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. This oxder establishes.the 1992 ratemaking cost of:
capital for Pacific Gas and Electric Company: (PG&E),. Southwest Gas
Corporation. (Southwest), Sierra Pacific Power Company (Siexrxa: . .-
Pacific), Southern California. Gas Company (SoCalGas), San Diego. Gas i~
& Electric Company (San Dlego), and Southern California Edison:
Company (Edison). : . N A SRR T

Upon: consideration of the market condltlons, trends,
quantitative models, and joint recommendation of the:parties:to::
this proceeding, we conclude that the 1992 authorized return:on .
common ecquity and: overall return on rate base for the: energy
utilities should be: ' FRCTE R

ns;l;:x Qemmen_ngnxsx T Be;yxn,gn_xe:e.ngﬁe

PG&E ™ S Taa.e8% - T Yol 76% NENE
Southwest e 25 s qfﬁwu,ffgﬂﬂﬁlxlze
Sierra Pac;f;c ,u_,_lz 75 i 20407,
SoCalGas 7 12.65 Tt 100490
San Diego: - 12,65 .o ovvr o0 LOTSY PR
,Edlson o 12 65 . SRR -10 59_. e

These rates of return. on.-common’ equzty and.rate basevare.
less than- those requested by-the utilities: and less than:currently:: = :i:
authorized by the Commission. With the adoption of the above= . .u: ~,0°
mentioned returns, each utility’s:revenue requirement-for the 1992
calendar year will be reduced, directly resulting. in-lower:energy.
costs to the ratepayers. PG&E’S revenue requirement. will-be::
reduced by approximately $33.3 million, . Southwest’s:by .o. v
$0.3 million, Siexrra Pacific’s by $0.3 million, SoCalGas’ by:.:
$11.6 million, San Diego’s by $6.8 million, . and:Edison’s by,
$22.8 million. - _:- B N S PSRN Bl TN
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IX. Exocedural Background
Pursuant to Decision (D.) 89-01-040, the rate c¢ase plan

for PGLE, Southwest, Sierra Pacific, SoCalGas, San Diego, Edison,

and Pacific Power & Light Company (PP&L) was modified by removing =

the cost of capital issue from these energy utilities’“general“ratei1ﬂ

case (GRC) proceedings and established a:separate generlc, ‘annual
cost of capital (ACC) proceeding. SR A DESETRE At I S

Beginning with May 8, 1989 and contlnulng on: the'same '
date in subsequent. years, each of the seven energy utilities is
required to file an ACC application for rate' adjustments: which- -
reflect its projected cost of.capital for the following. year. - The‘r?*
ACC process. provides for the new rates to be implemented on-: = 0 " "7
January 1 in conjunction with the utility’s pending: GRC: or™
attrition rate adjustment filing, as applicable. i

PG&E, Southwest, Sierra Pacific, SoCalGas, San Diegow-m
and Edison filed ACC Applications (A.) 91-05-016, A 91- 05—01&,
A.91-05-019, A.91-05-022, A.91-05-023, and A.91-05-024, . fguz
respectively. Because PP&L’s 1991 GRC decxsmon (D.90- 12-022)
exempted PP&L from filing its May 8, 1991 ACC application, PP&L ‘did
not actively participate’in this proceeding. ' Accordingly,this

order addresses only six of the seven.enerqy utxlmtles-under the R

ACC process.. TR i ‘
The energy utilities’. ACC applications were consolidated i -
into one:proceeding at the June 25,:1991 prehearing conference,” :
pursuant to-Rule 55 of ‘the Commission’s Rules of Practice: and-

Procedure. Evidentiary hearings.were held on September: 3 and 5,- = .7

1991 in San Francisco:. ' The proceeding was submitted: upon the. .
receipt of late-filed Exhibit 18, Data. Resources, Inc.’s (DRI) .
October 1991 ”“control” interest rate forecast on October 9,:1991.
Testimony and evidence was submitted by each of the
energy utilities, by the Federal Executive Agencies (FEA), by the
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City of Los Angeles. LA), and by the Division of:Ratepayexr: .= ..v o -
Advocates (DRA).. Although the City of-San'Diego.did:not present .-
testimony or- evidence, it actively participated in the:proceeding.. .
Six other interested parties, including Toward Utility Rate: .~
Normalization, filed appearances but did not- act;vely part;c:pate
in this proceeding. : : ST ‘

. Briefs were flled by PG&E and the FEA on September 20,
1991. Reply.brzers were filed by DRA: and Edison on September 27, - .-
1991. , . S C T A S L R -
Protest letters were received from more than,600:::..

ratepayers. The concerns of the protesters included: objection to . '

any increase in rates because. of ratepayers’ limited' income,

unemployment, recession, and the need for utilities’ stockholders . ..
to share risk with the ratepayers. ' The following table: summarizes - . ..
the number of protest letters placed in the respect;ve utmlxty* Lo

formal file:

‘ Lo < PRI .. . e e
- - .
geility - . 0 oo oletters. o 0w g
. . B . - . - . ‘
Lot

PG&E I 1
~Southwest T P LR RPN S © USRS I
Sierra Pacific == . . o
Socalcas P . ’ Do e aahLE
San.Diego. . .- S i by S
JEBdison - oo e

IIX. mm_mmm -
At the beginning of the evidentiary hearing on’
September 3 and prior to receipt of prefiled testimony,'DRA
informed the administrative law judge (ALJ) that’ DRA and the
utilities wanted to introduce a joint exhibit prefentmng 2 proposed
settlement agreement.
No party present at the evidentiary hearing objected to

the introduction of a joint settlement exhibit. However, because
five of the seventeen partles who flled an appearance of. record at

e
IOTNATL T

e L N — e \
e T
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the prehearing conference were not present at the evidentiary'’

hearing, the ALJ instructed DRA. to- inform the parties not'present: = i

of DRA’s. intention to file a joint exhibit recommending. settlement S

of this proceeding, and of DRA’s requested waiver of the’
Commission’s rules on stipulations and settlements. ' . S

DRA contacted each of the appearances of record that did
not attend the first day of evidentiary hearing, none:of which
expressed an interest in contesting a proposed joint settlement

agreement and none of which appeared at the subsequent hearing. No-

party objected to the waiver of the Commission’s ruleS-on
stipulations and settlements. . - -~ - Ca ey T
Because no party objected to a waiver of the: staPulatlon

and settlement rules and because Rule:51.10 of the Commission’s -

Rules of Practice and Procedure provide that two or more-parties-
may sponsor joint testimony in a Commission® hearing without:

application of the rules, the ALT allowed the joint testimony to be '

introduced into the record on September 5, 1991.

The joint exhibit sponsored by DRA‘s Mowrey and signed by
all active partiesl of record was received into evidence as
Exhibit No. 17. Mowrey was cross—examined by PG&E Edlson, and the
ALJ. The joint exhibit recommended that:

a. SoCalGas, San Diego, PG&E,. and Edlson be
authorized a 12.65% return of common equ;ty
for the 1992 calendar year.

b. Southwest and Sierra Pacific be authorized
a 12.75% return on common equxty for the
1992 calendar year.

c. " The capital structure recommended: by the"

~individual utilities be adopted for the. Hﬂk‘ywﬁ
‘ 1992 calendar year. S

1 The.active. partles were DRA, 'Edison, SoCalGas ~San'Diego,.r n v

PG&E, Southwest, Sierra Pacific, FEA and the Department of the
Navy, the City of 1A, and the City of San Diego.

-5‘_'"’"
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d. The: costs of long-term debt and preferred .. . o
stock be based on data available from the .
October 1991 DRI control forecast. o

All partles to the exhlb;t except for FEA agreed to_.””

extend their best efforts to assure adoption of these.,w.,w, .
recommendations as the basis for the final authorlzed return on . .
common equity for each utll;ty. FEA supports the jOlnt exhlbmt'
with the exception of Edison’s return on.commen equity.

As part of the joint recommendatlon, the signatory
parties concur that none of the filed recommendations, prlnczples
or methodologaes in the testamony or exh;blts of any of Lhe .. .
agreeing parties underlying the joznt recommendataon shall be J
deemed as precedent in any proceedxng or any l;tlgatlon, except lh
order to 1mplement the agreed upon recommendatlons in thxs

proceeding. The smgnatory parties expressly reserve the rlght to _:‘

advocate dxfferent principles or methodologies from those
underlying the joxnt exhibit in other proceedlngs.

S;mxlarly, if the jOlnt exhlb;t is not. adopted the

SLgnatory part;es expressly state that Rule 51 7 shall apply and
that the sxgnatory partles may. wzthdraw thelr jomnt recommendatmon

to advocate any position supported by the;r admlttedutestlmohy‘or”'

exhibits in hearings, briefs, comments on a proposed decisionr‘.,_f, .

rehearing or judlcxal revxew.T E S e
_ The mere agreement among actlve part;es, except for FEA
regardlng Ed;son s return on common equ;ty,_does not, supersede or.

restrlct our analys;s of the record to determane the_approprlate

capatal structure, cost of debt and preferred stock, and return, on‘;L;,

this poszt;on quite clear when he mnstructed the partres that Xbe.. ..

common equ;ty for the utrlztaes' 1992 calendar year. The ALJ madeﬂ

agreeing partzes would need <o have at 1east one w;tness ava;lableg
to testlfy on the jOlnt agreement and that the wmtness would need
to substantlate that the proposed agreement is dn the publmc
interest.

T oy
. e " P
el e Sy

P N Ty,
[ e
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To assure ourselves ‘that . the proposed settlement
agreement is in the publzc 1nterest 1t is. necessaryjmo ‘review and
analyze the partles’ preflled test;mony entered into the record
prior to address;ng the merits of the joznt ‘exhibit. Sect;on Iv

addresses the generic issues identified in the preflled testlmony o

and Section V‘addresses the merrts of the JOlnt exh;b;t.

We have established a generlc ‘annual proceedlng to o
consider the cost of capltal for major'energy utilities. However,
it does not necessarlly follow that' a uniform return on’ equlty or
rate of return on rate base should be’ appl;ed to ‘each of the seven
energy utilities. This is because’ each of these utmlltzes has
unique factors and differences that need to be considered in’
arriving at a reasonable return. These unlquo ractorst&n&L”"
differences encompass four distinct areas: capital structure,'cost
of long-term debt, cost of preferred stock, and return on’ common

equity. However, in this consolidated’ proceed;ng PGSE propoees to "

add incentive returns on common equlty for renewable resources as’
an additional factor. : ‘
Capital Stxucture

Capital structure is comprised of‘long¥tern‘debt

-

r,.;‘..)~~

preferred stock, and common equity.’ Because the level of flnancxal

risk that a utility faces is determined by the proportlon of Lts E
debt to permanent capital, or its leverage, our overr;dlng concern
with the utilities’ capital structures is to ensure ‘that’ equlty

ratios we adopt in determining overall rates of return on rate«base

are no greater than required to maintain reascnable credit’ ratxngs o

and to provide the utilities the ablllty to attract’ capltal.

We considered adopting an optlmum capxtal structure tor
ecach energy utility in D.89-11-068. However, upon rev;ewang the
evidence presented in that proceeding, we concluded that the

- 7 -,

e
o
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utilities should be grven someadlscretlon to- manage their .
cap;talmzatlon with a view towards a balance between shareholders’
interests, regulatory requirements, and ratepayers’ 1nterests.‘ff
Therefore, 1n,tead of adoptlng an optimum financial or: ratemaklnq
capital structures for each of the energy utilities, we concluded
that we should contlnue to evaluate capital structures on’ a
case-by-case basis in proceedings such as in the ACC f;lmnqs..

The utilities’ requested capltal structures ror 1992
although dast;nctly dlfferent from each other, are very srmllar, 1f
not ;dent;cal, to their respect;ve 1991 authorzzed capltal :'
structure. As testified by DRA’S Quan in Exhlbmt 6 the capltal ”
structures requested by the utmlzt;es do not slgnlflcantly devaate |

from the capital structures authorlzed by the Commass;on over the o

past five years. DRA concluded that the utllltles' requested
capital structures for 1992 are reasonable and should be used to
set the 1992 authorized rate of return. . N |

FEA concurred with DRA that PG&B's, Southwest’s,dn”,
SoCalGas’, San Dlego s, and Edison’s requested capltal structures
were reasonable. However, FEA’s Legler recommended that the ; ‘
utilities’ capital structures be updated for known and measurable
changes at the time a decision is rendered.“ FEA presented no
testimony on Sierra Pacific’s requested caprtal structure.

The City of LA‘’s testimony, restricted to SoCalGas only,
shows that it concurs with DRA’s and FEA‘s oprnzon that SoCalGas'
requested capital structure for 1992 is reasonable-n, N

The follow1ng tabulatlon shows” the ut;l:t;es' requested
1992 capital structures wh;ch are not d;sputed by any party to the
proceeding: : o : T
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'

. Long=term - Preferred . Common- -~ Total: . ... ... .

Et;l;&! . ___DSDEL_ _,ﬁtesx__,W\BQEASx,, §3rncturc

PG&E T 47.50% -5.75% . -46.75% - LO0000% |

Southwest 50.00 5.00  45.00  100.00

Sierra Pacific 50.91 - '5.97 - 43.12 100.00

SoCalGas-.  43.80 - -10.10- . - 46,10 . 100.00.".

San Drego 44.50 ‘ 6.00 L 49.50 . ..100. 00_

EBdison - ©48.00 6 oo 46.00 “100 oo
EQﬁE_QX_LQES:IQKE_DQDS . : ) s

 The forecasted cost of long-term debt is based on the

utility’s actual, or embedded, cost of long-term debt. However,dduud

because we establxsh the cost of capztal on a forecast bas;s each
year, future ;nterest rates ‘must be antmczpated to reflect
projected cnanges in the utllltxes' debt costs caused by the
issuance of new debt and by the retirement of old debt.

Pr;or cost of capltal proceedlngs generated a‘ﬂ ‘
considerable debate on the val;dlty of various lnterest rate
forecasts and on the appropriate methodology for equatlng forecast
AR utility bond rates to other bond ratlng However, by .
D.90-11-057, we adopted the followxng recommendat;ons of workshop
held to settle the interest rate forecast issue.

a. To use the DRI Control AA utllxty vond .
forecast adjusted to the utility’s specmfmc
bond rating for the cost of debt and. - ..
_preferred stock over the rate perxod.

b. To use the wemghted average .of the most
recent 36-month of Moody’s recorded Aa—A
data ending with the first quarter of the
filing year, rounded to the nearest: five
basis points for utilities which do not

“have an Az bond rating. Utilities with -~ -
split ratings would use half of the spread.

c. To use the latest DRI update (October)
to finalize the embedded cost of debt.

d. To not adopt a standard forecast for use in
the development of the cost of equity, but
to use DRI with one scenario in models
which use an interest rate forecast.




Although the above=-mentioned:procedure:was adopted fox
the purpose of calculating the costof long-term debt: for ACC.:
applications, the partles calculated different long-term debt
estimates. This is because the utilities’ test;mony was based: on
data conmpiled prior to May 8, 1991 and all other partles' testlmony
was based on data compiled between May 8 and August 2, 1991, well
before DRI’s Qctober control rorecast was published. S

Slmllar to the parties’ posmtlon regardlng the’ utllltles'
capital structures, the parties concurred that the adopted cost of

A.91-05-016 et al. ALIJ/MFG/tcg T P A

debt should be the utilities’ actual costs updated to reflect the

October DRI control forecast. ~The follow;ng'tabulatxon shows each
party’s projected cost of 1ong-term debt prxor to an 0ctober 1991 R
DRI update' i

7 city of

EKAALSY D&LLASx __DBA__ _—EEEL_ ._IAe__
Southwest - 10.02 L2008 . .. XOU02 ... CNA oo IR
Sierra Pacific 8.07 .. 8.07 NA . O NA_
SoCalGas '9.53 T 9.49 0 7 T 9.48 T 9, &4 ’
San Diego 9.29 Cr9u28 Lo 9u29 o, o NA L
Edison L 9407 9003 i o 906, Lo NA

seet_gx_zrezemdm

The ccst of preferred stock is, developed from the same
process used to progect long-term.debt cost. : Because PG&E,
Southwest, and Sierra Pacific do not plan to rssue new preferred
stock in 1992, the embedded cost of preferred stock for these three
utilities were used by all partles.,‘ ,

Differences between the partles in the projected costs of
preferred stock of SoCalGas, San Diego, and Ed;sonroccurred because
of the ut;lltzes’ intent to issue new preferred stock ln 1992 and

pecause of the use of DRI forecasts. from d;fferent tlme per;ods.\,f*w:
However, each party concurs that the utll;tles' costs of preferred .

stock should be based on embedded costs updated to reflect the - .
October 1991 DRI forecast for new issues. The followxng tabulat;on

- 10 =~ .
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shows ¢ach party’s recommended cost of preferred stock: prror to
being updated to reflect the. 0ctober“DRI forecasty ‘ e

Southwest  9.57

Sierxa Pacific 7.74

SoCalGas . 6.04.

San Diego . o 7.39 . .

Edison = 7.66

R o 'J:"i | § | e

We attempt to set return on common equlty at a level oz

return commensurate with market returns on, rnvestments hav;ng .
corresponding rzsks and adequate to enable a ut;llty to attract ’
investors to finance the replacement and expansion of a utllrty's
facilities to fulflll the utility’s public utility service
obligation. To accomplish this objectrve we have consxstently
evaluated the followrng three consrderat;ons prior to arrrvnng'at a
fair return on equity for the larger energy ut:.l:.t;.es-‘ ST .

a. The application and rnterpretatron of
financial models may not accurately reflect
all of the intricacies of the frnancral
market. S e

Market cost of equlty ‘capital reflects -
risk, such as. the exposure of 2a utllrty’
_earnings to variability 1n fuel cost and
sales levels.

Cost of capltal varzes in the same

direction as changes in the general level

of inflation and interest rates. e

Historically, quantitative’ financial models have been'l

used as a starting point to estimate a fair return on equrty. ' The
models commonly used in ACC proceedzngs are the Discounted Cash
Flow Analysrs (DCF), Risk Premium Analysis (RPM), and the Capltal R
Asset Prrcrng Model (CAPM). - Detarled descrlpt;ons of each SR
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financial model are contalned in the record and are not repeated

here. e e e e e '_. JenY o -,";i",'?v

The :;nanczal models.are used only to establxsh a range
from which the" parties apply their individual' judgment to determine
a fair return on common eguity. Although the partles agree that
the models are objectlve, the results are- dependent on the -
subjectlve anuts. From these subjectlve inputs the partles
advance arguments in support of their respective analyses and in
criticism of the inbut assumptions used by other parties. These
arguments will not be addressed extensively in this. oplnlon, s;nce
they do not alter-the model results. 1In the f;nal analys;s, rt s
the applmcatlon of judgment, not the prec;slon of the,e models,
which is the key to seclecting a spec;flc return on common equ;ty
estimate within the range pred;cted by analysms. B

The DCF, CAPM, and RPM models were used by a majorlty of
the parties to the proceeding. Consistent with’ prlor ACC

proceedings, the FEA did not use the CAPM model, and the c;ty of LA N

did not rely on any of the financial models. Rather, the" C1ty*or
LA relied on its observation that short-term lnterest rates and
long-term bond yields are decl;nlng, the ‘current rate of lnflatzon
is lower than the prior year, earnlngs on common equlty of’ 1arge
enexgy utilities are on a downward trend’ and are now at 12% or
less, adequate pretax lnterest coverage could be malntalned at a
12% or lower return on COMMON equity, and the current rlsk
situation does not justify a hzgher return on common equzty. The
following table summarizes the broad range of results der;ved from "

the various financial models used by the ut;lxtles, DRA, and other

znterested part;es*i
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PG&E Southwest
1L.20%- - Southwest 9.47%~ 14.49%

L1777 = SB4 o CDRA LU 11.93Y _.13 54

. 11.40 - 13.80 - . . FEA. . .10.80., 12 60

e ST B et v S

o,
. B

sierga SoCalGaf

Sierra  12.07%- 13.60% ~  SoCalGas  12.84%- 15. 3s%if?fn::;

DRA - . * 11l.45 =:13. oI DRAS T 12419 =015.09
L FEA . . .10.50 = 13.40
Cmty or LA 12 50

e L

San Diege - R Edlson o
San Diego 11.60%-=-14.00% . . Edison. .7 10:54%=715.63% .o ol
DRA . 10.82 = 13.33 . ..DRA. .. 1l.57.-.13.68"
FEA 10 90 -'13 10 FEA e 10 50 - 14 40

These broad renges o! return on common equ;ty were .
fine-tuned by the partzes to reflect thelr 1n£ormed judgment thh
respect to anreased f;nanc;al, busxness, ‘and regulatory rxsks
expected to occur mn 1992.

- B e IR T AN ey
. PR ‘ . . 3 . . ¥
B . R . . [EETA A
3 3 -
L . vem .

F;nancxal r;sk ;s tled to the utllmty s. capztal L
structure. As explained in our capztal structure discus szon, the
level of flnanczal risk that a ut:.l:.ty faces is determlned by .the, .
proportlon of lts debt to permanent cap;tal. In general the lower
the proportlon of a utllzty s total capztallzatxon consmst;ng of
common ecquity, the higher the flnancxal risk. Therefore, .as, a
utility’s debt. ratio increases, a hlgher return on equity may be
needed to compensate for that increased rlsk._H ,

However, Ln th;s proceedlng none of the utllltles has
proposed a major change in its 1992 capltal structure from its 1991
authorized capital structure. Further, there is no dispute over
the level of any utility’s proposed capital structure. Absent a
major shift in a utility’s capital structure, there is no
additional financial risk associated with debt/equity ratios to

consider.

aIW T
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- - .Business risks pertain to uncertainties res ultang :rom
competition and the economy.-: With respect to. the increased:
business risk outlook for 1992, the utilities considered
uncertainties concerning the timing and level of new genexating™
capacity to meet growth demands and potential new environmental.
regulations. Components of environmental risks included future air :
pollution control standards and future requirements of the
California State Water Resources Control Board’s water quality -
plan. - _ .. E B . . ST

. The enerqgy utilities"assessment of a fair return on:
common equity also reflected increased business risks from the
deregulation of the gas industry and deregulation’s effect on the
utilities’ ability to secure reliable sources of natural gas.  The
utilities adjusted their returns on common equity to reflect
increased risks due to bypass,.the Kern River/Mojave interstate. gasﬂ-
transmission pipeline project, and their reliance on. purchased.:
power contracts. VTR S i RS L

. On the other sxde, DRA’s outlook for the energy. utxlltles:
in 1992, as stated in its prefiled testimony, did not expect -any '
significant chaniye in the investors’ perception of business risk as
it relates to the California energy utilities. B S

[

LN
. fa

~ Economic conditions were also a factor in the utilities’  ~

assessment of upward risks as related.to return on common:equity.: -

The utilities’ testimony reflected optimism that interest' rates and "~

the recession have reached the floor. and that the economy.-is:in.
recovery. As part of this. recovery, they believe that upward::-

pressures of risk will occur from perceived volatility.and ' .. owo 00
uncertainty of both inflation and interest rates: -However, at the. . . .,

same time, the utilities recognize that recent data may provide.a:.
clearer picture of their business risks for 1992 as 1991
progresses.
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Requlatoxy Risks DM i

. Several of the wutilities adjusted: their. requested~returns

on common equity to reflect their belief that: new risks for -
investors may result from,future.regulatory-actaons-that‘we, and-
other regulatory agencies, might take. ' Among the: myriad: of: pendzng
proceedings that the utilities view as risk related.are: = "7

Ratemaking (R.). 90-02-008 regarding the structure of gas-utilities

procurement practices, Investigation .(I.) 90-08=006 regarding an
incentive regulatory framework that could replace the traditional-

cost of service procedure for the energy utilities, and I.90-09-050""

regarding the practices of transmission access and the wheellng of
energy. . N CLome s T
A second area of/regulatory‘risk iz the regulatory:: .

disallowance of operating expenses and rate base additions found by
the Commission to be imprudent. An example of this type of risk. -
cited by San Diego is a DRA recommendation, in a proceeding not ' - -

specifically identified, that:approximately $8.2:million of

San Diego’s future investment in San Onofre Nuclear Generating
Station (SONGS) Unit 1 be dlsallowed erespectmve of the- prudency
of the expenditures. & - o '

. DRA- strongly-dzsagrees with-the utilities’ negative view "~

of regulatory risks that may occur from pending actions by the
Commission.. Quan’s testimony showed that the California:regulatory
climate is perceived to be very good:. ' This: is substantiated by
Merxrill Lynch’s rating of the.requlatory.environments: in which

energy utilities operate. ‘In: fact,”on a scale of 1.to'5; with 5 as

rost favorable, Merrill Lynch recently raised its rating-of’
California’s regulatory environment from: 4=~ .to 4. Investors” - -

assessment. of- perceived requlatory risk in-California is not.what = 7w

the utilities would like us to-believe; according.to DRA. '~
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Renewable ReSOUXCes . . - .. oo vl Do dvnn ot s

Besides reflecting informed judgment into ‘the
determination of a- reasonable return on-common equity with respect
to increased financial, business, and regqulatory risk, PG&E..
believes that the development of alternative and renewable : - ..
resources® should be an additional factor to consider -in .
determining a fair return on common equity.

PG&E explained that it operates an extensive renewable
resource system representing approximately a $1.5 billion - .
investment, including the largest investor-owned hydroelectric
system in the United States and the world’s. largest commercial -
geothermal production facility at the Geysers. ' It asserts that the
additional consideration of its renewable resource system justifies
granting a return on common equity at the higher end of PG&E’s
11.20% to 13.92% range. PG&E:believes that: the additional. .:
consideration of its renewable resources is consistent with Public .

Utilities (PU) Code § 454.3. . .- - S I
cPU Code § 454.3 provmdes in- part that the Commiss lonhmay,

approve an increase of from one-half. of 1- percent to 1 percent. in- -
the rate of return otherwise allowed an electrical corxrporation on. -
its electric plant for investment in facilities that are either:

a. -Designed to generate electricity from a
renewable resource subject to Resources .
Agency review of 1ts envxrcnmental ;mpacts, o

Capable of meetlng the then appllcable
environmental pollutlon standards, or f

Bxperzmental and reasonably des;gned to
improve or perfect: technology for the-
generation of electricity from renewable
resources or to more efficiently utilize
other resources: wh;ch wzll decrease v

s o
* .

2 Renewable resources include'édlar‘éne;gy;“éeothermal“éteamf“”“’T*“
wind, and hydroelectric power at new or existing dams.
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environmental pollution from and lower ‘the i’
costs of the electricity generated. . . :
In oxder for a utility to:'receive a rate'of return -
incentive under either of the first two alternatives, the’utility’
nust demonstrate that the facility’s capital costs, when' added to

its costs of operation and maintenance, will result in"a‘ lower cost '
of electricity generated over the useful life of the facility:than '

that of electricity generated by exlstlng rac111t1e5~ut11121ng
nuclear power or fossil fuel. L el e

DRA’s Quan disagreed with PG&E’s” request for an” incentive
return on common equity to compensate PG&E for its renewable’
resources currently in place. According to Quan, when-this code
section was first chaptered into- law in 1976, the intent was to'-
encourage the use of alternative energy sources during a- time of
high fuel prices. The additional reward for meeting the . - -°
requirements of the code section was intended to be authorized on a
case-by=-case basis for individual projects. Further, Quan reminds
all parties that the ACC proceeding is for the sole purpose of
setting an overall return of rate base on the utilities’ entire
rate base, not individual components of rate base. SN

Although PG&E believes that its renewable resources meet
the PU Code requirements, it did not attempt to\mdentmfy the
specific facilities, to substant;ate that. the fac;llt;cs meet
current environmental and pollution standards, or to demonstrate
that such facilities result in lower energy costs. than electrlelty
generated by existing facilities ut111z1ng nuclear power or fossil
fuel, as required by the code._ PG&E merely stated that Sectlon
454.3 applies to its renewable resources -and, therefore, it is
entitled to a return on common equity . a't the h:Lgher end of the
range of reasonableness indicated by PG&E’s witnesses.

PG&E’s request does raise an interesting point, that is,
whether the legislature intended the section to be applicable on a
retroactive basis, as PG&E is apparently asserting. It is-also. .

T

R
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+
’

interesting to note that PG&E has walted almost 16 years before
seeking any incentive return on its renewable resources. However,
we need not address these p01nts because PG&E has not adequately
justlfled its request.‘ S : ,‘ : B ,Huk;u

We concur thh Quan’ s aﬁoessment of Sect;on 454 3 that an
incentive return on rate base should be cons;dered on a
case-by=-case basis for individual pxojects. This proceed;ng is
restricted to determining the utilities’ overall rate of return.
To grant an incentive return on equity as requested by PG&E would
erroneously burden its ratepayers by extending an incentive return
to PG&E’s entire rate base, contrary'to the legislative'intent of ..
allowing an incentive return only on investment in.facilities
generating clectricity from xenewable re,ourccs..‘PG&E's«raquest,to
include the development of its rgnewable energy system as a factor .. .
in determining its fair return on common equity in this proceeding .
should be denied.

, PG&E should rollow the lead of other utxlxt;es wh;ch -have
prevxously sought an incentive return. on rate base, and not.an... -
zncentxve return on._common equlty, pursuant to the code. sectlon.,,~
One such utility is Edison, by A.88-05- -012 (D.89-06~012). in which
Edisen sought authormty *te, among. otherkmatters, carn.an incentive
return on its investment in the Balsam Meadow hydroelectric
preoject.

Based upon the. partzes’ analyses of the var;ous f;nancxal;
models and informed judgment of upward pressure. from financial,.
business, and regulatory risks, the recommended 1992 returns on
common equity for the six energy utilities are as follows. For
comparison purposes, the returns on common equity recommended in
the joint exhibit are included in the tabulation.
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‘ City .~ Jo%nga;cuWyJeL
m m _.DBL _m_ Qf_m_,mm& I RN
PG&E. L 13.50%" 12.20% 120 60%« NA "% 0nn12.65% 0 il
Southwest 13.05  12.30 12.65 NA., ... .12.75 -
Sierra Pacific 13.50 12.30 NA NAT T 12075
SoCalGas = 13.80. 22420 L2060 0 12.50 1 12.65
San Diego 13.60  12.20 12.50 NA . ..12.65 .. .. ..
Edison 13.65 -12.15 "1l2.25 = NA ”'12 65 dd'

V. Merits g.!!”Ji : !Tz"léief‘”“

The joint exhibit, consistent with the 1nd1v1dual
parties’ prefiled testimony, recommended ‘that the ut;lltzes’ 4
recquested’ capztal structure, cost ot long-term debt, and cost of
preferred stock adjusted to reflect ‘the October 1991 DRIJcontrol -
forecast for new issues of long-term ‘debt and preferred stock be‘“ -
adopted. o -

The recommended returns on common equity were the only
change of position between the partles' pre:lled testxmony and the
joint exhibit. The parties’ joint exhibit recommended returns on T
common equity that average 27 basis pomnts lower,'cxcludlng FEA' T
recommended return for Edison, than the utilities’ 1991 authorlzcd
returns on common equity. TFEA’s recommended 12. 25% return on i
equity for Edison is 60 basis poznts lower than Edison’s 1991
authorized return and 40 basis points lower than the joint .
recommendation. The following tabulatlon compares the utilities’
1991 authorized returns on common equzty thh the 3o1nt exhlbmt
proposed returns on common equ:ty. ' ' '

O

S
Oy

- 19 =~ i -
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S SRR - X991 : R 1992
PG&E - . R le 90% I . 65%
Southwest L3.05 . 12.75
Sierra Pacific 1¥F.00 0 T X2.78
~ SoCalGas - ©A3w00 - 2465
San Diego 12.90 2. 653
Edison 12. 85 12 65
Hlstorlcally, the CommlSSlon has not relled on one
partlcular party S recommendatlon in authorlzlng a falr return on
common equlty. Accordlngly, the partles, in arr1v1ng at thelr
agreed upon returns on common equlty, took lnto account DRA’s,
FEA’s, City of LA's, and the ;ndlvxdual utllltles' preflled
testimony. The joint exhibit reflected the results of a comprom;se
between tne utllltles, FEA, Cmty of LA, and DRA whlch repres ented
ratepayer 1nterests. i w
_ The wide range of returns on common equlty recommended by
the various part;es precludes us from relylng on a partlcularf
party’s analys;s. This is attrlbuted to the subjectlve lnputs to
the models to which 1nformed judgment is applxed._ For example, in

this proceedlng the spread between the utllltles' and 1nterested

Vo

parties’ recommended returns averaged 129 baﬂls polnts. We can L

only attribute this ‘wide range to. the utllxtles' pQSSlmlstlc and
the interested partles' Optlmlstlc v;ew of r;sk., We. would hope 5"
that all. partles would support a more reallstlc posxtlon ln future
proceedlngs. ey ‘
Mowrey acknowledged that the compromlsed recommendatzon

is higher than DRA’s initial recommendatlon., However, he explalned f&

that it is only sllghtly hlgher for most of the utllltles than '
FEA’s recommended return on common equlty and substantzally lower
than what the utllltles requeoted ln thelr appllcatlons.

L~

S e
e

3 Except for FEA which recommended a 12.25% return on common
equity for Edison.
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DRA belleves that the compromxse returns on equmty are
reasonable and result in a balance between utility and ratepayer
interests. Mowrey concluded that ngen,the uncertalntles, such as
economic¢ conditions, the reduction Ln rates of return for the first
time in over three years resulting from the joint recommendatlon is
in the public interest. _— -

FEA agreed to the equlty compromlses 1dent1f1ed 1n the
joint exh;bmt except for Edzson, ‘because the agreed upon returns
were very close to its own recommendations. Although FEA
acknowledged that judgment is lnvolved in the settlng of a return
on common equity, it did not believe that the jOlnt exhlblt gave |
proper welght to the relative rlsklness of Edzson compared to the
other utzl;tles considered, such as PG&E.d

In support of its riskiness pos;tlon, FEA c;ted ‘DRA "
testimony which stated that on a relative basis, Edison ranks
favorably among the other electric utilities and that ‘Edison’s
financial strength and safety character;st;cs, as def;ned by ”Valuel”:)
Line,” rank among the hlghest. ) L Y

FEA concluded from its varxous studles that deson should
be authorized a return on common equlty w1th1n a '11.9% to 13 1%
range of reasonableness. However, based ‘on the upper end of lts o
DCF analysms, which produced a 10. 5% to 1l. 9% range of -
reasonableness, ‘and upper end of its comparable electric compan;es,
which produced a 10.68% to 11. 51% range, ‘FEA recommended a 12. 25%

return on common equity for Edison. FEA placed less rellance ‘on

its RPM analys;s which produced a 12.3% to 14.4% range of

reasonableness. In effect, FEA’S’ recommendation for Edlson 1s
between its DCP and RPM anaIys;s, and at the lower end of its
acceptable common equity range of reasonableness. SRR

N
[

PRI
R . .

We do not believe that FEA’s comparison of Edison to PGEE

is appropriate. Each utility has unique factors and differences
that need to be considered in arriving at a reasonable return on
equity. This is substantiated by the parties’ running of financial

v e
(S o e




A.91-05-016 et al. ALJ/MFG/tcg * B R T T L

models . for each utility, the -results of which are used to establish™

a range from which. individual'judgment“on“businessj‘financialf“andwr~
regulatory risks is .applied to determine’a’ fa;r return on common
equlty' ‘ . R R A

A
(PR iV \

-Similarly, we do not concur with the high'level of
reliance that FEA.places on its DCF analysis to- axrrive-atiits. -
12.25% recommendation. for Edison, derived from the 11.9%"to 13.1%
range that it found reascnable. We have already discussed the '~
merits of the DCF and other financial models in our return-on -
common equity discussion and will not repeat them. However, a
comparison of FEA’s DCF analysis with DRA‘s and Edison’s:
substantiate the subjective results of such an analysis. “"FEA’s DCF
analysis produced the lowest range of returns, DRA’s was in the
middle, and Edison’s produced the highest which peaked at 15.63%
for comparable companies.

" Our analysis of the evidence-shows that the compromised
returns on common equity are well within the low 12% to the high
13% specific return on common egquity recommended by individual
parties, and are well within the broad' range of results ‘derived by
individual parties from the various financial models." Vel

This analysis of the evidence also leads us toconclude
that, consistent with the joint recommendation, the utilities’ -
authorized returns on common equity should be reduced from their -
1991 level. Our decision to reduce the utilities’ returns on -

~

common equity is based on the fact that the evidence does nmotishow. -~
any substantial increase in business risks, the financial -xrisk-is: -7

leveling off, and the regqulatory environment perce;ved by the
business community has improved. S ST .
Further, the current outlook for inflation and interest.:

rates for 1992 is more encouraging when compared to the 1990~ %
timeframe, when current authorized returns on common equity werxe ' - -
set. The July 10, 1991 Blue Chip Consensus Forecasts projected a ' "
4.4% inflation rate during 1991 -and a 3.8% inflation rate for-1992. -

- 22 =~
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These rates are an improvement over the 5.4% rate. of ‘inflation for:. .=
1990. - DRI’s-October 1991 control. forecast. projected a.9.10% rate .
for 1992 AA utility Bonds, a 66-basis point reduction from-its. -
October 1990 forecast of 9.76% forxr 1991.

In summary, we conclude from the evidence presented that
the utility’s requested capital structure, cost of long-term .debt,
and cost of preferred stock adjusted to reflect the DRI forecasts, . ..
as proposed by the parties’ joint exhibit, is reasonable and:should:
be adopted for the 1992 calendar year. . We also conclude that the:
returns on common equity, including Edison’s recommended 12.65%,
recommended by the parties’ joint exhibit should-be adopted for the -
1992 calendar year. e - o L e

§£ssaen_mll_sgmmsn;§ RS PRI

The-ALJ’s proposed decision on thxs matter was flled thh
the Docket Office and mailed to all parties- of record on - e
October 21, -1991, pursuant to Rule 77 of the Commission’s Rules of L .
Practice and Procedure. Comments to the ALJ’s proposed-decision .
were received from PG&E, the City of LA, and FEA. Lo . :

~Rule 77.3 requires comments.to the proposed.declslon to
focus on - factual, legal, or technical errxors in the proposed
decision and in citing such errors requires the party -to make. . . .-:..
specific references to the record. Rule 77.4 requires comments
proposing specific changes to the proposed decision to include.
supporting findings of fact and conc¢lusions of law. . . : .

We have carefully reviewed and considered: all. comments ,
filed by the parties to this proceeding that focused on factual,
legal, or technical errors in the proposed decision. -To.the extent
that these comments required discussion, or changes to the proposed : ..
decision, the discussion or changes have been incorporated.into the . -
body of this oxder. Those comments:that did not comply with
Rule 77.3-and 77.4 were not considered. 1

- 23 =-.
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1. The ACC process provides for the energy utilities’ mew:™:™

rates to be implemented on.Januvary: 'l in-conjunction with the'

utilities’ pending GRC or attritionwrate~adjustmentffiling;‘vu“?"~‘
2. ACC applications were timely filed by PGLE, Southwest.,

Sierra Pacific, SoCalGas, San Diege, and Edison. LT el Ll
3. The energy ACC applications were -consolidated into: one'-

proceeding.

4. Protest letters were received from;more “than’ 600 .
ratepayers. A ' LT

. 5.. No party objected to the introduction of a joint -
settlement exhibit. = -~ . Tl U Dl e

6. No party objected to the waiver of the: Comm;ssxon's rulesVT#f

on stipulations. and settlenents. .
7.. Rule 51.10 permits for two or more parties to-sponsor
joint testimony in a Commission hearing without application:of the
Commission’s:stipulation and settlement rules. oLy
8. The joint exhibit recommended that:. :

a. SoCalGas, San Diego, PG&E, and Edison be:
authorized a 12.65% return on common egquity.
for the 1992 calendar year.

b. Southwest and Sierra Pacific be authorxzed ,
‘a 12.75% return on common equlty for the
1992 calendar year.

c. “The capital structure recommended by the fﬁ’"i“
“individual utilities be adopted for the . ST
1992 calendar year. _ e

d.. The cost of long-term debt and preferred -
stock be based on data available from.the..
October 1991 DRI control forecast.

9. The joint exhibit waswqungqgedvby.DRA,JEdison,,Sp;alGas;

San Diego, PG&E, Southwest, Sierra Pacific, FEA and the Department. ..

of the Navy, the City of 1A, and the City of San Diego. .. .-

-24 = - -
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10. TFEA supported the jo;nt exhibit except for Edlson's
return on common equity. - ol oo oo wen Ceamesms A el
11. Each utility has unique factors. and ‘differences: that need
to be considered in arriving at a-reasonable return. : . SRR
12. The utilities’ requested capital structure for 1992,

although distinctly different from each other, are very similar, if: =

not identical to their respective 1991 authorized capital
structure.

13. All parties concurred that the utilities’ requested .-
capital structures are reasonable. G

14. All parties concurred-that the utilities’” requested costs
of long-term debt updated to reflect the October 1991 DRI“control
forecast: are. reasonable. © - - . ln o N < oL

15. All parties concurred that the utilities’ requested costs
of preferred. stock updated to reflect the October 1991 DRI. control
forecast are reasonable. . L A R R

16. Quantitative financial models are-used as a: startlng
point to estimate a fair return on common egquity.. Tl

17. Although the cuantitative: fxnanczal models arevobjectlve,
the results are dependent on subjectlve 1nputs.i

18. Individual judgment is applled to the range of results
derived from the: flnanc1al models. o, determlne a falr return on
common equity. S S

19. Absent a major shift 1n a utlllty s capltal structure,
there is no additional financial. r;sk'assoc1ated wuth debt/equ;ty
ratios to be considered. T o

20. The utlllt;es'recognizevthat recent data may - provide a
clearer picture of’ the;r busaness r1 ks for'l992 a5'1991
progresses. .

21, Merrill Lynch percelves the Callfornla regulatory o
environment to-be above average. B '

22. PU Code §-454.3 provided the commiSSioh a means-to" "
approve an increase of from one-half of 1 percent to 1 percent in

- 25 = - 2




A.91~05-016 et al. ALI/MFG/tcg *

the rate of return otherwise allowed an.electrical-corporation .for
investments in,facilities,operating-eiectricity~fromvrenewab&e
resources. . - e c TP S T o

23..  PU Code § 454 3 was lntended to be applxed to»xnd1v1dual;;'~
facilities. . Gl e e e non e S,

24.  The ACC proceed;ng is restricted to deternining -a
utility’s overall rate of return. con o ol
25. . PG&E did not show that its.facilities met . the .7

requzrements of PU Code § 454.3. LIl Ameo i
26. -The recommended returns on common equity were the-only.
change of position between the partles' preflled testlmony and: the:c:.
joint exhibit. - . e S N R PO PR
27. Except for the FEA in: regards.to Edlson s returnon .
common equity, no party objected to the return on equlty
compronmises identified in the joint exhibit. - . . .- . "y
28.. FEA’s common equity recommendation for Edlson Ais between

its DCF and RPM analysis, and at the lower end of -‘FEA’s acceptablew ce

common equity range of 11.9% to 13.x%. At
29. The compromise returns on common-equity -are within ' the.:
low 12% to the high 13% specific returns. on common equity .
recommended by the individual parties. R O A
30. The current outlook for inflation and interest .rates for
1992 is more encouraging when compared to the 1990 timeframe, when .
current -authorized returns on common equity were set.. .

conclusions of Law

1. The cost of capital.factors adopted by this-decision. - -

should be implemented in conjunction with - each utility’s 1992 -
attrition year £iling or 1992 test year general rate case .filing,

as applicable. = Accordingly, this order should  be-effective .on the~ - u
date signed.. - . oy T A L TS B RS ST~ S BPE

2. Claims for incentive returns on common: equmty for the:
development of renewable resource facilities. should not be

adjudicated in ACC proceedings. - . . .. o oo o
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--3. . Considering  the ‘current inflation-and interest rate -~

trends, improved regulatory climate perceived by Merrill Lynch, ‘and '~
the testimony of the parties of record, the energy utilities’fl9927”'“

returns. on common equity should be .-reduced from their: currently
authorized rates to the returns proposed in Exhibit 17.

4. The individual utility’s proposed 1992»cap1tal structure
should be adopted. S TR T '

S. The individual utility’s proposed long-term debt and - '
preferred stock costs, adjusted to reflect the October 1991 DRI
control forecast for new issues of long—term.debt and- preferred
stocks should be adopted. -~ . . 7 . T T Vo

6. A 12.65% return on common equ;ty, which results.in-:an
overall 10.76% return on rate base, should be adopted as" just and
reasonable for PG&E in 1992, based upon-all of the evidence -
considered in this proceeding. S ST PSRRI G

7. A 12.75% return on commeon equity, which-results in an -
overall 11.26% return on rate base, should be .adopted as just and '

reasonable for Southwest in 1992, based upon .all .of the evidence: = " .

considered in this proceeding.. o
8. A 12.75% return on ‘common egquity, which results-in‘an. =

overall 10.07% return on rate base, should be adopted.as just and . = =

reasonable for Sierra Pacific in 1992, ‘based upon all of the
evidence considered in this proceeding. - "« . T LT T
9. A 12.65% return on common equity, which results:in:an -

overall 10.49% return on rate base, should be adopted as just<and "

reasonable for :SoCalGas in 1992, based upon.all of 'the-evidence -
considered in this proceeding. o VRO L

10.. A 12.65% return on common equmty, ‘which 'results in an
overall 10.75% return on rate base, should be adopted as .just.and .

reasonable for San Diege in 1992, based upon all of the ev1dence. OIREE

considered in this.proceeding. . S cmoelall -
11. A 12.65% return on common ‘equity, which results:in an

overall 10.59% return on rate base, should-be adopted’ as just and:@ . .

-27 == of -
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reasonable for Edison in-1992, based: upon all of: the ‘evidence
considered in this- proceed;ngu O S S § 2

- . ot

IT XS ORDERED that: .~ ,
1. Pac;fmc.cas and Electrlc Company’s. (PG&E) adopted‘cost of
capital for 1ts,1992 attrition year is as follows: .

Somponent: .sénisal_nasi9 A Cost Factor ~_ Weisbted Cost . .. ..

Long-Term Debt - . 47.50% . 9.18% . ¢ L 4.38% ] ot

Preferred Stock 5.7 . .. 8.74 . L0500 - L
Common Equity _46.75 ‘ ";2,§§ "':‘" _ 5r31 4

e

rotal | Cao0.00t . id.en

2. DPG&E’s adopted 1992 rate of return,' 'as shown . in Orderlng
Paragraph 1, shall be used in conjunction with its 1992 attrition
year advice letter filing and the most recently adopted cost ..
allocation and rate design prxnc;ples for the purpose of
calculating revmsed rates for the 1992 attrltlon year. ) :

3. Southwest Gas Corporataon $ (Southwest) adopted cost of
capital for its 1992 test year is as follows:

Long-Ternm Debt .+ 50.00% . -1 10.08% L B 04%“
Preferred Stock. 5.00 . 9.57 . .0.48:. .. -
Common Equity _45.00 o 112.75 ) ' L 5 74 o

Total . 100.00% . . . . . . 1. 26% |
4. Southwest’s adopted 1992 test year'rateibfﬂreturnaﬁas RN
shown in Ordering Paragraph 3, shall be used in conjunction with

its pending 1992 general rate case proceeding for the purpose of
calculating revised rates for the 1992 test year.
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5. Sierra Pacific Power Company’s (Sierra Pacific).adopted - . -
cost of capital for its 1992 attrition year is as followsszi: Lo Linin
. oacific’s Ad 1 1992 Cost of ital

Long=Texm Debt 50.91% 8.07% B o e
Preferred Stock 5.97 7.74 0.46 "
Common Equity ~43.12 . 0 Y2075 00 §.§Q.ﬂmn

Total 00.008 oo e 10 o7y e

A

R
AR

6. Sierra Pacmf;c s adopted 1992 rate of return, as shown 1n
Ordering Paragraph S, shall be used in conjunction with its 1992
attrition year advice letter filing and the’ most. recent adopted
cost allocation and rate deszgn,prlncxples for the purpose of
calculating revised rates for the 1992 attrition year.

7. Southern California Gas Company’s (SoCalGas) adopted cost
of capital for its 1992 test year is as follows:. : '

Somponent - S&n&&al_xaszg SQEI.EAS&Q: .ﬁ;shtﬁﬂ_sgﬁs

Long-Texm Debt 43.80% 9.37% f 4.20% |
Preferred Stock 10.10 5,52 " 0.56

Common Equity 46.10 - L2.65 0 o0 §;ggr;r¢g
Total 100. oo% " R S 10 49%

8. SoCalGas’ adopted 1992 rate of return, as shown 1n
Ordering Paragraph 7, shall be used in conjunctlon with its 1992
attrition year advice letter filing and the most recent adopted
cost allocat;on and rate desxgn prznc;ples for the purpose of
calculating revised rates for the 1992 attrltzon year.

9. San Diego Gas & Electric Company’s (San Diego) adopted
cost of capital for its 1992 test year is as followsrs ... =
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. 5
w v e

c wmt  Capital Ratio  Co r «mw,fvufv.“c.,

long-Term Debt .  44.50% . 9. 09% . 4.05% -
Preferred Stock  6.00 ' 7.3 S 0.44
Common Equity 49.50 12.65 6.26

Total .. 100.00% .. 10.75%

10. San Dlego s adopted 1992 rate of return, as shown in
Ordering Paraqraph 9, shall be used in conjunction with its 1992
modification attrition application and the most recent adopted cost
allocation and rate design pr;nc1ples for the purpose of
calculatlng revised rates for 1992.;

11. Southern California Edison Company’s (Edison) adopted
cost of capital for its 1992 test year is as follows:

£dsi rs Adopted cost_of ita)
Component: Capital Ratio  Cost Factor Weighted Cost
Long-Term Debt 48.00% 8.98% 4.31%

Preferred Stock 6.00 7.60 0.46
Common Equity 46.00 12.65 5.82

Total 100.00% 10.59%

12. Edison’s adopted 1992 rate of return, as shown in
Ordering Paragraph 11, shall be used in conjunction with its
pending 1992 general rate case proceeding decision for the purpose
of calculating revised rates for the 1992 test year.
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13. Application (A.) 9%1-05-016, A.91=05-018,. A.91=05~019,
A.91=-05- 022 . A.91-05-023, and A.91-05-024 are hereby closed.

Thls oxder is effective today. A » o
Dated November 20, 1991, at San Francisco, California. . ..

PATRICIA M. ECKERT
. President .
DANIEL W, FESSLER
- NORMAN! Dr... SHUMWAY" v SRR
wwﬂvaommissiQnersﬁ o e
R Vet Yt

Comm;ss;oner John B.. Ohanman, o
being necegsarmly absent, dzd
not partxcxpate.l RRERES :

! CERTIFY THAT THIS DECISION
WAS APPROVED BY THE ABOVE
COMMISSIONERS TODAY

. Execullive Director
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APPENDIX A

Applicants: Davjid R. Clarxk, Vincent Bartolomuccd, and Nancy Doyne,
Attorneys at Law, for San Diego Gas & Electric Company; Robext
M. Johnson, Attorney at Law, for Southwest Gas Coxporation;
Rogexr Peters, Harry W. Long, Jr. and RKerxmit R. Kubitz,
Attorneys at Law, for Pacific Gas and Electric Company; Stephen
E. Pickett, Frank J. Cooley and Frank A. Mc Nulty, Attorneys at
Law for Southern California Edison Company; DRavid i3,
Attormey at Law, for Sierra Pacific Power Company; and gteven
pPatrick, Attorney at Law, and Robert Ballew, for Southexn
California Gas Company-

Interested Parties: ¢. Hayden Amgs, Attorney at Law, for
Chickering & Gregoxry: Sam De Lrawi, Attoxney at Law for
Department of the Navy; Mich orio and Joel Singex,
Attorneys at Law, for Towaxrd Utility Rate Normalization;
Nozman J. Furuta, Attoxney at Law, for Federal Executive
Agencies; Phyllis Huckabee and Randolph L. Wu, Attorneys at
Law, for El Paso Natural Gas Company; , for

n B.
himself: Melissa Metzlex, for Barakat & Chamberlin; James K.
Hann and Ed _Perez, Attorneys at Law, for City of Los Angeles;
Bartle Wells Associates, by Reed V. Schmidt, for California
. Street Light Association; William Stow and J. Paine, Attorneys

at Law, for PacifiCorp dba Pacific Power and Light Company;
John W. Wilt, William Shaffxan, and Deborah Berger, Attorneys at
Law, for City of San Diego: and Manuel Kroman, for himself.

Division of Ratepayer Advocates: patrick S. Bexdge, Attorney at
Law, and Edwin Quan.

(END OF APPENDIX A)




