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In the Matter of the Application of
SAN DIEGO GAS & ELECTRIC COMPANY for
authority to increase its rates and
charges for electric service to offset
the effects of increased labor costs.

Application No. 55403
(Filed December 20, 1974)

)

D,

In the Matter of the Application of %
SAN DIEGO GAS & ELECIRIC COMPANY for % Application No. 55404

)

E

:

)

authority to Increase {ts rates and
charges for natural gas service to

offset the effects of {ncreased labor
costs.

(Filed December 20, 1974)

To the Matter of the Application of
SAN DIEGO GAS & ELECIRIC COMPANY for
authority to increase its rates and
charges for steam service to offset
the effects of ircreased labor costs.

Application No. 55405
(Fi 1ed Decembex 20 1974)

(Appearances listed in Appendix A)

OPINION

By the above entitled applications San Diego Gas &
Electric Company (SDG&E) seeks to imcrease its rates to offset the
effects of inecreased labor costs, At prehearing conference held
March 19, 1975, at Los Angeles, California, the thwee matters were
consolidated for hearings. Four days of public hearings were held
from April 16 through May 8, 1975 at La Mesa, Califormia; before
Commissioner William Symous and Examiner Charles Mattson.’ On May 1,
1975 counsel for the Commission staff filed a motion te dismiss the
applicatlions, On May 8, 1975 the matter was submitted subject to
the £iling of written response to the staff motion. Applicanth‘
answer to the staff motion was received May 15, 1975.
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Applicant's Request

The applications request rate increases to offset wage
Increases incurred by applicant on December 1, 1974 and March 1, 1975.
The gross revemue increases requested are $2,823,100 (electric
department), $1,276,300 (gas department), and $15,700 (steam depart--
ment) for a total increase of $4,115,100, The annual revenue
Increase, based on test year 1974 sales and revenues from Decision
No. 83675, would be approximately ome percent for the electric
department and 1.3 percent for the gas department.

The applications rely upon the results of operations
adopted by Decision No. 83675 dated October 29, 1974 in Applications
No. 53945, No. 53946, and No. 53970, The applications allege that
SDG&E is exﬁeriencing employee wage expenses in excess of those
reflected in Decision No. 83675 and that unless the {ncreage wage
expense 1s offset, as requested in the applications, SDG&E's earnings

will not approach the 8.75 percent rate of return authorized in that
decision. |

Applicant's Evidence

Federal wage guidelines were eliminated in 1974. Under
the terms of an existing union contract SDGEE's employees commenced
renegotlations for wage increases, The contract was for a three-year
perlod and was to termivate February 28, 1976, Prior to renegotia~-
tions, the contract provided for a six percent wage increase to
become effective March 1, 1975. As a result of renegotiations con-
cluded on November 6, 1974 the SDGEE union employees obtained a six
percent wage increase effective December 1, 1974 in addition to the
March 1, 1975 six percent increase. In accordance with long standing

practice SDG&E granted the same wage Increases to nonunion exployees
as the union employees.,

The witness on behalf of the applicant reviewed the
experience of SDGS&E for the nine months ending September 30, 1974
and determined that 58.7 percent of the labor costs were charged
Lo expeuses, and that the balance of the labor cost was capitalized,
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{.e. was construction labor., The 58.7 percent was applied to the
total wage Increase. The total Increase was obtained by a computer
priot-out of wages paid employees just prior to the December 1, 1974
increase. The witness testified that the number of company employees
as of November was below the average of the year 1973. As a result
of the calculation, the company computed the increase wage expense,
as reflected in operating and maintenance expenses, as $3,827,000,
As set forth in Exhibit No. 1, page 6, the increase wage expense
is increased by the uncollectibles and franchise fees attxributable
to additional revenues to recover increased expense., In addition,
the increase in interdepartmental gas rates are alternately collected
from electxical department customers, with the result that the total
pxoposed rate increase is $4,115,100, The witness testified that
the Increased wage expense attributable to union employees is
approximately $2,100,000. The balance of the increase wage expense
would be attributable increased wages of nonunion employees.
The Staff's Evidence
The staff presented two witnesses, One witness made
Independent estimates relative to the wage increases granted by
SDGSE as a result of renegotiation of the union contract. This
witness concluded that the basic estimated payroll imcrease of
$6,519,600 of SDG&E was reasomable. However, to develop the
ratio of expense payroll the staff witness utilized the five-
yeax average of the last five years recorded and to distribute
payroll expense to the three utility departments the staff utilized
the same five-year recorded average basis. The staff witness
concluded that estimated at the Increase revenuefzequireﬁentvfor
the departments would be $2,576,400 (electric department),
$1,207,200 (gas department), and $13,300 (steam department). The
total revenue increase required under the staff estimates would
' be $3,796,900. The staff witness stated that If the Commission
decides an offset is warranted, rates should be increased by applying
an approximately constant percentage to all rates but the revenue
increase should reflect the staff's lesser expense payroll dollars.
- o
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A second staff witness testified regarding the effect of
the Tax Reduction Act of 1975. The Tax Reduction Act of 1975
provides for additional and higher percentages of investment tax
credit. Applying the 1975 investment credit to the SDG&E budgeted
plan additions for the year 1975 resulted in credits in excess of
the 1971 Act credits used in the computation of taxes In the
adopted results of operations in Decision No, 83675. The additional
investment credits resulted in a tax savings effect which more than
offset the staff estimated gross revemue ipcrease required by the
wage increases. The staff witpess recommended that the rate '
increase be denied, |
Evidence by the City of San Diego

The city of San Diego appeared as an interested party,
and presented evidence and testimony in opposition to the proposed
rate increases. The basic objections of the city of San Diego was
that the wage incresses were expense increases incurring laxgely
outside the 1974 test year relied upon by SDG&E. There was no
showing that sales growth experienced by SDG&E in the posted 1974
period would not more than offset the increased labor expenses.

The witness on behalf of the city of San Diego witness also con~
tended that the fuel clause allowances in the present rates resulted
in over-compensation to San Diegd Gas & Electric Company.

The Staff Motion ' -

A staff motion, filed May 1, 1975, requested that the
Commission dismiss the applications on the grounds that the appli-
cant has failed to put in 2 prima facie case In support of the
applications. The staff questions whether a wage offset proceeding
would ever be appropriate, arguing that the adjustment of rates to
reflect a change In a specific definable element of expense,
independent of changes that may have occurred to other elements ina
the company's operations, require that the specific element of the
cost of service should reflect a sudden and significant change.

The staff argues that applicant has fafled to show that the wage
increases were either sudden or substantial.
~lp
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In additior the staff urges that the motion should be
granted since the Increased wage expense is primarily a 1975 event.
Applicant's showing makes no allowance for sales growth forecast for
1975. The exhibits relied upon to establish the increased revenue
requirement set forth substantial Federal income tax expense,
although the applicant maintains that it will have no Federal income
tax liability in 1975, As a result of this contention applicant
urges that it is Inappropriate to reflect 1975 Federal income tax
reductions in the results of operations relied upon by applicant,

The applicant's answer to the staff's motion to dismiss
the applications uxges that the staff's motion is imappropriate
since it is not comsistent with the provisions of Rule 56. However,
Rule 56 is applicable only to a motion to dismiss based upon the
pleadings or any matter occurring before the first day of hearing.
It does mot establish a westriction upon the right to move to dismiss
an application based upon the evidence developed at hearings.

Applicant, by answer to the motion, argues that its appli-
cations for offset relief axe indistinguishable from offset rate
relief requested and granted Southexm California Gas Company (SoCal)
in Application No. 55117. In that matter wage increases were offset
by rate increases authorized by Decision No. 83831, dated December 17,
1974. Applicant argues that its evidenmce establishes that the wage
increases incurred as a result of contract megotiations were both
sudden and substantial. Moreover, SDG&E argues that Its evidence
in these rate offset proceedings falls within the definitions set

forth in Decision No. 83127 dated July 9, 1974 in Application
No. 54616 (PG&E).
Discuss:.on

In its answer to the staff's motion to dismiss the appli- |
cations SDG&E urges that it is entitled to a prompt determination
of its request on the merits. SDG&E claims that the Commission has,
on a number of occasions, granted offsets for wage Increases and that

it would be inequitable not to recoguize an offset increased wagos

for SDG&E.
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We agree with the basic contention of SDGS&E that it would
be Loequitable to dismiss the applications without making a deter-
mination on the merits., We will for purposes of this decision treat
the staff motion as a request that the applications be denied based
upon the record in this case. A basic contention presented by the
staff motion is that the Commission should not authorize rate in-
creases on the showing that applicant has made in these matters.

In order to evaluate that contention, It Is necessary to once again
review the nature of an offset proceeding. \

It is important to recognize that this Commission has had
before it a variety of factual showings In differing offset situa-
tions, '

Both the staff and SDGS&E have referred to our recent
Decision No. 83127 dated July 9, 1974 in Application No. 54616 of
PG&E. 1In that Decisfon we stated:

"Absent any major changes in price level, taxes,
or technology, rates prescribed after a gemeral
rate case may be appropriate for many years.
Occasionally, a specific element of the cost of
- service can undergo a sudden and significant
change. The adjustment of rates to reflect the
effect of a change in specific definable clements,
independent of the changes that may have occurred
to other elements, is known as am offset, and a
rate proceeding involving such a change Is known
as an offset proceeding. The offset procedure bas
an obvious advantage from a time standpoint, but,
in order to be valid, a relatively recent adopted
cost of service, or results of operatious as it

1s known in California, must be available as a
foundation upon which to base the offset.”

Underlying the rationsle in the above decision, wherein /
we required a recently adopted cost of service as a foundation upon
which to base the offset, is a problem that pervades all offset
proceedings, The PGSE decision quoted above involved increasing
cost of gas supply, a substantial item of expense to a gas distrib-
uting company. This is perhaps ope of the most easily understood
offset situvations: the customers cannot reasonably expect a gas
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distributing company to be able to sell gas at a constant price when
that same distributing company is compelled to pay substantially
higher prices for the gas that it purchases for distribution and
sale. The addition of incremental expense increases to the gas
rates of the ultimate customers, based upon and equal to the in-
creased cost of gas to the distributing company, is a relatively
simple concept., Moreover, the additional revenue received from
customers by the sale of gas should be offset by increased gas costs
incurred by tbe utf{lity in order to obtain the gas sold to customers.
In short, expemnses and revenues for a PGA should be approximately
the same over a period of time. |

The application of the concept of an offset proceeding.
to meet increased employee wage rates presents problems which differ
from those found with the PGA procedure. Post test period adjust-
ments £oxr increased wage and salary rates have always been a
questiscnable basis for Increasing rates for utility service. A
decade ago we fouud that for a large utility wage increases were
more than offset by increasing revenues and wage saving techmological
improvements, although the rates remained relatively stable.
Pacific Tel. & Tel, Co. v. CPUC, 62 C. 2d 634; 44 Cal. Rptr. 1, 40T
p. 24 353 (1965). ' .

In reviewing cases in which the offset procedure has been
used to offset increased wage cost, even the decisions applicant
relies upon discuss the shortcomings of the offset procedure, ,
In California Trucking Association, Decision No, 76353, 70 Cal PUC
277 (1969) we noted:

"(1) In view of the overall lack of particularity
and definitivenesg involved in a cost offset rate
adjustment, it is evident that such method for
updating minimum rates was never designed mor
intended to replace or be accepted as a completely
satisfactory altermative for thorough full-scale
studfes. It should also be clear that any cost
offset method of rate making, premised upon the
theory that a percentage Increase (decrease) in
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rates should be the same as experienced iIn the
supporting costs, assumes an economic wmargin for
exror which, the facts of record permitting, nay
be reasonable to accept for relatively short
periods of time.

When the original cost and rate studies have been
updated over the years by successive offset adjust-
ments, the resulting cost and rate information
tends to become vulrperable to an attack upon its
continued competency to represent actual for-hire
carriexr operating experience. At this time, full
scale cost and rate presentations are imperative
to a thorough evaluation of the reasonableness of
existing minfimum rates, While it way be argued
that the cost offset adjustments in minimum rates
have been consistently found to be a just, reason~
able and expeditious method for enabling the i
carriers to recover significant increases in theix
wage and allied payroll costs, the obvious limita-
tions of this offset procedure should not be
overlooked." (70 Cal PUC at 279-80).

The evidence relied upon in offset procedures involving increased
wage costs may vary as to the particular utility operation concerned,
In Greyhound Linmes, Inc, Decision No. 76455 dated November 18, 1969
(70 Cal PUC 429) we noted that labor costs and fringe benefits
accounted for 60 percent of Greyhound's operating expenses. Moreoves
although Greyhound sought an "offset” increase in fares and express
revenues In that case the decision sets forth adjusted estimated
results of operations for year ending February 28, 1971 whereas the
previous test year operating results for Gréyhound were based on
year-ending June 30, 1970 results in Decision No. 75939, In fact
the rate increases authorized in the Greyhound Lines decision were
based upon estimated operating results for a future year. The
evidence relied upon in the Greyhound Lines case differs substan-
tially from the evidence presented by applicant.
Tax Reduction Act of 1975 : |

The staff presented evidence that the Tax Reduction Act ‘ y//
of 1975 (Public Law 94-12) would provide for additional imvestment
credits for public utilities. The staff witness estimatedrthat:aS'
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a result of increases in investment credit available to SDG&E in the
Tax Reduction Act of 1975, SDG&E's tax savings would more tham
offset the estimated gross revemue increases due to the wage adjust~
ment in the three applications., The staff recommended that the

rate increase be denied,

The company presented a rebuttal witness on the effect of
the increase in investment credit available to SDG&E under the new
Federal statutes, Applicant pointed out that the staff witness
assumed that the utility would elect an option to flow through the
tax savings resulting from the increased investment credit. However,
the Federal legislation provides that the public utility may make
an election to noxmalize the bemefits of the Increased investment
credit, as opposed to flowing through the tax savings. The appli-
cant's rebuttal witness testified that the 1975 legislation provides
that if a utility elects to mormalize and the Commission £lows
through the benefit in establishing rates, the utility will forever
lose the benefits of the increased investment credit, The thrust
of applicant's rebuttal evidence was that the staff reliance on the
Federal Tax Reduction Act of 1575 was improper, since it assumed
a flow through of increased investment credit at a time when SDG&E

bad not exercised its option to either normalize or flow through
such increased investment credit. '
Conclusions

For purposes of reaching owr comclusioms in this matter,
we treat the staff motion to dismiss as a staff recommendation that
the request for rate increases be denied, The answer to the staff's
motion sets forth a basic claim by SDGSE that its wage offset
requirements set forth in the three applications is essentially the
same as the wage offset request of Southexnm Califormnia Gas Company

(SoCal) granted by Commission Decision No, 83881 dated July 17,
1974,
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In the absence of any evidence of current operating
results, we cannot determine {f SDG&E will obtain excess revenues
at the proposed rate levels, SDG&E relies upon the adopted results
of operations from Decision No. 83675 dated Octobexr 29, 1974 in
Application No. 53945,

The decision relled upon by SDGGE relates to the Phase I
determinations for this utility, Our Phase II determination
recognizes that substantial rate increases will be required because
of the reduced sales volumes in 1974, reduced volumes that we
reasonably . anticipate will continue into the near future. We do
not and cannot accept the applicant's position that the wage rate
changes should be reflected as one expense change to be offset
without an examination of other changes that may occur im 1975.

As the staff motfon states, applicant’s showing makes novallowance
for sales growth forecast for 1975. It wholly ignores the efforts
of the applicant company to cut controllable expenses, as evidenced
by a freeze on hiring of new employees. Moreover, it would trans~
late union negotiated increases and wnonunion wage increases
directly into further charges to ratepayers without regard for the
question of whether the nonunion increases were appropriate under
the 1974-75 economic conditions.

We should be prepared to recognize by offset rete relief
a change In a specific element of the cost of service when such
element undergoes a sudden and significant change. An offset
proceeding may become necessary. Under the circumstances presented
by applicant, we cannot make the necessary findings in this regard.
The request will be denied. | |
Findings

1. Applicant San Diego Gas & Electric Company (SDG&E)

requests gross revenue increases in the total amount of $4,115 100
to offset increased wage expense,
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2. SDG&E's requested annual revenue increase is less than
1.5 percent of the base sales and revenues relied upon. SDG&E
relies upon the sales and revenues adopted for test year 1974 by
Decisjon No. 83675. ‘

3. The evidence presented does not establish a sudden and
significant change in one element of the cost of service which
should be offset without vegard to other changes in revenues and
expenses,

IT IS ORDERED that the spplication be, and hereby is,
denied,

The effective date of this order is the date hereof.

Dated at San, Srancisco , California, this g~
day of » JULY 1975,

o7 President
) ..v:,:.. .‘-_ s

. .

A

~ Commissioners™~

Cozmissioner Loonard Ross. boing |
nscessarily absont, 4ld Dot participate .
in tho dispesition of this proceodinge
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APPENDIX A

LIST OF APPEARANCES

Applicants: Chickering & Gregory, by Sherman Chickering, €. Hayden
Axes, Allan Thompson, David Lawson, III: Gordon Pearce, AtToxmeys
at Law, and John H. Woy, £or San Diego Gas & Electric Company.

Interested Parties: John W, Witt, City Attormey, by William S,
Shaffran and Ronald L. Jobnson, Attorceys at Law; Manley W. Edwards,
zor the City of San Diego; Brobeck, Phieger & Harrison, by LEomes G.
Wood and Gordoa E. Davis, Attormeys at Law, for Californmia
Manufacturers Association; William Kmecht amd William Edwards,
Attormeys at Law, for Californmia Farm Bureau Federation.

Commission Staff: Elinore C, Morgan and Patrick J, Power, Attorrpeys
at Law, John E. Johnson and Jokn Gibbons.




