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OPINION ON PETITION FOR HODIFICATION 
. , " 'OF 'DECISION' 89-11-068" ; 

, ~ "". 

On~Jahuary12, 1990ithe Division of Ratepayer Advoriates 
(DRA) filed a petition for modification of Decision' (D.) 89-1'1 .... 068. 
Tha£d~cision est~blished;th~ 1990 ratemaking cost ofdapital'for 
the maJoi energy 'utilities, adopting for each utility a ratemaking 
capital structure, return on common equity (ROE), cost of long-term 
debt-Jcost 'of preferred stock, and overall rate of return on :tate 
base. " 

'", DRA requests that the ratemaking capital structure 
established 'for 'Sa'Ii Diego Gas & Electric Company (SDG&E) be 
m6di£fed.' 0.89-1'1'-068 adopted a capital stru'ctu:te for SDG&E" 

cor\sisting 'of 44.25% long-tenll debt, 6.25% preferred stock, and 
49.50% cornman equity. ORA requests that the equity ratio be 
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lowered to 48.00% and that the debtt'iati6 be')ralsea~ to'; '45',')5%';>. The! 

preferred1J?tockr~ti() !'1Quld,r~m~~1}~~llcha.l\g~?L'H\~~r:)p,~j? ,i;~9u.ff,~,YL'~ 
DRA notes that the capital structure proposed in its petition is 
the same as had been proposed ~y i:he';~~iJii~[t.t:~tI~~.·J~i;J~¥:i~:JWg 
in the' ~f-?P9sWd ~de};l~lbh.npubltc Utilit~es COde.' §·jl1(d» ~ (The ,~ :;) 

"\ ~C,~_.J \c~ 'l~' ~ r·.~·- :. 'i.., .{ 'jl_.~~.,' ~,~: (-'(,:« i:..' -;'.-.--, .. -. ;.~; f {':'.;( ~ :,:' ;-w.~, 

AL.jiS opinion had, in turn, adopted the capItal stru.cture- " .. ;};,,:i 
recommended by'ORA in the proceeding. DRA estimates that the 
mar9inat. revenue, requirem~,nt r~sultin9 from the Commission's 
adoptioi\"bt' SDG&E'''s r~qh~~ted ~apital structure over the imputed 
capital'structur~.it,had~~ropo~ed is approximately $5 million. 

; I';; 'ill ~uppOit·of. 'the lower equity ratio it proposes for 
SDG&E, ORA refers to the : history of the Commissi~n IS. tre~tm~~t,-:>f 

SDG&E/s' 'dlpita1 ·s'tructt.:re since 1985 (0.85-12-108, 0.87-12-068, 

D.88-12-09.4, and D.~9~04;-~~1). DRA believes that the Commission's 
adoption o'f a '49 .-50% equity ratio for SDG&E in D.89-11-068 

represents an abrupt departure from this line of decisions, in 
which 'th~ Commission expressed its concern over SDG&E's equity 
ratio, and imputed hypothetical equity ratios lower than those 

proposed by SDG&e~", ':'" 'l{: ... ,.""" •.• :'.' H •••. ,.< .,. 
t",) ".- .... _". !> i :.~!"~t·~l. i. J •• ,.,.,( i\~ 

ORA believes thC\t the',Cqnunissipn incorrectly accepted 
SDG&E's argument concerning long-term capital leases. SDG&E had 
argUed,that'DR,A's imputed capital stru~ture ignores the use of 
these leases, thereby penalizing it fqr having entered int~ the~e 
financing arrangements that have benefit~d ratepayers. DRA argues .. 
that based on the testimony described on page 63 of 0.89-11-068, 

SDG&E's equity ratio is excessive compared to those of other 
California utilities. ORA argues further that the decision unduly 
enriches SDG&E's shareholders because not only are they already 
compensated for the cost of capital leases in operating expenses, 
they are also provided, by the decision, with add~tional revenue 
through the adoption of an equity ratio which is higher ~han those 
of the other utilities to reflect the existence ofSDG&E's capital 
leases. 
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As ahO;altEfrnative~ pr6po~3l,;~if SDG&EJ s:capit"al'istructure 

is not modffied t !, p'~ ~$q~J~,~,~§t::J.h.~l!'~~~~~~~2~8~tk~i~~~~9~#:,from the 
12.90t authorized by' ot 89i..l1 L068, i, (ORA{ 3f?serts!that authorized 

returns should be lowered when a firm's rat~tn~kiri9J~qUltyi'ratio is 

allowed to increase. ORA does not specify the extent to which,it:!iCI 
proposes the'ROB'be' 16weied~ ,;' 'l"'jl(,'; ',~;.,'.: ,,',,',: i;~.; 

Respo'nse'of'SDG&E;' ,: '"r;(., ';" ",:," ,~J y;'r:}:; ],:, {i·',i :-f'';,1';c'/ 

',r,. , Oil Februaty 8,;;',1990', 'SDG&E tiled ia',' respor,se; in opposition, 

to DRA's: petition~ SoG&E l dis.3.<irees i with' ORA' s.:'Contention:tha.t,<, ,',: J 

0: B~r.l.1H .. 068'repre~ents; a departure'lfrom earlier·; ~ecisions'.'· SDG&E: i: ; 
states that'the CommiSsion; recognized; the:>'impact' o£'cApitalleases; 

in setting SDG&E's'cbst of capital"a's early·as 1919,,;in.D.90405. ';" 

0' :,!' r SoGGE 'contends th'at"it was appropriate· .for the) Commission 

to 'consider the~ impact of'long'-term lease obligation's' -as(long;.term ' .. 

debt,'for the' purpOse o'f comparing its capital i structure. with those" 

of other 'utilities, and that doing 50 did riot, result ~n double " _ 

counting 'of: costs 'which' are recovered as'operat,inq expenses.,'SDG&E; 

contends that whEmtheeftects of the lea'ses are' considere~, the 

adoptedeq'uityratiois reasonable in comparison to: those 9f the' , 

other California utilities. 

SDG&E also contends that DRA's petition is procedurally 

defective, noting that under Rule 43 of the Rules of Practice and 

Procedure (Rules), petitions for modification should only be filed 

to make minor changes in a Commission decision. According to 

SDG&E , 

-The only authorized procedure forrequestinq 
non-minor changes is by application for 
rehearing filed within 30 days of the date'6f 
issuance (i.e.t mailing) of the'decision (see 
Rule 85). 

, . 
-[T]he DRA petition seeks to reverse:totally,the 
Commission's decision on a critical issue which 
wAs extensively litigated. Such a change may 
not be sought by petition for modification. 
Accordingly, the Commission should dismiss ' 
DRA's petition with prejudice. Moreover, the 
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;}:, u,~: ;1> iDRArhiu~ ... ,~or~eited it:>,oPpo!tv.I}itYi :t9,tr.~qu~s.t(", ;_;", 
,"~ :" _ ~ th~,,(!q~l.~Sl.On'S_ reYl..,ew 9f.<tb_1~_,J.ss~e py.. , ". 
,." L" applidcition tot i'ehearln<i' throughll:f.ts failur~t {h':: 

;;,y..; j toffileJstich"an ,application, withlp,d::he;d ;-,,< h,:':l:"( 

Of J,,!d7~}~r~tr~r~f~e~ ... , ·'",1 r ( ,!'j:': ;':',;""'.'.: ,; ;,l{;',':'i'-, 

Discussion'- c,; ":!'.":'; .. , ",': "'1" ;;; , "-:: ,',j(U . ,;,:;,:':'f'~j: (l' :.c"',r r, 
~ihile we were concerned about SDG&E ~SJ i.n9r~a_~ing. ';C';CFr 

propOrtion of equity in 1985, and while we adopted ,(;l.I\,,~qui,ty~!'.~~tOi~; 
of "48 i OO%dor; 1989:l;>ased partly on' exc~usipn of;,l~,a~,es {f,~om debt, 
these facts' db; not. negate: our J determination..- from ~.h~ ,eyj,~~rtye, JJ,l , - ..: - - - ~. 

this "year ' s proceeding, ~ that 49 ~ 50~: ,is:' .t!le, appropriate. equity; ~a~.i~, 
for:SDG&E; for 11990 ~ 1','We do not agre~"thatl()ur: getermi.~ation:,,, I"~ ; 

represents- an \ abrupt departure from eaFlier, deci~ions.' ': , ~ I . 

'Other arguments' raised by ORA',in suppor.t. of, the requests 
were already addressed by, the Commission in 0.89-11-06,8, dl1d ,11~,~d, . 
not be' addressed; in detail' here. The' issue of whether, the" capit~;t, 
lease financing used by SDG&E (-,.,hichall parti~s ~greed hCis 
benefited its"ratepayers) should be taken into account when, 
evaluating SDG&E1s.capitalization in· comparison: with: other 
utilities, andthe'comparisons themselves, werefully·,litigateQ by. 
the parties and considered by the Commission. 2 , We fin~ nothing 

, 
1 Nor should parties assume that our adoption of a 49.50% ratio 

for 1990 in any way ~ignals a lessening of such concern on our 
part. As we stated in D.89-11-068, at page 351 

-Itshould,be emphasized that we are not excusing [the energy] 
utilities from their burden of showing that their capital 
structures and their ratemaking capital struoture proposals 
are reasonable and justified in cost of capital proceedings. 
We anticipate that capital structure issues,will qontinue to 
be important ,parts of these proceedings, partioularly the 
question whether equity~rich struoture should be adopted." 

2 While we agree that SDG&E's past use of long-term lease 
financing has yielded benefits for its ratepayers; we do not 
conclude that such financing is necessarily beneficial in all 
cases. 
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new in ORA's arguments, and we find no grounds to ch~I{~e '6ur'll!ld, j Ie.; 

dJt~fr:it\iriAii~'rt"thKt'tJt Jls l~~pzlOpr'iat~' t6l 'take "SDG&'E-i~;~over1l11'';: 
capitalizatioK "ih:t!6 'a6~6\..n{ *h~n;<~c~m\pJ'rltl<i 'ft ftddther i"uiil'ftieiP.'J) 
ts\1<i\~h1t';dofi{q ';S6'does' not' :xie'~u11(i)r o~~i({om~et\s'atio~";ot 'dou81e 
counting of costs. We conclude that the request to,ra>dju'st'SDG&lf's":; 
199:6;auth6~-iz~d :dapft.af~s'ti:Jciu'iJ"s'houid; h~i;de(lied'~':; ',:C ,f 

" ;, >"r'i(r'eques'ting' :that "w'e 'e'stablfs'h' 'a loWe';t 'ROE--for"SDG&&"if c, 
the eqtlltyrati<>" 1~ -'rt6t"~~duced~j ORA 'ha's 'app.itet.tly 'ass'tinidd 'that,~ » 

the Commis~:ioi{, 'falled'tt>' t'ak~'itltd ,iil6c()\}I\'t' ~lsk 'f.16tois rEhiited to" 
the theoretical tradeoff between equity ratiO's 'and're-tuYns"reqtih:e'd 
by invest6rs '(A'tradJof(~hlch '.J~";i€di'ff{imi fd:lp'ti'il~i'~ler.' Stich an 
assumptIon '1s; in ''e-ir6r'. :ines'tab'lishing"'tliea~-fli6:riz~'d 'ROE '0£ L .') 

12.90%, the Commission gave specificiedognttlon Iih1 ,'the 'o-,;;e·tAU:-','; 
level of business and financial risk facing SDG&E, -, inciu'din'g;Tthe) ,'1 

adopted capital structure." (D~89"';li,,;,068, page ;69f ernplla'sis 
added.) There is no basis for adjusting the authorized ROE. 

ORA requests si9nific~n~ t:h~'nges in our order in 

D.89-11-068 as it pertains to the major issues affecting SDG&E's 
authorized cost of.' capital. HoweVer,' ,'we do not' ti~e'd ;'io"decide 
whether the' request' shOllld have been; fifecl as a petItidn for' ,; 
modifica~ion or as an application for rehearing sirice'in either 
case it 'fails ort its merits. ' 

- 5 -



{ -~ i Ii: 

'. 

A.89-05-011 et cU. ALJ/MSW/tcg 

F'iitdings:O:f~~ct~,:, (>J-,~![t;~"-'f' " hI:::'", bill, \2~;jl:Y;·~:P·.~G ,~'/;'Ht,i ,!L ~,_,:! 
1.:- i .O.n .... -1~nuary .12/~990 I t;.h,~ Divi,s,iqn ,of .~atep~y~~ .A4vocate_~. 

~-- ..... - .. , ..... '., .". . -'.- :"\~.~-"''''.;.'':;' ,[. _~} .l~~.:..J' 1i ... }.~.+~JJ:lr; !~~~·".5i~· 

(D1V\L ;((l,e,~ .• ~ -p~~A}:i.on.fo~:" ~o.4,i;f ~~?1;-,.i~n~ o.~\ rR,~ tJ;~- tl;;p,6~lt, r 3 r ~d £ ,', .'['1V. 

n ~?: .. ~"~pn,, r~k:r;ui:~ry ~.'" ,19.9~, SpG&E ;f.t;l,ed,\~; ~f3~POtl.~e i ~r (?pl?n~lit+~l\ 
to.·~.I~A.!~" ~~.~tr~?t:t·i , . . i.~ ;;<i "', ','J:, ,;: ,.-;) 'C')" ic ~,;;: .'!W(;-) 

3. The issue of ,whether capi~,ill leases s.h()~l.d ~be .ta~,eJ) in,to" 
•• ,~- : ' • • ~ • -' - • • '-'':- •.•• _ ~; _; c "1 J 0, 1 1 ~} .", )~o. . ( {.:,j i ::.'; ~ 1," t~ .... f 

account·whenevaluatinq SDG&E's capitalizatiQn.in comparison with 
:"~'.:'~ .. ....... J, . • " _~~ .' ~'.:..:._:.~c,,:~.o.·o.· .~.~: ·.~~.:';::"i~~_"":..··~ J!J 

othe,y;.;ut~l_i~i,.e~, \im~d the~ ~~es~~:ti,l!g. ~oml?a,~+s,orw ;:t~~m~~~x~st,',,~'f;1fe, :il..

ext,eQ,siyely l.~.t:iq~~e~ _by t~e:par,ties, anci i cp~~i~e~e~, :,b:ri,~~e~ [' ,'j 'I [i .i 

<;omm~.~sion: (r:a p .. 8~7.11;068 ~,f "c.; ; lie; il,': ," .'- I:, \:.'<,,' '.' ''-) j : '{. '< t ''-'\' 

iF d '~.t: I;~ ~~~a]?,li,sh~nq the ,~uthoriz.e4'1~O~ :;9f ;J2, •• 9?~, ;:,t,he;. ",_,,; \,i 
Commi~sion ;con,s.idered . the c(,lpital structure adopted forSDG&E, " . 

. ' ~., _.. ~ •. _~ .: .. '. ' . , . - i : _" .'. ~ . , ,',.o. 

including (the 49._5%. equity ratio. . -. . . - , ~ ~. \ ~ 

Conclusion,of.Law 
\. , ~ : • " ~". <; 

-ORA'S petition should be denied. " "f ~ , . . . ~ , • • - .-

ORDER 

IT. IS ORDERED that the petition:formodification of 
• " • ~ '; ) ',' < .; • 

0.89-11-;0.68 filed by the Division of Ratepayer Advocates is denied. 
" :' , " - ~ . ,,' -" : 

,This order is effective today. 
i ~ ': 

Dated August 8, 1990, at San Francisco, California. 

I will file a written dissent. 

/s/ FREDERICK R. DUDA 
Commissioner 
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FREDERICK R. nUDA, Commissioner, dissentlngt 

I dissent from today's decision for the same reasons I 
dissented from the portion of D.89-11-068 which authorized the 
inclusion of capital leases in SDG&E's capital structure. Decision 
89-11-068 allowed the utility to recover the cost of capital leases 
both through operating expense allowances and throU9h returns on 
equity that arc ekcessive in light of the 49.5% ratemaking equity 
ratio that resulted from the inclusion of capital leases in SDG&E/s 
financial capital structure anaiysis. 

SDG&E's 49.5% equity ratio is excessive when Compared to 
the equity ratios of other energy utilities and should result in a 
return on equity that is lower than the returns on equity earned by 
such other utilities. After capital leases are taken into account 
and a Hfinancial capital structure,H as opposed to a ratemaking 
capit~l structure, is determined, the equity component of that 
fin~ncial capital structure is according to SDG&E's own testimony 
still 120· to 270 basis points higher than the equivalent equity 
ratios of Pacific Gas and Electric and southern California Edison. 
Traditional ratemaking principles hold that higher equity ratios 
reduce utility risk and that utilities facing reduced risks shOUld 
earn lower returns on equity since investors do not require as 
great a financial reward for their investments in such utilities. 

The Commission has now erred twice in granting SDG&E an 
equity ratio that is excessive when compared to the equity ratios 
of comparable utilities. It has also twice erred in authorizing 
SDG&E to earn a return on equity that does not reflect the lower 
risk accompanying SDG&E's increas~d equity ratio. 

The Conmission is unable in its two decisions to explain 
why it now accepts SDG&E's argument in favor of a 49.5\ equity 
ratio despite its rejection of this arqument in several previous 
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e deoisions which eXcluded capitai leases from capitai structure 
-arial.ysis and·- imputed- lower

c 

eciuity rat-ios than -thOse s6ugh
C

t bY 
SDG&E. There were no new facts or changed oircumst3nces to rely 
upon for this inconsistent resuit. 

Nor is the commission able to explain why it does not 
iower the return on equity it awards SDG&E to reflect the reduced 
financial risk it faces as a result of the increased equity ratio 
authorized by D.8~-11-068. 

The ALJ's original proposed decision adopting a 48% 
equity ratio was correct. The final version ot D.89-11-068 is in 
error. The errors in 0.89-11-068 are repeated in today's decision. 
The Commission can and should do better than this result. 

August 8, 1990 
San Francisco, california 
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