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OPINION 
-----~ ..... -

PHASE II 

. By Decision No. 83675 dated October 29, 1974 we authorized 
rate inereaseS'based upon the three applications above. That· deci-

. . . 

sion resolved the issues raised by the applications 'as ortg:rnally', 
filed and heard as P!lase 'I of ~ese p~oceed!Dgs.!heissues: . raised 
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by :he amendmen:s filed March IS, lS74 intbes.e three' appliestions 
have been heard as Phase II. 

The procedural hist~ry of these matters is set-forth in 
our Decision No. 8367$ dated October 29, 1974. That decision 
granted rate increases based on the evidence in the Phase- I pro-' 
ceedings. Xhe ten days of public hearings: held before Commissioner 
Moran and EJcami'cer Mattson from April'S, 1974 to August 13:, 1974 . 
were devoted to, the issUes involved in Phase It (the amended' . 

applications) .. The final reply brief of applicant was subadtted 
October. 11, 1974 • . . 
Phase II - The Amended Applications 

The amendments. alleged that the applic:auts were entitled 
to additional rate relief in the amount of gross revenue increases 

of $15,208-,300 (electric department); $5,135,,300 (gas department}; 
and $31,000 (steam department). -_ These amounts would increase. 
electric department gross revenues by 8.61 percent, gas clepartment 

gross Tevenues by 6.56 percent, ancl ,steam department gross reyenues 
by 7.41 percent. In the course of the hearings theapp1icant 

reduced its revenue increase requests to $11, OSl·,Ll-OOiC electric 

department); $3,208,600 (gas department); $21,.000 (steam. depart­

ment) • 'Xhis reduced the eotal increase requested from: $20~374~600 . 
eo. $14,311)000. 

In 'phase" I we authorized Tate' levels for utility service 
by applicane based upon & test year 1~74. The position· of .the 
applicant is that. these Phase II proceed.in,gs present relatively 
simple issues. App1icane' s claim. is that revenueinCTeases should 
promptly be authorized· (1) eo offset the decline in net revenues. 
which result from compliance with conservation levels· ordered: by 
this Commission> and (2) to authorlie- an increase in Tate of 

return from 8.77 percent to 3.95 percent to-reflect a 13 percent· 
allowauce for common' equity. 
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Applieaut states that the.revenue increase request based 
on tb.e rate of return increase is $2,:830~700'.. The balance,of the 
increase requested ($ll~480:r,300) is based on ,the alleged, results 
of co:npliance with conservation orders of the Commiss:ron. 

The Rate of Return Request· 

The gross revenue increase applicant attrlbutesto 
increasing the, rate of return from a requested, 8.77 percent to 
8.95 percent is, $2),~,,700. Applicant's showing in l'base lI:i.n 
support of this requested 8~ 95, percent rate of return is summarized 
by au updated cost of capital table set forth in Exhibit 78:r pa.ge S. 
An iDSpeetion of that table establishes that applicant has updated 
capital costs of long-tttm debt and preferrea'stockin addition to 
assuming an allowance for common equity of 13.04 percent. 

Our Decision No. 33675 in these proceedtngs authorized 
a rate of return of 8.75 percent. In Decision No. 33675>- ,at 
page 9, we set forth our conclusions- on the costs of ' long.~term 
deb~ and preferred stock which we found supported the rate of 
return authorized. An exandn8tion of those cap:ttal costs' estab­
lishes that they are slightly in excess of. the Phase II figures, 
presented by applicant as composi.te costs for lS74) and both the 

~pital costs assumed and the weighted costs are in eXcess of the 
figures now presented by applicant (by a total weighted cost· of" 
0.12) • We conclude that our a.dopted', rate of return ofS.75-, per::" 
cent in Deeision ·No. 83675 recognized the increased costs. of· 
long.-term debt aud preferred, stock relied on by'applicaut",!n' these 
Phase II proceedings .• 

~ ", . 
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Applicant's showing on equity re~ in Phase: II 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 tlle return allowance, of 8.75 percent is rea.­
sonable for applicant at this t:tme. 

The prol>lem. is not :that, the rate of return allowance 
is too low. Xhe problem we must resolve is: whether the rates 
authorized by this Commission afford applicant a reasonable 
opportunity to achieve the authorlzed 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. ExcludiDg the 'rate of 
return increase requested, applicant's remaining request totals 
$11,480,300. 

The lD&j or claim presented by applicant in support of ' 
this remai:cing increase is that estimated gross revenues in., 'test 
year 1974 are overstated because they failed to reflect reduced 
sales resulting from compliance with conservation levels ordered 
by this Commission. Applicant contends that revenue inereases 
should be authorized as offsets to the. decline :tn gross revenues 
based upon our adopted results in Phase I. Ih1s ftoffsetl' approach 
reduces gross revenues, related fuel costs~ and· all other assOciated 
~es. Applicant t s Exhibits. 83 and 97 set forth the gross.' . , " . ' 

reven.ue requi.%ed to offset· the net revenue 'loss a£t~. taldng.the 
~e reductions into account. 
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The amended applications filed March 5~ 1974 assumed a 
15 percent reduceioa. of eseimated' sales' for the eleceri.c, gas, and 

steam departments. Applicant relied upon our Decision No. 82305, 

dated January 3~ 1974 in case No. 9581 !nvo1vingcarta!lmcnt,of 
electrical service. Moreover, oar order 1ns.t:[tut:1ng' :1nvest:tgation 
in Case No. 9642 ordered gas ut1.lit:1es, to place into operation 
plans for voluntary COIlSurner conservation and: curtailment of' the 
use of gas. 

Applicant did not cnerely adopt and' adjust its., Phase I 
estimates. Apt>licant's exhibits include increased marketing 

expenses in its Phase II presentation of $29j,~500. Appliu.nt ' 
contends that it was necessary to continue to' increase advertiSing 
and other approaches to obtain necessary or desired levelS of' 

curtailment on use of energy. The contention is that energy 
curtailment involved' compliance with our Decision No. 82305 dated 
January 3, 1974, the second interim. order' iu Case No,. 9581', which 

directed applicant to inform all of 1tscus~omers of the, urg~t· 
necessity of achieving a 15 percent cutbac1c of usage of energy. 
The Staff Position 

!be initial staff response was presented by the testimony 
of a staff engi;rleer who reviewed the applicant's Phase II request. 
!be observations of the staff witness may be snrnmar1zed as follows: 

1. The objective of 1S. percent conservatiOn. bas: been modified.· 
CommisSion Decision No .. 82881 ,dated May 15, 1974 in Case: No .. 9581 
established a conservation goal for electric utilities of not less 

. tbau 10: percent from normal usage.. In Case No.. 9642 the order 
instituting UtvestigatiOllrelative to, natural gas supply does' 
not specify any level of achievement.; 
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.~ , ,.·e·,· 

2. Gas supply to applicant has not been reduced 15 percent, 
contrary to applicant's assumption. the gas department would 
obtain revenue by selling any conserved gas t01ts', electric dep.-ttt­

. mente The electric department would substitute the less expensive 
gas for high cost fuel oi1. 

3. Applicant's assumption that it could not, reduce opera.­
tioD. aud maintenance expenses (in addition to: fuel and· other 

expenses d.:trectly related to sales) should be rejected.· The 
president of SDG&E stated at the annual, shareholders' meeting 
on April. 23, 1974 that SDG&E d~ent heads had been directed 
to cut their operating. budgets by 10 to 15· percent. 

4. SDG&E's e&n'lings level in 1974 has hovered near $' per­
cent, the authorized rate of return prior to-. rate' increases· 
authorized in Phase I. 

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

SDG&E subsequently presented ExhibitS7 (setting forth 
the revenue req'td.%'ements at 5 percent and 10 pe.rcent conserva­
tion levels). Applicant reduced its estimated conservat:ton to 

10 percent. '!be staff presented its %'eview of the app11cant"$ 
Exhibit 97 by prepared testimony (Exhibit 106 read into· the 
record at Tr. 3019-3025). 

. !he appu,caut had %'educed expenses to reflect: the 
reduced fuel costs, franchise fees, customer accounting. and' col­
lection expenses and iucome tax changes associa~ed with reduced 

sales.. The staff witness contended that the applicant' s fa:tlux-e 
to reflect any reduction in other controllable expenses ignores 
the president's di%'ective to. department heads.· The sta££ applied 
So 15 percent expense reduction to controllable e~enses' in order . 

" '. , 

to re.~eet the directive. 
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!be staff noted that the applicanthad~also failed 
to reflect the fact that gas supply would not be reduced. The 
gas department would have additional revenues and,theelecttic 

, • • I 

department would have lower fuel costs as a result, of increased 
interdepartmental gas "sales. . 

!he staff again urg-c.-d that consenation be viewed as ' 
an unusual situation and that' considera'Cion should be given to~, 
conditions. as they exLst as ,-well as average yearcond:Lt:tons. 
!he staff contended that SDG&E's earnings did not indicate a 
need for Phase II'rate increases. 

The Position of the Interested Parties 

A. The 'Department of Defense 

The Secretary of Defense of the United States (DOD), 
ap~..a::ing on behalf of the customer interest of the Executive 
Agencies of the United States, generally supports the.staff. 
positiontQat the Commission should not grant the requested ' 
revenue ina eases on au offset basis.. In addItion, ~he 
Seaetary of Defense presented 'direct evidence that as to, cus- . 
tomers of the electric department on A-5, and A-6' schedules_the, 

assumption of a 10 percent across-the-board reduction in~lowatt­
hours sales was improper. Based on 1974 experience the assumption 
of a 10 percent: across.-the-board reduction in kilowatt· demand·. ' 

, J " 

app~.ared incorrect and the Phase II revenue reduct!onshown by 
apt>licaut was overstated. DOD concluded that the· applicant·· has 
not met itsburdeu of provingthat'its. rate proposal$: ',are'jUst:' 
and reasonable~ . 

-7-
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B. The City of San Diego 

A witness for ehe city of San Diego adopted' the staff 
view that the Commission should examine actual 1974 results in 
evalunt1ng SDC&E t s Phase II rate increase request. Tbe city 
presented detailed evidence of SDG&E.'s 1974 operati.ons, based 

on available 1974 experience combined with estimated re~lts. 
The estimated 1974 results presented by the city differed· from 
those presented by the applicant and the staff. 

The city's estimates are set forth in Exhib:f:ts99 and 
105. the city accepted the applicant's assumption that ,the 
estimated sales in. Phase I were overstated. 'rhecity's witness 
estiroated gas sales for general service and fi:c:n industrial 
customers at a 10 percent conservation level aud increased the 
interdepartmental sales. Sales and revenue reductions estimated 
for t.;'e electrical department varied by customer classes, but 
the reductions estimated for domestic .. service and general 
service were in excess. of 10 percent. The steam. 

department sales estimAtes were reduced' 37 percent based on 
1974 experience. 

The city's exhibits presented' substantial changes in 
estimated expenses. The estfmatedrates of return for. 1974 
(prior to Phase I rate :Lncrea.ses) were&.S2 percent (8~sdepart­
ment) ~ 7 ·59 percent (electric department),. and 2.27 percent 
(steam department). The city reeoxmnended that the Phase II 
request ofSDG&E be denied.~ 

The city found that in 1974 $DC&!: had a favorable. 
year due to available low cost purchased power and steam plant 
gas. Under 1974 conditions the fuel clause- overeoDlpetlS.ated 

SDC&'E iu Ap:i:u> May,. and June- by au~&ti~te<t. $5.4 m:Lll.ioIi~ 
• I ' .,,' , 

. , , ',,,.:' ,,' 
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, . 

l'h2 city':; witness based' this estimate on a comparison of revenue 
per !dlowatt-hoUr and average cost of fuel per kilowatt-hour after 
the April 1, 1974 fuel clause increase of SDG&E. 

Subsequent to the submission of its' rep-ly brl,ef) the' 
city of San Diego filed a petition'to set aside the subm1ssi;on' 

. " 

of Phase II and' to reopen Phase II' procee~ (petit:[on .dated: 
February 3) 1975). 

Discussion 

For the reasons set forth a.bove) our recently authorized 
.' ' 

rate of return of ~. 75 percent for SDG&E will not be changed by 

our deCision in th1s proceeding. Horeover) the claim for increased 
expenses for the marI(eting division of SDG&E is inconsistent' with­
our conclusions regarding such expenses in Phase I and such 

increased expenditures will llot be authorized in this decision. 
nowever) applicant's claim to revenue requirements based ,upon 
cODservation from. the estimated 1S74 sales figures. cannot be, 
lightly dismissed. 

The basic argument of applieaut is that as a result of 
the Phase I proceedings> revenue requ1rem~ts for applic:ant) based 
upou test year lS74, have incorporated levels of sales f()r the' 

electric) gas, and steam. departments which are .. overstated' when . 
compared with normalized sales for 1974. 

:By January of 19!~ a ~vere,fuel' shortage faced the 
major electric utilities in the State' of California'and'shortage 

of energy supplies was a matter of national concern.. It was under 
such circumstauces that this' Commission ordered, all electr1e' 
utilities to curtail usage ofelectricpo,.,7erby is percent,below 
nomal. By l1ay of 1974 cond:Ltions had improved,and this Coumdss10n 
modified its oxders, urg;in3 a. reduct10n in usage below nOr.:n3.1

i
of 

. . ' , . · .. ·1 ' not less than 10 percent as a eon.,c;.ervat:ton effort. .. " 
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Applicant argues tha.tan offset procedure is. appro­
priate and that reduced sales constitute a s.ingle ident1fia~le 
cbauge 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 reductio~ in sales will also reduce 
certain expense estimates. Expenses for fuel and purcha.sed, 

power, sas storage, gas transmission, customer accounting' and 
collecting, admlni strative and general expenses:, state franchise 
taxes" and federal income taxes were adjusted in applicant's 
exhibits !norder· to reflect expense'savings as sales" estimates 
were reduced. 

The applicant contends that conservation should be 
treated as an "offset" matter. As applied to the lS74tes,t' 
year, applicant computed the reduced revenues and expenses to 
determine the net, revenue shortfall. !he staff and city urge 
that conservation should not be treated as an offset matter 
and that the Commission should deny any rete inereaces in vier", 
of the actual 1974 result~ of operations of:oG&E. 

We agree with the staff position that, the effect of 
conservation by SDG&E customers- should be evaluated" in the light 
of actual conditions in 1974 as well' es: average year condi:eions. 
Our evaluation of SDG&E's revenue requirements includes a. review 
of the actual results of appli'cant r s: 1971lo operat:tons~ 

Electric Department Operat.ious· - 1974. 

We take official notice of tbe actual results of 
operations of SDG&E for 1974. SDG&E has . filed -reports pursuant 
to our General Order No. G5-A and our orders 1'0. case ]:>10'. ssm. • 

. , . ,. 
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The sales levels of SDG&E in 1974 were substantially 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' "chazges t~ customers 

indicate that reduced energy usage in lS74 is nota 'transito,ry' 
occurrence. In short, the estimates of reduced· sales of 10 ,per­
cent by the applicant are correct,_ 

However, applicant's, exhibits suffer from obvious 
infim.ities. '!he ass'Cmptiou that ga$ conservation results in 

lower total quantity of gas available to applicant for the, test 
year is without support. Conservation of tJaturalgas sales by 

app-licant f s gas department customers,: results' iu' an increaSe of' 
gas available for interdepartmental Use and a decreaSe' :tn: 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 Ta1)le 1. 
As reflected in Table 1, the reduced sales result in a gross 
revenue decline of approximately $l6milliou. Related expenses 

and associated tax. changes reduce' total operating expenses by 
approximately $10,336,000. 

The staff and city have po~nted out that the reduced' 
sales ~r1enced in 1974 did not result in sharply reduced . , 

earnings levels. The actual earningS level of the' electric, 
department was in excess of 3 percent, as the staff evidence,,' 
established.. Net operating revenues. 'for' the, electric dep.ar,t~ 
men.t did 'nOt deCline, but held very~e.a.rly at the figure 
anticipated before we authorized Phase I' rate iucreases. 

-11-
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Table I! 

SUll!!!!!%7o~ Eunings 

Electric Department 

(Year 1974 ~tima.ted) 

: : Adopted Beeulte : : Adopted · · · . 4t 8.75% ;' Revenue at 1~ :' Phaee II · · . · · Item : :?ate 0'£' Return : Colleerva.tion " :·Results' , : · 
(Dollara in ThoUaandB) 

~ratins Revenue8 
Salee to Cu..e.-'-loOmers $195 .. 526.5 $179,5422. $189.1002 
¥.itleellar.eoua 1:°27.2 1,.027•7' 1,.027';'7 

ZoW Operating hove1!Uee Sl.96,564.~ SJ,80 .. 579.9· ' Sl90~J37~9' 

o..~~8.t1n5 ~8 
~el 8r Pl.u:-eha.eed Power S 63,208.3 s 56,929;.;8. S 56,929-8 Productiou 8.~}.o 8,303.0' 8,30:5.0 ,. 
Trane:mi8td:on 3,648.0 3,648:.0' . }~64S.;.0: 
Distribution 9,61}.5 9.61}.5 9~6~.6' 
~atomer Aecounting ~ Coll. 4,936.7 4,,907.6 4,925·0 ' 
Marke'tU,g 922.5 922.5 922.-5 
Ad.mU.iatrative ~ General 12~747·2 12z4~.O 12:617 ';'0 

Subtotal Expenses Sl04.379.6 $ 97,747~> $ 97,958.9' 

Dep~¢iation & Amortization S 21,385 .. 6, S 21,385.6. $21.385.6-Ad. Valorem Tax ll,535.7, ll,535 .. 7' 11,,535 .. 7 
Payroll Tax &- Mi.seellaneous 1,0:;2 .. 4 1,032.4 1.,.032.4 
State han~ Tax 2,039.3' 1,197.6- 2,03$.8 
:F&deral Income ~ 4.,751 .. 0 1~sse.6 4,749';'5 
Wage & ?I:'o.d.u<:ti v1 t:r AdjW$tJDf9nt ' 108.8 loS.S· 108~8 ' 

Total Ope:rati.n$ Expe-nees ~45.~.4 $l34~896.2 " ros,,809~7 

Net Operatil:g Rev~nu.es S 51,,331..8 $ 45~683.7' S' 51,328.;.,2:,\ 
",-

Depreciated Ra~ :Ba.ee 3586,642.6 $586,642~6 S586;642'~6 
'I: Rate or :Return 8.75% 7'~~' "3$" ,~ " 

. ' 
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In reviewing t!le 1974 result:: of operatio~' ofsDG&E's 
electrical department it 1s apparent that the operat1onofthe 
fuel cost adjustment in lS74 resulted in a substantial windfall 

to SDG&E. the overcompeusation from the fuel adjustment is 
related to abnormally large quantities of relatively cheaper 
purchased power which bec.=.e available in lS7l:.. Without t:he 
additional net revenues resUlting from overcompensation from 
the fuel clause) SDG&E would have faced a fiscal emergency in 

1974. The 'Windfall resulted in. an. earnings level near 3 percent 
in. the year 1974) a year:in which, we found the reasonable retu:rn 
requi'red by SDC&E to be 3:.75 percent.' 

The overcompensation of the fuel clause is a matter 
requiri.ng our 'attention. We have required'public hearings on 
the current fUel cost offset request of SDG&E (Application 
No. 55506 filed February 21, 1975). Moreover, weinst1tuted au 
investigation into the fuel cost adjustment provisions and 

procedures by Case No. S886 dated lmch 13, 1975. We noted in 
that order that it appears that certain electrical corporat~ons 
have been able to aCquire signifiCB.t1t revenues over fuel cost 
expenses actually incurred .. We have acted and will act to avoid 

, , 

such overeom~tion in. the future. 

Our Phase I determinations were based upon a complete 
reView of SDG&E's 1974 operations. Those adopted results> 
modified to reflect dec:reased salesancIrelated expense redtlc~ 
tions, 'establish that SDG&E requires additional revenue ill. 
order to continue to provide ,public: utility servic:e.We c:annot 
assume that the abnorma.l. quantity of purcbAsed power available 
in 1974 -will continue to- be ava:tlAbJ..t2.ill.. the£uture. 

, -13~· 
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cas Department Operations - IS 74 

'l'b.e effect of a 10 percent re<!uction in zas depsrtmel:rt 

sales to gas customers (other than interdepartmental) is. set 
forth in. Table 2. the reduced sales to customers results in 
increased gas sales to SDG&E' s electric department ~ Basedupon 
the asStlmpt10n that gas supply ,remains constant> the impacr. 

upon our Phase I adopted results is a decline in net. revenues' 
of approximately $1,658,000. 

A review. of the a~l gas sales to cust,omers ill 1974 
establishes that the assumptioll of 10 percent level of conserva­
tion is reasonable. the return achieved on a recorded basis was 

below 3: percent. Wi.thout further rate 1ucreases SDG&E will· be 
unable to· achieve the 8.75 percent earn:tngs level we have found 

.. ' ,I '..,' I, • ,. , 

reasonable. ' 

j', ,i 
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Table 2 

Summary of' Es--niDS! 

Gae Depart~ 

(Year 1974 E6t~ted) 

,.A . . '" 
I' -< .. 

:·------~-------------------:-A~d~o-pt~e~d~~~mU~t8--:------~~---:~Ad~O-p~te-d~: 
: at 8.75% :. Revenue at 10%: :Pha8e' :I --. 

: ________ ~I~t~e~m ____________ ~:~Ra~te~o~!~·~~=rn~~:~~~ns~e~~~a~t~io~n~··~:~~~~==lt=e~: 

Operatinf, ~venaes 
Silea 0 CUstomers 
InteNepartmental Sales 
Miscelle:c.eoua 

Total Operating Revenues 

Operating ExpeMeS 
GM SU}Jply 
Storage 
~uion 
Distribution 
CUatomer Accounting & Coll. 
Marketing 
Administrative & General 

Subtotal Expenses 

Depreciation & Amortization 
Ad Valorem. Tax 
Payl"Oll Tax &- Mi6Cella.ueoue 
State l"rancl:doe Tax 
:F~eral Income Tax 
Wage & Produeti vity Adjustment 

~tal Operating Expenses 

Net Operating Revenues 

Depreeie.ted :Rate me 

:Rate of Boturn 

.-
• 

; 

:. 

• 
.. .;-

.: 
: 
• 

$59~m.4 

s 5.358.9 
2,.788~~ . 

560~:; 
415.6-

1,080.1 
52.5 

$ 69,528:.~ 

$ lo,66:;~8·· 

. 3l2l,871.5' 

8.75% 

-15-

.- II •• --

; 

•• · · 

• : 

.. : 
.:. 
• • · -
•• 

S 59,l22.4 

S 5.35$.9' 
2,788~1. 

560.:; 
177 .. 8-
333.9··· 52-5 .. 

$ 68,393.9' 

$ 9,065·.~,,, 
, 

Sl2l,8?l.5 . 

7 • .39% 

.. -

•• 

; . . ;; 
• : 

: .;-
• · · • : 

$ .59.169.6-

$ ·5.358.9' 
2,788~1 

. 560;.}· 
4l5-6-

l,080.1· 
. 52~5' 

S69~425~1 

$. ld~~ .. 8 . 

SJ.2Jj~871~.5;. 
': :.',' 
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Steam Depstment Operations - 1974 .' . 
The direct evidence of the city established thatrbe 

steam department sales of SDG&E had' decreased 37 perc~t, in 

lS74. The 10 percent conservation est:!mate of the utility is ' 
clearly conservative. The estimated impact on the steam 
department earnings, based 011 our Phase I adopted results, is 
set forth in Table 3. the requested rate increaSes for the 
steam depart:ment are rea8onable~ 

" 

-16:-, 

, , 

"', , 

\. 

'. ", 



Table 2 
s'Wm!!al'Y; or Ea..""nings 

S~am Department· 

(Year 1974 EBtimated) 

." .,.' 

:----------------------~~~--~,------------~~~ : Adopted Rec~te : :, Adopted : . . : at 8.7,5% : Revenue at 10% : ~ II : 
: __________ ~I~t~em~ __________ ~:~~~U~O~!~. ~~~~~:~~~~~~K~t~~·o~n~"~':~·~Re~~~t~s~: 

(tollare. in' ThOU&Ul~) , 
Qperating Revenues 

Sales to CUetomere. 5482.6- 'S42§~2 $460.1, 

Total Operatin,g hvenues S4S5.6 , $438.5' S460.1. 

Qperating Expenses, 
:ruel S25l.4 $225.3' $226.} 
Production 57.6 57.6 .57.6 

. Diettibution 41.8' 41.8 ,:41.8' 
CUstomer Accounting & Co1l. 1.6 1 .. 6 1 .. 0 
.Admtni~8.tive & General 6O .. Z ~_8' : 602 . 

Subtotal Expenue. S41}~1 ~7.1 $387~5 

~pre¢iation & Amortization $ 26.4 $26 .. 4,· $'26.4-
Ad Valorem ~ 18.2' 18.2" 18,;2' " 
~11 Tax'& Miaee11eneous 8.0 g,.o·' s.o' " 

St8.~ Franc:bi15e Xax (n) (~), (U) 
Federal Income- ~ax (l.:!) (1...;:...) (?-.2) , 
Wage & Productivity Adjustment 

~ta.l Operating Expe:z:.ees $4057.1 $420.0 S431.6: 

Net Operating :Reven.ues $28.5 S 18";5 $28;05 

Depreciated Rate, Beu $325.7 $325~7, $325~7 

:Rate of ~turn 8.75% 5_68~ , 8.75% 

<=) P.ed Figure 

, , 
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Conclusion 
Based on our review of the operati.ons of SDG&E; we', 

conclude that further rate increases are necessary. Weare, 
, aware that such further increases are a further burden on' SDG&E 

ratepayers who have experienced rapidly increasiDg rates in 

recent years. Hundreds of SDG&E customers have wrl.tten to- tbis" 
Cormnission protesting. further rate increases. 

We. C3.mlot comply with the requests we have received 
from the SDG&E customers. To pretend that further rate increases 
are not required could only temporarily postpone such increases. 

, We have reviewed the recorded operations. of SDG&E operations 
which included substantial windfall gains due to favorable 
hydroelectric conditions in 1974. Moreover, ~le are also aware 
of the sale of fuel oil', by SDG&E' to' Southern California Edison 
Company and others in 1974. SDG&E sold, excess fuel oil at ,a 
gain of approximately $9 million in 1971:.. rae recorded return 
for SDG&E.' in 1974 would increase to a.pproximately 8,.050 percent 

if such fuel oil sales were incorporated'in SDG&E utility 
revenues. This result is obtained in 1974 when ebnormal'hydro­
electric power and' gains on, fuel oil sales. in excess of 
$20 million are included in SDC&E's revenues. We cannot rea­
sonablyassume that such windfall gainsw:Ul be repeated iu 
1975.~ 

An 3.75 percent rate of retm:n ''WaS a.uthori.zed in ' 
Phase I in order to enable ZDG&E to obta.:tnadditional ,capital' 

in today's financial markets. SDG&Emustpay in excess of 
9 percent interest on current debt issue~. vTe have sta.ted 
oUr intention toreta1u the S.75 percent return in these , 
proc:eeditlgs. v1emust recognize that rates Ul.USt be establiShed 

, " 
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A," A.,., 

which will afford SDG&E an opportunity to achieve such' return .. ' 
If we do not do so now, we can ant icip.a te repeated reqae~tsfor . 
interim rate relief .. 

We cannot ignore the obvioUs implication of our decision: 
the necessary short-term consequence of conservation'is higher rates .. 
Indeed, the greater the level of conservation, the higher the rates, 

.' ' 

and the higher the rates, the greater the level of conservation~ if 
for no reason other than price elasticity. 

I 
\ 
I 

So we have, a dilemma.. We have an apparent conflict between I 
two of our most important priorities: the lowest prices possible; 
and conservation. This conflict is the inevitable resultof.the.· \ 
application of traditional ratemaldng principles, developed: du:ring I 
decades of increasiIlg demand, to- an unprecedented.. unforeseen set of \ . 
circumstances. Te> tbe extent that ,these' circUmstances· W:[ll. or should, ') 
be repeated, we must be prepared to depart from thetradit:[~nal ( 
principles. ' 

Yehave only limited" options.:, In this case.. when .antic ipa ted' 
gross gas and electric revenues decreased by: over $18 million·, , 
related~fuel expenses decreased by a lesser amount. Tbe difference 
is the amount of revenue increase required by SDG&E in order to . 
achieve the level of earnings found to be reasonable. To· simply 
deprive tbe utility of that revenue is no· solution. 

In the long run.. there may be no problem~ To· the extent 
that conservation can be foreseen, the. utility ean:plan its capital 
plant and operating expenditures to minimize the gap beeWeenrevenues 
required and revenues anticipated. 

-19~" 
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But the immediate problem is to provide incentives'to 
conserve in the face of the threat of result!ngrateincreases. ' We 
believe 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. persons ~ businesses, and· 
'industries who do- not conserve. We cannot attempt this restructure 

,', I, 

in this proceeding because of the lack of a record, ~ut' we consider 
conservation to be so urgent that we will consider its ramifications 
in future rate proceedings, including the interim 8eneral~ate 

, , 

increase application now pending. ~or this utility. We hope that 
interested parties, will participate and become part of the solu'tion. 
We expect that the company will present tes.timony and exhibits' 
discussing some of the alternative ways these conflicts can be 

reconciled', as well as offering in some detail the short-term" 
effic,iencies that the utility can. (or did) flnplemetlt:l.n,'the:sp:tr!t 
of conservation. ,I ' 

Findings 
1',. A reasonable rate of return to be applied to SDG&E' s 

jurisdictional rate base is 8.75 percent. 
2. For the test year 1974, it is reasonable to estfmate' 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. 

, ' 

3,. For the test, year 1974, it is reasonable to' esti.I1iat~" that 
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 reasol.'Ulble~ 
est:imate of the effect of such reduced sales, including the increased 

sales of interdepartmental gas to the electric depar,tment. 

-19a .. 
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4. The operation of the fuel cost adjustment will reflect 
the increased availability of interdepartmental gas. The fue1' 
cost adjustment proceedings in SDG&E' s· Application No. 55506-
will incorporate the additional gas available to the elec:trlc 
department .' 

5. For the test year 1974) a reasonable estimate of 
SDG&E's steam department sales and results' of operat:!ons 'are 
set forth in Table 3. 

6. Based upon the adopted estimates, SDG&E's electric 
d.epartment revenues should be increased by $9,558,000' a.mlually, 
an increase of 5.3 percent in gross revenues. 

7. Based upon. the adopted estimates" SDG&E r s gas' depart­
ment revenues should be 1ncreas,,,;d by $2,689, 600 annually, an 
increase of 3.5 percent in gro~'~ revenues. 

8. Based upon the adopted est1mates, SDG&E f s steam. 
department' revenues should be increased by $2l,SOO axmually, 
au increase of 5 percent in gross revenues. 

S. The rate increases authorized by this decision will 
be allocated on a uniform cents per \mit basis and 'trill result 
in lower percentage increases' to smaller domestic users. Larger 
users· of energy will experience higberpercentage increases: :tn 

, , ' 

the lower-priced tail block rates. . . 
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10. Electric ~ gas ~ and steam rates should be increased 4S 

set forth in ,the following order. The rates of SDG&E, ~crea~d 
as set forth •. arc just and reacona~.A. The pra.s:&llt 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&E's earnings a.t 

rates authorized by our Decision No. 83675 are excessive. SDG&E'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 interfm rate relief based on 1975 results of operations 
of SDG&E. Under such circumstances., the. petition' of the c1tyof" 
San Diego to reopen these' Phase II proceedings is denied. 
ConclUSion 

Tbe three amended applications show.d be granted to-the 
extent set forth in the following order, and the amended applications 
are in all other respects denied. 

Tb~ 'effect of the investment credit provision of the Tax . 

R.eduction Act of 1975, as ctpplicable to SDC&E,. will be considered· in 
other proceedings. 

O'R·D E R -------
IT IS ORDERED that San Diego Gas & Electric Company is 

authorized to file with this Co~ssion on or after the effective 
date of this order, in conformity with the prOvisiOns of General 
Order No. 96-Series, revised' tariff schedules with .rates-:i:ncreased 
from. present levels by 0.120 eentsper kilowatt-bour for allelectr1c . 
rate scbedules, 0.313 cents per them. for Scbedule No.' G-54~, 0 .. 326 
cents per therm. for other ga,s-rate: schedules, a 3 .. 5 percent increase .' 

" 
., 
.. 
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in Contracts Nos. 129,. 146,. 176~ 185, 186, and 202, aud $O~0653 per 
thousand pounds for steam rate schedules. The effeet1vedate of 
the revised schedules' shall be on not less' tban five days' not'ice ' 
to the Commiss1onand the public. 

The effective: date of this order' is the date 

hereof. 
Dated at· ____ Sall~_Fr:m--....;.ci!_S¢C>~ __ ,. California', 'this ,t~ -, 

day' of ____ ......JtI.J ..... UN.l.J.f:' ____ , 1975:. 

, " , ,.', ': "', ,:' " .. " 

, ' '" ' . 

C0l:l:11::~1on('tX" Wlll1:l1:l' Symon= ~:'J'i:.. b01:lg 
:lecoS.:"1}l"11,",""b:>¢n'C~ ~1dno-e. ~rt~¢1pate' 
1n~e d1s::x>~t1OD. or 't.hu ,pz'O¢~,~ ... " .. ' 

" " 

' ... '\ 

, '. . .'~." ' 
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AP.PENDDC ·k 

APPEARANCES .. 

APPLICANT: 

Chickering & Gregory, by C. zqfen Ames,. . 
Donald J. Richardson, Jr., ian j. 
Th~n, and David A. Lawson, Attorneys 
at ; Gordon pearce, Attorney.atLaw; 
and .ToM: Y. woy;. 

,. 
INTERESTED '. PARTIES: 

Colonel Frank J. Dorsey, U.S. Army, and 
Cha~res J. Mickres, Office of Judge 
Advocate" for Department of Defense 
and other Executive Agencies of the 
United State~ of America; John Witt, 
City Attorney, Robert Logan, Deputy 
City Attorney, and Mantey W. Edwaras, 
for City of Sau Diego; Dive Johnson, 
for Conservation Committee, Sierra 
Club, San Diego Chapter; and David 3. 
Follett, Attorney at La~T, for southern 
Mliforma Gas Company. 

COMMISSION StAFF: 

Elinore C. ·Morgan} Attorney at Law; : 
Robert c. ytCieclC; and 'Kenneth K. Chew. 
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