, 1975). \ o
Discussion

For the reasons set forth above, our reeently authorlzed
rate of return of 2.75 percent for SDG&E will mot be changed by -
‘our decision in this proceeding. lioreover, the claim for imcreased
expenses for the marketing division of SDGSE is inconsistent with:
our conclusions regarding such expenses in Phase I and such
increased expenditures will not be authorized in this decision.
However, applicant's claim to revenue requirements based upon
conservation from the estimated 1074 sales fxguxes cannot be
lightly dismissed. : - |

The basic argument of applieant is that as a xe°u1t of
the Phase I proceedings, revenue requirements for applicanc based
upon test yeaxr 1S74, have incorporated levels of salesrfor the
electric, gas, and steam departments which are. overstated when
compared with normalized sales for 197%. | |

By Januaxy of 1974 a severe fuel shortage faced the
- major electric utilities in the State of Cali‘ornia and shortage
of energy supplies was a matter of. national concern. It was’ umdex
such circumstamces that this Commission ordered all electric L
utilities to curtail usage of eleetrie povex by lsipercent below -
- mommal. By May of 1974 conditions had improved and this Commission

nodified its orders, urging a reduction fin usage below normal of
not less thAn 10 pereent as a consexvatiom effort. oo
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Applicant argues that an offset procedure is appro- -
priate and that reduced sales constitute a single identifiable
change in applicant's net revenues which results in a. lowering
of applicant's earnings. Of course it is recognized by appli—
cant and all parties that a reduction in sales will. also reduce
certain expense estn’.mates. Expenses for fuel and purchased
power, gas storage, gas transmission, customer accotmt:tng and
collecting, administrative and general expenses, state frenchise
taxes, and federal income taxes were adjusted in applicamt's
exhibits in order to reflect expense: savings as sales: est:’.mates
were reduced,

The applicant contends that conservation should be
treated as an “offset matter. As applied to the 1“74 test
year, applicant computed the reduced revenues and expenses to
determine the pet revemue shortfall. The staff and city urge
that conservation should not be treated as an offset matter
and that the Commission should deny any rete increaces in v:f.ew
of the actual 1574 results of operations of CDGSE.

We agree with the staff position that the effect of
conservation by SDGEE customers should be evaluated in the light
of actual conditions im 1974 as well 2s average year conditions.
Our evaluation of SDGEE's revenue requirements includes a z'eview
of the actual results of applicant s 1974 operations.

Electric Department Operations - 1974
We take official notice of t:he actual results of

operations of SDGSE for 1974. SDGSE has filed xeports pursuant
to our General Order No. GS-A. and our orders in Case I\Io. 95v1.
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The sales levels of SDGSE in 1974 were substantielly lower than
the estimated sales. Moreover, the sales to customers reflect
continuing conservation. Not only the well-publicized need for
conservation, but the sharply increased charges to customers
indicate that reduced emergy usage in 1874 is not & transitory
occurrence, In short, the estimates of reduced sales of. 10 per-
cent by the applicant are correct.

However, applicant's exhibits suffer from obv:‘.ous
infirmities. The assumption that gas consexrvation results in
lower total quantity of gas available to applicant for the test
year is without support. Conservat:‘.on of matural gas sales by
applicant's gas department customers. results in an increase of
gas available for :.nterdepa.runental use and a decrease in the
use of higher cost fuel oil. | '

The effect of the reduced sales on the adopted results
of operations for the electric department is set forth in Iable 1.
As reflected im Table 1, the reduced sales result im a gross
revenue decline of approximately $16 mill:!.on. Related expense...
and ass soclated tax changes reduce total operating expenses by -
appro:c.mately $10,336 ,000. :

The staff and city have po:‘.nted out that the reduced
sales experienced in 1974 did not result in sharply reduced
earnings levels. The actual earnings level of the electric
departuent was in excess of 8 percent, as the stafs evidence
established. Net operating revenues for the. electric depart
ment did not decline, but held very nearly at tae f:'.gt:re o
anticipated before we anthorized Ph,a.se I rate i-ncrea..es. -
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Table 1

Summary of Eai'nings

Electric Déparfment
(Year 1974 Estizmated)

Adopted Results :

‘ . Revenue at 10% :
Iten Rate of Return

Conservation

L2 LI ] )

Coerating Revénues

Sales to Customers
Mlecellaceous

Total ‘Qperating Reverues

Operating Expenses
fuel & Purchased Power
Producetion

Transmission
Distribution
Castomer Accounting & Coll.

Marketing
Adpinistyative & General

Subtotal Expenses

Depreciation & Amortization
Ad Valorem Tax

Payroll Tax & Miscellaneous

State Franchise Tax
Federal Income Tax

Wage & Productivity Adjustwment
Total Operating Fxpenses

Net Operatirg Rev,ewés
Depreciated Rate Base
Rate of Return

CDolJ.ars in ‘.!housands) :

$195,526.5
' 1,037.7

3179,542.2_‘_ K
7037-7 i ‘

$189,100.2
1.037.7

$196,564.2

$ 63,208.3
8,303.0-

3,648.0
95613.6
‘*s 936-7
922.5
13,747.5

$180,579-9

$ 56,529.8

8,303.0
3,648.0
9,613.6

4,907.6

922.5
1%,423.0

'3190,3.37.9 |

$ 561929-8 )
8,303.0 "
3,648.0°
956136
4,925.0
922.5'
13,617.0

$104,379.6
$ 21,385.6.

11,535.7

1,052.4
2,029.3

4,75%.0

_108.8

$ 97,7475

$ 21,385.6

1 9535-7 K

1,032.4
1,197.6

1,888.6

"108.8

$ 9'7’.958- :

s 217385" ,‘
11,535.7.
1,052.4

- 2,038.8
- 4,749-5.
108.8

wLh5.232.4

$ 51,3318

3586,642.6

8.75%

$134,896.2
$ 45,683.7

3586:5642;6

$138, 809.7

$ 51,328.2{
BRCC

2
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In reviewing the 1974 results of operations of SDGSE's
electricel department it is apparent that the operation of the
fuel cost adjustment in 1574 resulted in a substantial windfall
to SDG&E. The overcompe@sation' from the fuel adjustment is
related to abnormally large quantities of relatively gheapef,
puxchased power which beceme available in 1S74. Without the.
additional net revenues resulting from overcompensation from
the fuel clause, SDGSE would have faced a fiscal emexgency in |
1974. The windfall resulted in an earnings level near 3 percent
in the year 1974, a year in which we found the"reasoﬁabl‘e return
required by SDGSE to be 3.75 pexcent, . o |

The overcompensation of the fuel clause is a matter
requiring our "attent:!:on. We have required public hearings; on
the current fuel cost offset request of SDGSE (Application
No. 55505 filed February 21, 1975). Moreover, we instituted an
Investigation into the fuel cost adjustment provisions and
procedures by Case No. 9835 dated March 12, 1975. We noted in
that ordexr that it sppears that certain electrical corporations
have been able to acquire signiffcant revemues over fuel cost
€xpenses actually incurred. We have acted and will act to avoid
such overcompensation in the ftture. . o S

 Oux Phase I determinations were based upon a qompl'etev -
review of SDGSE's 1974 operations., Those adopted results, |
modified to reflect decreased sales and related expehse reduc~
tions, establish that SDGSE requires additional revenue in
ot-d_er to continue to provide public utility serviéé. We car.fno:‘ |
assume that the abnormal quantity of purchased power aveilable
in 1974 will continue to be available ia. the“fumfe;-, R,
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Gas ngartment Operations - 1574 o

The effect of a 10 percent reduction in gas depart:menc
sales to gas customers (other than interdepartmental) is set -
forth in Table 2. The reduced sales to customers reeult:s in '
increased gas sales to SDG&E' s electric department. Based upon
the assumption that gas supply remains constant, the impact .
upon our Phase I adopted results is a decline in net revenue...
of approximately $1,658,000.

A review of the actual gas sales to customers in 1574
establishes that the assumption of 10 percent level of conserva-
tion is reasonmable. The return achieved on a recorded basis was
below 3 percent. Without further rate increases SDGSE will. ‘be |
unable to. achieve the 8.75 percent: earnings level we h,ave found
reasonable.. o \ : SE
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Table 2

Summary of Earnings

Gas Department
(Yeax-.197h Eatimted‘)

Adopted Results: :  Adopted
‘ at 8.75% : Revenue at 10% : TFhase II
Iten : Rate of Return : Conservation' : Results -

» " (Dollaxrs in- Thoumds)
@grating Revenues
es to Lustomers
Interdepartmental Sales
Miscellanecus

" Total Operating Revenues

Operating Expenses
Gas Supply
Storage
Transmission
Distrivution
Customer Accounting & Coll.
Marketing -
Administrative & General

Subtotal Expenses

Depreciation & Amortization
Ad Valorem Tax

Payrell Tax & Miscellaneous
State Franchise Tax

Federsl Income Tax

Wage & Productivity Adjustment

Total Operating Expenses
Net Operating Revenues
Depreciated Rate Ba.ae

Rate of ‘Return

s 69.3'59-0‘

10,5583

5 63,504.8
7 13,509.7
2008

$ 65.391-2
14,1000.3. -

$ 80,192.7

$ 1‘17530'8‘ :
557.2

769.8

$ 77,399.3

§41,5%0.8
557.2.

769.8
6,089.1

9075‘-0 o
495.8.
6,604.7

5 .so.oaa.e |

$ 41 1530 .&:
s
769.8
6,089.1
3,078.0-

495.8

6,618.9 .

§ 59,122.4

$ 5,358.9
2,788.1

560.3

177.8

333.9 -
52.5

$ 59,169.6
$.5,358.9

.788

$ 69,528.9
$ 10,563.8 -
512,875

EX

$ 68,393.92

35 9, oos.a]'

$121,87.5
7.35%

s 69,425.1 |

$ m.ss;. o

8321 8?1.5. '
8.75,4;;}'
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Steam Department Operations - 1976
The direct evidence of the city established that the"

steanm department sales of SDG&E had decreased 37 percent in
1974, The 10 percent conservation estimate of the utility is
clearly conservative. The estimated impact on the steam
department earnings, based on our Phase I adopted results, is
set forth in Table 3. The requested rate increasea fbr the
steam departmen: are reasonable. ' o Lo
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Table 3
Summary‘ of Earpnings -

Steam Department
(Year 1974 Estimated)

Adopted Results : . Adopted
at 8.75% Revenue at 10% : Fhase II
Rate of Return : Comservation * & Results

(Dollara in- Thousande)

" "0

Item

Cperating Revenues : | e _ .
Seles to Customers $485.6 - '3‘_\%38 e S%O.l‘,_ o
Total Operating Reverues gu85.6 . $438.5 o $460.1

. Operating Expenses ~ . L T
Fuel 51 - $226.3 - 826.3
Production 57.6 - 57.6 - 5'7;6‘

* Distribution 4.8 4.8 - .
Customer Accounting & Coll. 1.6 , 1.6 '
Administrative & General 60.7 59.8" 60.2“

Subtotal Expenses Lk S A - §387.1 |
Zepreciation & Amortization $ 26.4 ‘ 8264
Ad Valorem Tax 18.2 18.2-,.
Payroll Tax & Miscellameous 8.0 8.0
State Franchise Tax (T.2) GL)

Federal Income Tax — GRS (26.6)
Wage & Productivity Adjustment - - -

Total Operating Experses 57.1 $420.0

Net Operating Revenues | b3 -28;5' ' s 13-5 '
Depreciated Rate Base §325.7 . 3325-?_
Rote of Beturn s se

) Red Figure
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Conclusion o |
Based on our review of the operations of SDG&E, we.
conclude that further rate increases are ‘necessary.. We are
- awsre that such further increases are a further buxden on SDG&E
ratepayers who have experienced rap:.dly increasing rates :.n
recent years, NHundreds of SDGE&E customers have wr:'.tten to this
Comnission protesting further rate increases.
We cannot comply with the requests we have received
from the SDGSE customers. To pretend that further rate increases
~are not required could only temporarily postpone such Increases.
' We have reviewed the recorded operations of SDGSE operations
which included substantial windfall gains due to favorable
hydroelectric conditions in 1974, Moreover, we are also aware
of the sale of fuel oil by SDG&E to Southern California Edison
Company and others in 1974. SDGSE sold excess fuel oil et a
gain of approximately $9 million in 1974. The recorded return
for SDGEE in 1974 would increase to approximately 8.35 percent ‘
if such fuel oil sales were incorporated in SDGSE utility |
revenues, This result is obtained in 1874 when ebnormal hydro~‘
electric power and gains om fuel oil sales in eoccess of
$20 million are included in SDGEE's revenues. We cammot rea-
sonably assume that such windfall gains w:l‘.ll be repeated in
1¢75. : :
An 8.75 pexcent rate of return was authorized in
Phase I in order to emable SPGSE to obt:a‘!.n additional cap:.tal
in today's f£inancial markets. SDGSE must ‘pay in excess of’
9 percent interest on current debt issues. We '-xave stated
our intention to retain the 8.75 pexceat return in these
_ proceedings. We must recognize that rates must be established
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which will afford SDG&E an 0pportunity to achieve such return
1f we do not do so now, we can anticipate repeated requests for
interim rate relief. : : :

We camnot ignore the obvious implication-ofcour deeision: |
the necessary short-term consequence of comservation'is higher rates.’
Indeed, the greater the level of consexvation, the higher the'rates;
and the higher the rates, the greater the level of conservation, if
for no Teason other than price elasticity. : :

So we have a dilemma. We have an. apparent conflict between
two of our most important priorities: the lowest prices possible
and conservation. This conflict is the inevitable result of the
application of traditional ratemaking principles, developed: during
decades of increasing demand, to an unprecedented, unforeseen set of
circumstances. To the extent that these circumstanees will. or‘should .
be repeated, we must be prepared to depart from the traditional | |
principles. u :

We have only limited options.‘ In this case, when anticipated
gross gas and electric revenues decreased by: over $l8’million,‘ o
related fuel expenses decreased by a lesser amount. The difference
is the amount of revenue Increase required by SDG&E in order to
achieve the level of earnings found to»be reasonable. To sumpky
deprive the utility of that revenue is no solution.

In the long run, there may be no problen. To the extent
that conservation can be foreseen, the. utility‘can plan its capital |
plant and operating expenditnres to»minimize the gap between revenues .
required and revenues anticipated L
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But the immediate problem is to provide‘incentives to
conserve in the face of the threat of resulting rate increases. We |
belicve that there may be ways to restructure the rates that will
reward the persons, businesses, and industries who do conserve by
placing the burden of the increases on persoms, businesses, and
‘industries who do not conserve. We cannot attempt this restrncture
in this proceeding because of the lack of a record, but" we consider
consexrvation to be so urgent that we will consider its ramifications |
in future rate proceedings, including the-interim.general rate _
increase application now pending for this utility. We hope that
interested parties will participate and become part of the. solution.
We expect that the company will present testimony and exhibits
discussing some of the alternative ways these conflicts can'be
reconciled, as well as offering in some detail the short-term
efficiencies that the ntility can (or did) implement in tbe spirit
of conservation.

Findings | o
1. A reasonable rate of return to be-applied to SDG&E s
Jurisdictional rate base is 8.75 percent.

2. TFor the test year 1974 it is reasonable to estimate that
sales to electric department customers are 10' percent below the
levels assumed in the results of operations adopted by our Decision
No. 83675. Table 1 sets forth a reasonable estimate of the effect |
of such reduced sales. o '

3. For the test year 1974, it is reasonable to estimate thet
sales to gas department customers (other than interdepartmental sales)
are 10 percent below the levels assumed in the results of oPerations
adopted by our Decision No. 83675. Table 2 sets forth a reasonable
estimate of the effect of such reduced sales, including the increased
sales of interdepartmental gas to the electric department
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4. The operation of the fuel cost adjustment will reflect o

the increased availability of 1nterdepartmenta1 gas. The fuel
cost adjustment proceedings in SDG&E s Application No. 55506
will incorporate the additional gas available to the e1ectr1c
department. : :

5. For the test year 1974, a reasonable estimate of
SDGSE's steam department sales and results of operations are
set forth in Table 3. |

6. Based upon the adopted estimates, SDG&E s electrlc
department revenues should be increased by $9, 558‘000 annually,
an increase of 5.3 percent in gross revenues. -

7. Based upon the adopted estimates, SDG&E's gas depart-
ment revenues should be increased by $2,689,600 annually, an
increase of 3.5 percent in gross revenues.

8. Based upon the adopted estimates, SDG&E's stean
department revemues should be increased by $21,500 annnally,
2n increase of 5 percent in gross revenues.

$. The rate increases authorized by this decisxon'wlll
be allocated on a uniform cents per unit basis and will result
in lower percentage increases to smaller domestic users. Larger
users of energy will experxience higher percencage increases-in
the lower-priced tail block rates. ‘
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10. Electric, gas, and steam.rates should be increaspd as
set forth in the following order. The ratesrof SDGSE, increased

as set forth, are just and reasonadle. The pressent rates
and charges which differ from those prescribed by this decision are

for the future unjust and unreasonable.

) 11. The evidence does not establish that SDG&B s earnxngs ac
rates authorized by our Decision No. 83675 are excessive. SDGEE's
pending Applications Nos. 55627, 55628, and 55629 will afford the
city of San Diego a reasonable opportunity in the near future to
present further evidence on 1975 earnings levels. Those cases include
a petition for interim rate relief based on 1975 results of operatzonsv
of SDGSE. Under such circumstances, the petition of the city of
San Diego to reopen these Fhase II proceedings is denied
Conclusion .
_ The three amended applications should beAg:anted to the
extent set forth in the following oxder, and the amended applicat*ons
are in all other respects denied.

' The effect of the investment credxt provision of the Tax
Reduction Act of 1975, as applicable to SDG&E, will be conszdered in:i"
‘other proceedings.

IT IS ORDERED that San Diego Gas & Electric Company is.
authorized to file with this Commission on oxr after the effective
date of this order, in conformity with the provisions of Gemeral
Ozrder No. 96-Series, revised tariff schedules with rates.xncreased
from present levels by 0.120 centsper k:(.lowatt-hom: for all electric'
rate schedules, 0.318 cents pex therm for Schedule No. 6-54 0.326
cents pex therm for other gas rate schedules, a 3. 5 percent,inc:ease-o

- R




A. 53945, 53946, 53970  ltec *

in Contracts Nos. 129, 146, 176, 185, 186, and 202 and $0.0653 per
thousand pounds for steam rate schedules. The effective date of
the revised schedules shall be on not less than five. days notice _
to the Commission and the public.

, The effective date of this order is the date
bereof.

Dated at _____ San Frameiwo | c.aufomia-,'-this» 2y
day of ___ JUNE _, 1975, o -

;Tcommissibne:sf'tV%?

Conmissioner William Symon,. Jr.
Decesaarilye. nb.»ont. ‘.

in 'tho di..po_,.zuon

being, :
aLd- 0T parts cipa.to
of T.his pmcogdw
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APPENDIX A: .
APPEARANCES .
APPLICANT:
Chickering & Gregory, 'by‘ C. Fayden Ames,

Donald J. Richardson, Jr., Allan J.

Thompson, and David A, lawson, Attormeys
at %; Gordon Pearce, Attorney at Law;
and John H, Woy. L S

INTERESTED' PARTIES:

Colonel Frank J. Dorsey, U.S. Army, and
Charles J. Mackres, Office of Judge
Advocate, foxr Department of Defense
and other Executive Agencies of the
United Statec of America; John Witt,
City Attormey, Robert logan, Deputy
City Attorney, and Manley W. Edwards,
for City of San Diego; Dave Johnson,
for Conservation Committee, Sierra
Club, San Diego Chapter; and David 3.
Follett, Attorney at Law, for Soutbern

ornia Gas Company. ‘
COMMISSION STAFF: |

Elinore C. Morgan At:to::ney at Law, -
0 . Moeck, and Kenneth K. Chew.




