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BEFORE THE PUBLIC U'!"!!.Il'IES COMMISSION OF THE STATE OF· CALIFORNT-A 

I~ the Matter ~f the Application ~f 
SA.L~ DIEGO GAS & ELECTRIC COMPANY for 
Authority to Increase its Fuel Cost 
Adjustment B1lliDg Factor for Electric 
Service to Offset Increased Fuel Costs. 

Application No. 55506 
(Filed February 21 ~ 19,75) , 

(A~pearances listed in Appendix A) 

OPINION -...------
By this ~ppliC4tion San Diego Gas & Electric Company 

(SDG&E) originally requested 11 total annual increase in rates and 
chArges of $20,397,200 annually. Applicant requests authority to 
increase its fuel cost adjustment billing factor for electric 
service to offset increased fuel costs. 

A i'rehearing conference was held March 11.9, 1975 at Los 

Angeles, California. Subsequently, 10 days of public hearings were 
hele. from April 14, 1975_tbrough May 13,. 1975 bcfo~e,Comm1ss:toner 
William Symons, Jr. and Exsmi:cer Charles. E. l'..a.ttson at ta Mesa and 
Los .Angeles, California. 

The applicant submitted a memorandum of points anci 
authorities dated May 13~ 1975. !he staff &Ild the city of San Di.ago 
mailed, written responses on or before May 23, 1975. 'I'he matter is 
now under submission. 
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Applicant's Request 
By Decision No. 81517 dated June 26, 1973 we authorized 

applicant to file a fuel cost adjustMent (rCA) billing factor. This 
FCA authorized SDG&E to file revisions to its electric department 
tariff rates and schedules to reflect adjustments for increases or 
decreases in the cost of fuel used in SDG&E's generating plants. 

By Resolution No. E-1440 dated December 30, 1974 we 
rejected a fuel cost adjustment requested by SDG&E's Advice tetter 
No. 380-E filed December 2, 1974. By that resolution we ordered 
that ap?licant's next fuel clause Adjustment be filed by formal 
application and be set for hearing under the Commission' 8 Rules of 
Practice ane P.T:ocedure. The present application requests an increase 
in $DG&E's fuel cost adjustment billing factor to become effective 
April 1, 1975. It is filed pursuant to the Cottmissi~n's direction' ,. 

in paragraph 11 of Resolution No. E-1440. 
The FCA calculation presented by SDG&E is set forth in 

ExhibitC attached to the application. Appendix A of Exhibit C sets 
forth the electric department fossil fuel cost estimates for the 
12 months ended March 31, 1976. Based on estimated sales and fuel 
use for the 12 mouths beginning April 1, 1975 and fuel pri~es in 
effect April 1, 1975 SDG&E requests a revision of the fuel cost 
adjustmP.nt billing factor to reflect iaereased prices of residual oil, 
diesel oil, and natural gas. The. 12 months' projection also reflects 
decreased revenue requirements due to iner"'Jlsed natural gas 

availability a.nd changes in system load aud assumed purchased power 
availability. 
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Applicant's basic request is for an increase in the fuel 
cost .adjustment bi11ing factor to 0.174 cents. per kilowatt-hour. The 

estimated increase in &nnual gross revenues due to the increase 

factor is $14,028,100. !'bis is a reduction of the or1g1ns.1 request 
which was $20,397,200. 

A:Pl'lieant 's' .calculation of increased fuel expense in the 
requested fuel cost adjustment billing factor is set forth in 
Exhibit 3, AppendtxA, Sheet 4. Appl1cantrs~fossil fuel 'cost esti­
mates are based upon 12 months ended March 31, 1976. 
Staff Pt"sition 

The. staff recommended a fuel cost billing factor of 0.016 
cents per kilowatt-hour and a gross revenue increase of ~l,Z89~900. 
The staff recommendation is set forth in Exhibit 9". '!his staff 
recommendation was subsequently revised to a recommended factor of 
0.018 cents per kilowatt-hour and a gross revenue increase of 
$1,451,200. The staff's initial estitultes in E..'\Chibit 9 were 
revised to reflect the proper allowance·for uQcollectibles and 
nOlncb1se fees in the c¢tDputation. 

The major difference between the staff and the utility in 
the computation of the fuel clause arises from the net gain before 
taxes of $9,326,000 received by the applicant on sales of excess 
residual fuel oil in 1974. Based upon the conditions in 1974 appli­
cant was &ble to sell oil at & profit. The gains from sales of 
excess fuel oil sold were~ according to the staff, a by-product of the 

oil toarket supply conditions, California weather, the availability of 
hydroelectric power in the Pacific Northwest, as. well as a result of 
ut1l1ty~gement., action. 
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The staff witness concluded that gains from oil· sales, 
should have been ~eflected in 1974 fuel cost factors through lower 
inventory prices and lower fuel oil costs. Since these gains were 
not refleeted in past fuel elause charges, the staff recommends that 
the present calculation of the fuel clause factor reflect a reduction 
of 0.112 cents per 1d.lowatt-bour to reflect the fuel' sale ga.ins in 
1974 in excess of $9 million. 
C1tyofSan'D1ego Position 

The city of San Diego (City) appeared in these proceedings 
as an interested party. A witness on behalf of the City presented 
Exhibits 5 and 12~ setting forth the City's, position on the requested' 
FCA.. 

Briefly stated, the City recommended that a cash ref=.d be 

ordered to SDG&E customers. The City's recommended total cash ref=.d 
is $29.2 million. this total is comprised of past "overcharges" cal­
culated as $19 million since January, 1974~ a $9.4 million gain on 
1974: fuel oil sales> a.nd $800,000 interest on the amount of 'fuel oil 
gain. 

DISCUSSION 

Fuel Oil Sales 

There is no substantial dispute regarding the events of 
1974 which resulted in the profitable fuel oil sales by SDG&E. By 
virtue of prudent m8'QAgement policy ~ the utility had adequate supplies 
of fuel oil for expected 1974 conditions. However~ 1974 was an 
abnormal year. Substa'D.t:Ls.l conservation by customers and warm 
weather redueed expected requirements. Moreover" SDG&E bad abnormally 
La:rge amo'I:C.ts of lower-cost purchased power and natural gas available 

in 1974. Not only did SDG&E have excess fuel oil supplies, ava1lable!J 
market conditions enabled SDC&E to sell fuel oil at a profit. 
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The gain fr.tnn fuel oil sales is excluded by SDG&E in its 
calculation of the FCA.. SDG&E argues that the fuel oil transactions 
are not a part of the utility operations of SOC&!. The fuel oil 
sold was never included in SDC&E' 8 invento::y and was never in the 
San Diego service area. Under these circumstances, SDG&E accounted 
for the gains from the fuel oil sales in Account No. 421 (miscella-. 
neous non-operating income) and excluded the fuel oil sales from 

conside=ation in this proceeding. 
The staff included the gain from fuel oil sales in its 

calculation of the ::lCA. The staff would, in effect, reduce the FCA 
over a subseque:lt l2-month period to reflect the $9-.4 million gain 
from the fuel oil sales. The staff FiMnce and Accounts witness. 
recommended that the gain or loss on fuel oil sales be reflected in 
Account No. 456- (other electric revenu~t). The staff witness from 
the utilities division wculd have reduced the FCA charges to the 
ratepayer in 1974, bad he known of the gain. In short,. the staff 
viws the gain from fuel oil sales as properly an offset to fuel 
cest increases charged the ratepayer. 

We agree. with the staff view regarding the fuel oil sales 
gain. The ratepayer bas been requested to conserve- energy to· meet 
the problem of declining supplies. The ratepayer has been subjected 
to ever higher rates under the operation of the FCAas fuel oil 
supply shortages have forced market prices upwa.rd. The ratepayer is 
subj~cted to higher rates in order to enable SDG&E to meet its contin­
uing fixoad costs when sales and revenues decline due- to conservation. 
Under these ci:ctzmStances, it would be wholly unrealistic.,. and 
fundamentally unfair to ratepayers, tt:! exclude the- gain from sale of 
fuel oil by SDC&E in 1974 from the F~ Ihe prof1~ from fuel oil 
sales appears directly related to the utility's opexat1ons in 1974. 

!he net gain realized by SDG&E will be included in our calculation 
of the fuel costs of SDG&E. 
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The City's Refund Request 
We have ~utlined the basic request presented by the City's 

wit:ness. The City's suggestion that 8. C&S;h refund should be ordered 
is presumably based upon the 1974 recorded results. of SDG&E's opera­
tions.. Aeeordingly, we cau contrast the City's calculated $29 million 
refund with the 1974 results of operations. The evidence is that 

SDG&E aehieved a return of 8 ... 18 pe:cent in 1974) excluding the gai.n 
from fuel oil sales. It appears that SDG&E did not achieve the 
8 .. 75 rate of return we found reasonable for 1974 even when $20 million 
of the City's calculated overcollections are included in the ,results. 
the addition of net revenues from the fuel oil sales tc the 1974 
recorded results would result in ea.rn:tngs in excess of 8.75, I'ercent. 

We have determined that the inclusion of the' net gain from 
the fuel oil sales will be included in our calculation of the FCA. 
We cannot adopt the City t s position that SDG&E 1974 revenues- included 
an additiotl&l $20 mill1"n which must be refunded. 
The Adopted Fuel Cost Adjustment 

A reasonable estimate of the fuel cost increases to be 
incurred bySDC&E is set forth in the staff's Exhibit 9', Table I. 
'I:b.e ann'Ua1 gross revenue increase (before consideration of an adjust­
ment for oil sales in 1974) is $10,480,000. In aceordance with the 
staff's evidence, we find that these higher fuel costs commenced 
April 1,. 1975. 
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We further conclude that the ga:ln before. tax from fuel oil 
sales in 1974 was $9.4 million, as set forth in staff Exhibit SA, 
Schedule A. '!he net :evenue gain by SDG&E in 1974 is estimated as 

approXimately ~6.7 million after taxes. For the purpose of calcu­
lating the FeA as of Apr!l 1, 1975 we will accept the appl1c.ant T s 
claim. that it will have no federal income tax on the FCA revenue. 
Accordingly,. we will include $6.7 million as the gain from fuel oil 
sales in calculation of the FCA. 

Tbe basic revenue requirement associated with increased 
r.:el costs is $10,480,000. We will offset this ,revenue increase by 
the nC!t gain from fuel oil sales.. However, we will also recogrd:ze 

that SDG&Ebas, in practical effect, failed to collect the increased 
fossil fuel costs since April 1, 1975. The utility bas in fact 
absorbed increased fuel costs which we may regard as an offset to 
the 1974 gain on sale of fuel oil. The reduction in the April 1, 1975 
FCA revenue requirement associated with the 1974 net gain from fuel 
oil sales is $6.7 million. This calculated adjustment will be a 

reduction applicable to each subsequent FCA for a 12-month period 
beginning July 1, 1975-; 
Findings 

1. By this application SDG&E r~quested an 1nc:cease !nits FCA 
billing factor for electric service of 0.174 cents per kilowatt-hour. 
The estimated gross revenue increase is $14,028~100 (S-l/Z percent). 

2. The FCA. is based upon fuel costs as of Apr:tl l~ 1975-. 
3. The basic adjustment factor as calculated in Exhibit 9, 

Table I is a reasonable estimate of the factor required t~ meet 
i:l.creased fuel costs. Based on fuel costs as of April 1,. 1975 and 
est~ted fuel requirements and electric system sales .for the 12 

months commencing. Apr:ll l~ 1975,. ~e FCA billing factor would be 
0.130 cents per ki1owatt-hour .. 

-7-



A. 55506 ep a 

4. SDG&E achieved a recorded rate of ret:urn substantially 

below 8.75 percent in 1974~ 1ncluding all amounts, collected under the 
FCA but excluding gains from sale of fuel oil .. 

S.. SDG&E sold fuel oil in 1974 at a gain before taxes of 
$9,409)0343. The net profit, to SDG&E from these sales was approxi­
mately $6.7 million in 1974. 

6. An FCA of 0.130 cents per kilowatt-hour would increase 
SDG&E' $. gross revenues by $10 ~480, 000 annually. 

7. The calculation of the FCA as of April l~ 1975 reflecting 
a net oil sales adjustment (reduction), of the factor is set forth in 
Appendix B. The calculation is based upon ehe estimates adopted by 
Finding No. 3 above .. 

8. Based upon the staff estimates as set forth in Exhibit 9"~ 
Table I, which we find to be reasonable~ the adopted FCA factor is 
0.052 as set forth in Appendix B attached. 

9. The application of a residual oil sales adjustment (reduction) 
of 0.078 cents per kilowatt-hour for 12 months cOllllllencing July 1, 
1975 ~11 reflect the net ga~n from oil sales les~ reasonable recogni­
tion of offsettitlg oil cost increases incurred to July l~ 1975. 

10. The estimated gross a:anual revenue increase from the FCA 

factor of O.052~cents per k1lowatt-ho~ is $4~l92~000 (an increase of 
approXimately 1';.6 percent). 
ConclUSion 

The application should be granted to the extent set forth 
in the follOWing order,. and in all other respects denied. 
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ORDER 
---""~~~ 

IT IS ORDERED that: 
1. San Diego Gas & Eleetrie Company (SDG&E) 18 authorized to 

file an increase in its fuel cost adjustment bill:tng factor of 0.052 
cents per kilowatt-hour and on not less. than five days' notice to: the 

Commission and to the public, to make such revised tariffs effective 
five days after such filing. 

2.. SDG&E' s fuel cost adjustment billing. factor authorized 
herein bas been reduced by a residual oil sales adjustment of O.07S 
cents per kilowatt-hour. The 0.078 adjustment shall be applicable 
,to SDG&'E's fuel cost adjustment billing factor for a 12-month period 

commencing July 1, 1975. 

3.. SDG&E shall file a proposed fuel cost adjustment billing 
factor with this Commission at three months' intervals, commencing 
on or before July 1, 1975, said factor to become effective on or 
after July 1, 1975 and at three months' intervals thereafter, provict~ 
that the Commission approves each such fuel eost adjustment. 

Tbe effective date of this order is the date hereof. 
San Frand:3eo' Dated at ~ california, this _/~f.;..";-____ _ 

day of _____ '_JU_l_Y_~, 1975. 

-.. . 
COIIIIt.a10DM"r.ODard ~OS~_, be1Dgd 
~ly abMGt. d.id net :p~rt!C1patG . 
'1n tllo 41s;poa1't1on or th1::;., proceod1z2g. 
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APPENDIX A 

LIST OF APPEARANCES 

Applicant: Chickering & Gregory, by Sherman Chickering, C. Hayden 
Ames'1 Allan Thompson, David Lawson, III; Gordon Pearce, Attorneys 
at Law, John H. Woy~ for San Diego Cas & Electric Company'. 

Interested Parties: John W. Witt, City Attorney, by William 5. 
Sba.ffran and Ronald L. Johnson,. Attorneys at Law, Manley w. . 
Edwards for the City of San Diego; Brobeck, Phleger & HarriSon, 
by 1ii6mas G. Wood and Gordon E. Davis, Attorneys at Law, for 
Cal:(£ornia ManU%acturers Association; William Knecht and William 
Edwards, AttorIleys at Law, for California Farm Bureau Federation. 

Commission Staff: Patrick J. Power and Elinore C. Morgan, Attorneys 
at Law, John E. Johnson arid John Gibbons. 
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APPENDIX B 

Basic Adjustment Factor: 0 .. 130 cents/kwhr 

Residual Oil Sales- Adjustment (Net): (0 .. 078) cenes/kwhr 
Adopted Factor: . 0.052 cents/kwhr 

Estimated Revenue Increase: $4~192~000 

(Negative) 
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