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~'0niaahuary-12, 1990;‘the Division of Ratepayer Advodates
(DRA) filed a petition for modification of Decision (D.) 89-11-068.
That ‘decision established the 1990 ratemaking cost of capital for
the major energy utilities, adopting for each utility a ratemaking -
capital structure, return on common equity (ROE), cost of long-teérm
debt, cost of pfeferred stock, and oVerall rate of return on rate
base., . C

“DRA'téQueéts—that the ratemaking capital structure
established for San Diego Gas & Electric Company (SDG&E) be
modified. ' D.89-11-068 adopted a capital structure for SDGSE. .
consisting of 44.25% long-terin debt, 6.25% preferred stock, and
49.50% common equity. DRA requests that the equity ratio be
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in the proposed decision (Public Utillties Code § 311(d)) The
ALJ's oplnlon had, in turn, adopted the capital structure arei
recommended by DRA in the procgedlng. DRA eéstimatés that the
marginal- revenue: requirement résulting from the Commission’s
adoption ‘0f SDGEE”s requested capital structure over the imputed
capltal structure it had: proposed is approximately $5 million.

“In support of the lower equity ratio it proposes for
SDG&E, DRA:-refeéers to. the. hlstory of the Commission’s.treatment of -
SDG&E‘s ‘capital ’ structure since 1985 (D.85-12-108, D.87-12-068,
D.88-12-094, and D.89-04~ 051). DRA believes that the Commission’s
adoptlon of a 49.50% equlty ratio for SDG&E in D.89-11-068
represents an abrupt departure from this line of decisions, in
which the Commission éxpressed its concern over SDG&E's equity
ratio, and imputed hypotheticai équity ratios lower than those
proposed by SDG&E.iH IR SRR \

DRA belleves that the CommlsSLOn 1ncorrect1y accepted
SDG&E’s argument concerning long-term capital leases. SDG&E had
argued that -DRA‘s imputed capital structure ignores the use of
these leases, therxeby penalizing it for having entered into these
financing arrangements that have benefited ratepayers. DRA a;guesu
that based on the testimony described on page 63 of D.89-11-068,
SDG&E’s equity ratio is excessive compared to those of other -
California utilities.  DRA 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 additional revenue
through the adoption of an equity ratio which is higher than those
of the other utilities to reflect the existence of SDG&E's capital
leases.
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As an® alternat1ve préposal =i f SDG&B'S capitallstructure'
is not modlfied, DRA reques%%pthat SDG&E‘s ROE bé yedﬁged from the
12.90% authorlzed by Di89L11t 068 ¢ DRAfaSSertsfthat authorized
returns should be lowered when a firm’s rateméking equiEy ratio is
allowed to increase. DRA does not spécify the extent to which-:itaia
proposes thé ROE: be 1owered: T T ot s ar sl
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VU OR' Féebruaky: 8,41990, SDG&E filéd:a responséi in opposition.
to DRA's petition.  SDG&E'disagrees:with DRAfs:>contention:that .:..i;
D.89~11-068 Tepreséents’a departuré’ from éarlier:decisions« - SDG&E::i;
states that‘thércommissiOn?réCogniZedithefimpactgof%éapitalﬁleaseSa
in setting SDG&E’s cost of capital-as early-as 1979,:in:D.90405. .- -

: {7 SDG&E contends that' it was appropriate:for thé:Commission
to ‘consider thé' impact of: long-term leasé obligations-as long~term. .
debt’ for the purpose of comparing its capitalistructure with those
of other utilities, and that doing so did not: result in double .. -
counting of.-'¢osts which are recovered as! operating expenses.-::SDG&E;
contends that when the effects of the leases are:considered, the
adopted equity ratio 'is reasonable in comparison to' those of the ' =
other California utilities. ' SR : :

SDG&E also contends that DRA’s petition is procedurally
defectivée, noting that under Rule 43 of the Rules of Practice and
Proceédure (Rules), petitions for modification should only be filed
to make mlnor changes 1n a CommlsSLOH dec131on. According to
SDG&E, T '

"The only authorized prodedure for!requesting
non-minor changes is by application for

~ rehearing filed within 30 days of the date of .
issuance (i.e., mailing) of the declslon (see
. Rule 85). - :

*[T)he DRA petition seeks to reverse: totally the .
Commission’s decision on a critical issue which

- was exteénsively 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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: IDRA-hasnforfeited its, 0pportun1tyftoireques§

.~ the. Comm1551op S reV1ew of  this issue by
. appllcatloﬁ for rehearing’ Ehrbugh its faflure’ !
buvitoifileisuch-an:application:within:the . -
G F iy de31gnated t:lme.,w
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proportion of equity in 1985, and while we adopted an, equlty rat10
of "48.00%:for 1989 -based partly on exclusion of; leases: from debt,
these facts:do:not:negate:our;determination;- from the evidence .in. .
this:yeéar's proceeding;: that 49;50%fi$rthe;appropriatg‘equity;rapipi
forESDG&E?for'1990:1'~we<do not - agree:that. our  determination:
represents. an:abrupt departure from earlier.decisions.: - ., :, ... .

‘Othér arguménts raised by DRA':in support of. the requests
were already: addréessed by. the Commission.in D.89-11-068, and need -
not: bé addressed: in detail here. The issue of whether, the capital.
lease financing used by SDG&E (which all parties agreed has S
bénefited: its-ratepayers) should be taken into. account when. .. ..
evaluating SDG&E‘s capitalization in. comparison with: other .
utilities, and the comparisons themselves, were fully lltlgated by“.
the parties and considered by the Comm15510n.2 ' We find nothing

LN RN

1 Nor’shoﬁld partiés assume that our édbplion df’é>49;50% fﬁtio'
for 1990 in any way signals a lessening of such concern on our
part. As we stated in D.89-11-068, at page 35:

*It should: be emphasized that we are not eXCusing [the energy)
utilities from their burden of showing that their capital
structures and their ratemaking capital structure proposals
are reasonable and justified in cost of capital proceedings.
We anticipate that capital structure issues will continue to
be important .parts of these proceedings, particularly the
question whether equity-rich structure should be adopted."

2 While we égfee that SDG&E?s'past use of lbﬁg-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 DRA‘s arguments, and we find no grounds to chaiige Sup'pnib i
determlnatlon that it is approprlate td' 'take ‘SDGEE 8 'ovérall o
capltallzatlon “{nto accéhnt when'* compéring it €0 ‘other utilities 1!
alid ‘that’ ‘doing 86 does fiot’ Yesult i overcompeﬁsétlén “or 'double
counting of costs. We conclude that the request to’ adjust‘SDG&E &
1990 authoflzed cap1ta1 structure “$hould bd'denied ' it b
RS | 1 requestlﬁg that ‘we establish 4 1éWer ROE for SDGLE - lf‘
the equlty ratio is not reduced DRA has appafeﬁtly -assuméd that o
the Commission failéd t& takeé intd-'décount risk fastors related to
the theoretlcal tradeoff between equlty ratids ‘and’ réturns Yequired
by 1nvestors (a tradeoff ‘which W& redffirm {d principley). Such an
assumption is in error. 'Th establlshlng thé avthorizéd ROE ‘of {1
12.90%, the Commission gave specific fedognltlon"to ‘the oveféll~‘;
level of business and financial risk facing SDG&E,’ includindf{the}’’
adopted capital structure.” (D.89-11-068; page '69;' émphasis

added.) There is no basis for adjusting the authorized ROE.

DRA requests signif{cénE chgnges in our order in
D.89-11-068 as it pertalns to the ma]or issues affectlng SDG&E's
authorized cost of capltal. ‘However, ‘we do not need’todecide

whéther the request should have been filed as a petition for =~ -
modification or as an appllcatlon for rehearlng since in either
case it fails on its merits.
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1.:7.0n. January 12, 1390, the DlVlSlon of Ratepayer Advocates
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(DRA), filed a. petltlon for modifrcation of D 89 ll 068.”?f e sigue

o 20N, Februaryzg,,1990, SDG&E flled -2, response 1n opp051tion
to DRA'S petltlon.

dr.ur[a

S Ca trle it e et stans i ;
3. The issue of whether capltal leases should be taken 1nto
account -when, evaluatlng SDG&E's, capltalizatron 1n comparison w1th
other utilities, .and the resultrng comparlsons themselVes, Rere

extensively lrtlgated by the partres .and conSLdéred by the
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Comm1351on in D.89-11-068, e S e
i ‘4. In establxshlng the authorlzed ROE of 12 90%, .the

1nclud1ng the 49 5% equxty ratlo.
Conclusron of . Law

-DRA’'s petltlon should be denled.

ORDER .

IT IS ORDERBD that the petltlon for modiflcatron of ‘
D.89-11- 068 filed by the D1v151on of Ratepayer Advocates 1s denled.

.. This order is effective today. N : .

Dated August 8, 1990, at San Fran01sco, Calrfornla._

G. MITCHELL WILK
President
STANLEY W. HULETT
JOHN B. CHANIAN
PATRICIA M. ECKERT
Conmmissioners

I will file a written dissent.

/s/ FREDERICK R. DUDA

Commissioner | CERTIFY THAT THIS DECISION
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' FREDERICK R. DUDA, Commissioner, dissenting:

I dissent fron 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 structuré. Decision
89-11-068 allowed the utility to recover the cost of capital leases
both through operating expense allowances and through returns on
equity that are excessive in light of the 49.5% ratemaking equity
ratio that resulted from the inclusion of capital leases in SDG&E’s
financial capital structure analysis.

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 ”financial capital structure,” as opposed to a ratemaking
capital structure, is determined, the equity component of that
fihéncialrcapital structure is according to SDG&4E’s own testimony
still 120- to 270 basis points higher than the equivalent equity
ratios of Pacific Gas and Electric and Southern caljifornia 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 utilitjes.

The Commission has now erred twice in granting SDG&E an
equity ratio that is excessive when conpared 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 acconpanying SDG&E’s increased equity ratio.

The Conmission is unable in its two decisions to explain
why it now accepts SDGLE’s argument in favor of a 49.5% equity
ratio despite its rejection of this argument in several previous
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deoisions which eXcluded capital leases from capital structure
analysis and imputed lower equity ratios than thoseé séught by
SDG&EB. Theré weré no new facts or changed circumstances to reiY
upon for this inconsistent result. _

Nor is the Commission able to exbl'air‘u why it does not
lower the return on equity it awards SDGLE 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 proposéd decision adopting a 48%
equity ratio was correct. The final version of D.89-11-068 is in
error. The errors in D.89-11-068 are repeated in today’s decision.
The cCommission can and should do better than this result.

Fréderick R. Duda, Commissioner

August 8, 1990 )
San Francisco, California




