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OPINION
I. PRELIMINARY

San Diego Gas & Electric Company (SDGSE) seeks authorization
to increase its rates by approximately $112,660,000 for test year
1979. This amount was subsequently modified, based upon circumstances
which developed during the course of the proceeding and the updating
of expense estimates to 2 gross increase in revenues of approximately
$95.5 million. The net operating income sought in this proceeding is
estimated to produce a 15 percent return on common equity as
calculated for finmancial purposes (16.55 percent return on common
equity on traditional ratemaking return on common equity) and an
11.27 percent return on weighted average rate base.

After due notice 48 days of hearings were held before
Administrative Law Judge K. Tomita during the pexiod of Jume 13, 1978,
through November 21, 1978, in San Diego including two day and evening
sessions for public witness testimony on June 13 and 14, 1978, The
matter was submitted subject to receipt of concurrent opening
briefs on December 26, 1978, and concurrent reply briefs on January ll,
1978. ‘

Opening and/oxr reply briefs were received from SDG&E, the
Commission staff, the City of San Diego (City), Califormia Retailers
Association (CRA), the Federal Executive Agencies (Federal Agencies),
California Farm Bureau Federation (Farm Bureau), California
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Association of Utility Shareholders (CAUS), and San Diego Emergy
Coalition (Energy Coalition). In addition, the State of California

Eneray Resourses Comservarion and Devalopment Commiseion (Pnevsy

Commission) filed a Statement of Position on September 22, 1978,
Telating to the issues of Sundesert Nuclear Power Project (Sundesert)
site~related costs and the merits of SDG&E's conservation program.

Although this application was initially identified as
Notice of Intention (NOI) 3, this is the first application to be
filed and processed entirely under the Regulatory Lag Plan. SDGSE
tendered its NOI on January 23, 1978, which was supplemented on
February 14, 1978, with certain revisions. The NOI was accepted for
filing on March 8, 1978, with the application being filed on May 15,
1978, based on a 1979 test year. Hearings were held and concluded
on schedule with the Regulatory Lag Plan and concurrent opening and
reply briefs were also received on schedule with the Regulatory lag
Plan. We are now ready for decision.

IX. PUBLIC WITNESS STATEMENTS AND/OR TESTIMONY
Public hearings were held at San Diego om June 13 and i&,

1978, in the afternoons and evenings to provide SDGSE's customers
with an opportunity to present statements and/or testimony on the
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rate increase filing. Statements opposing the increase related to
the inability of the poor and senior citizens to pay proposed
{increases; that management inefficiencies were responsible for the
company's financial problems; Sundesert expenditures should be borme
by stockholders and not by ratepayers; and that SDG&E should be required
to recover higher costs by improvement in operating efficiencies.l
In addition, two members of the Farm Bureau testified on their efforts
to conserve energy, that cost escalations were forcing sale of farms,
the need for time-of-use rates, and the difficulties in passing on
increases in costs to agriculture. We will comsider all of the above
comments in arriving at our disposition of this application.
III. SDGSE'S PRESENT OPERATIONS

SDGSE is engaged principally in the business of generating
and distributing electric emergy in portioms of San Diego, Orange,
and Imperial Counties; purchasing and distributing natural gas in
a portion of San Diego County; and producing and distributing steam
in a portion of the City. SDG&E estimates that the population of the
territory served as of December 31, 1977, was approximately 1,806,000,
of which approximately 818,000 resided in the City. SDGSE expects
to add over 80,000 new electric and gas customers during the years
1978 and 1979, which will be an above average growth period.

In addition to its three operating departments, SDG&E also
owns the following three subsidiaries: Jatapul Corporatiom, a
subsidiary used for property acquisition purposes; New Albion Resources
Company, used for purchasing and developing natural resources;and
Applied Enexrgy Incorporated, a subsidiary used to engage in engineer-
ing manufacture or acquisition and assembly of equipment and facilities
for the production and application of thermal energy to meet individual
customer applied energy requirements at the point of production.

1/ Community Energy Action Network forwarded petitions containing
approximately 1,700 signatures opposing any rate increase for
Sundesert expenditures. In addition, the foxrmal £iles contain many
mailgrans, letters, and petitions received both before and after the
hearings opposing any rate increase to cover Sundesert expenditures.

A
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IV. PARTIAL GENERAL RATE INCREASE

On October 31, 1978, SDGSE filed a motion for partial
general rate relief in the amount of $59.9 million based on test
year 1979 and to become effective January 1, 1979. According to
SDG&E the requested increase would provide the amount necessary to
enable SDGEE to maintain 3 minimum degree of financial integrity in
1979. '

The 559.9 million was based on $40.7 million of additional
revenues required to enable SDGE&E to earn a 10.14 percent rate of
return recommended by the staff rate of return witness, the lowest
rate 0f return recommendation made in this proceeding, and by use of
staff rovenue, expense, and rate base figures; $4.4 million for the
inclusion of fuel expenses resulting from sales ¢f energy to the
Department of Water Resources (DWR) in éxcess of puxchases; $4.3
million for the revenue effect of the reversal of staff wage and
productivity adjustments; and $10.5 million £oxr the revenue require-
ment effect of the inclusion of Sundesert site-related and unamortized
balance of nonsite-related costs in rate base.

The Commission in D.89857, dated January 16, 1979, granted
a partial general rate increase of $33.7 million for the combined
operations to enable SDG&E to earm a 9.95 percent rate of return
(using updated cost of capital) and a return on common equity of 13
percent, equivalent to the return on common equity last authorized
in D.88697, dated April 11, 1978, in Applications Nes. 55627, 55628,
and 55629. The $33.7 million increase was based on staff estimated
revenue, expense, and rate base figures with all controverted issues
to be resolved in this f£inal decision.

V. RATE BASE AND SUNDESERT
General

Rate base in this proceeding assumes a prominent position
of importance because of the opposite positions taken by the various
parties as to the proper ratemaking treatment to be accorded the
abandoned Sundesert expenditures of approximately $90 million.

-5-
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In addition, the parties diffexr as to rate base treatment of the unamor-
tized gain on the Encina 5 generating facility sale-leaseback transaction,
the inclusion of certain research and development (R&D) projects in rate
base, the exclusion of certain sites from plant held for future use,
and the appropriate working cash allowance.
Sundesert

According to SDGSE's witness, Ronald Watkins, Swumdesert:
was initiated in 1972 based on the anticipated need for nonoil-fired
base load capacity in the mid-1980's. Nuclear generated power was
considered the preferred technology as studies undertaken at that
time indicated that nuclear generation was substantially less costly
than generation by oil or coal. Although SDG&E, in eaxly 1972, still
retained hopes for building more nuclear units in the coastal area,
it had become apparent with the qualifying of the Coastal Initiative
for the November ballot that siting of major generating plants
further inland would decrease the probability of meeting regulatory

disapproval. TFor these reasons. SDGSE commenced studies on the feasi-
bility of building a nuclear reactor in the Califormia desert.

‘" The OPEC oil embargo in late 1973 and early 1974 and the
mandated conservation measures adopted durxing the oill shortage
supported the soundness of the decision to implement a nuclear base-
load facility and also the desirability of reducicg SDGSE's reliance
on oil.

The oil embargo resulted in a dramatic Increase in the
price of electricity, adversely affected the economy of the San Diego
area, and the inauguration of vigorous conservation programs. These
factors resulted in a reduction of energy consumption of approximately
15 percent below the levels expected based on historic patterms,
With the reduction in growth rate, SDG&E was able to abandon or
delay certain planned generation projects.
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In 1976 in response to the requirements of the Warren-Alquist
Act, SDGSE submitted a new electrical emexrgy demand forecast to the
Energy Commission. This demand forecast, as revised in response to
the Energy Commission's order of January 12, 1977, was adopted by
the Energy Commission.

In June 1976 SDG&E filed its NOI for approval of a site and
related facilities for Sundesert with the Energy Commission. 1In
the NOI hearings the Energy Commission's staff found that SDG&E
needed additiomal base-load capacity in the mid-1980's and the
Energy Commission, in its decision on the NOI, found the need for
additional capacity in Southern Califormia and approved the Sundesert
site for multiple facilities and approved the NOI for one of the Sundesert
units:

The Draft Envirommental Statement issued by the U,S. Nuclear
Regulatory Commission (NRC) and the U.S., Department of Interior for
Sundesert sets forth the following NRC staff conclusions:

a. SDGSE had adequately accounted for the
impacts of energy conservation in preparing
its load forecasts.

b. Based on load forecasts, the major participants,
as well as the group collective ¥y, will Llikely

have a need for additional generating capacity
in the mid-1980's.

Considerations of national policy and fuel
reliabllity make it desirable to meet this
need for gemerating capacity with nonoil-
fired base-load capacity.

On May 3, 1978, SDG&E issued a press release stating that
the Board of Directors had decided to suspend all work on Sundesert
except for those steps necessary to reserve the site and water rights-//
for future use in meeting the electric energy needs of Southern
Califormia. Reasons given for the cancellation of the project were
the language contained in D.88758, dated May 2, 1978, in OIX No. 4,
in which the Commission stated that any continued expenditures on
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Sundesert could be recaptured only if Sundesexrt is ultimately operational
and also the failure of the legislature to ex¢mpt SDG&E from the
requirements of Public Resources Code Sections 25524.1 and 25524.2.

In line with this action, SDGSE requested the NRC to complete
the licensing effort toward issuing the Final Environmental
Statement. Such Final Environmental Statement was issued in October
1978 in which it states, 'the NRC staff comcluded that the proposed
site is a suitable location for a nuclear power station of the general
size and type described in the applicant's Eavironmental Report...."
It further requires that when SDG&E decides to proceed with the
project, further evaluations will have to be made for any change in
plant design, as well as information to permit reevaluation of the
need for the plant and consideration of altermatives as well as other
conditions.

SDGSE's Position

SDGSE presented three witnesses who introduced exhibits
and testified on the different aspects of Sundesert including the
need for the project, choice of nuclear generated power, regulatory
and licensing events, cost and accounting controls, and the rate-
making treatment requested for Sundesert expenditures.

SDGSE's showing was geared to demonmstrate that SDGSE's
management was prudent in its inception, continuation, and termination
of Sundesert; and therefore its request to have site-related costs
of approximately $47,500,000 included in rate base and to have non-
site-related expenses of approximately $42,800,000 amortized over 10
years with the unamortized balance of such expenses included in rate
base is a reasonable ratemaking treatment to be accorded Sundesert
expenditures,

SDGSE's witness, Dennis Lougeay testified that of the
gross $106.6 million recorded and estimated total expenditures for
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Sundesert, participants' reimbursement of $13.3 million had been
used to decrease the cost of the project; $1.3 million of costs
associated with the Water Treatment Demonstration Facilities were
transferzed to R&D; and $1.5 million of expenditures relating

to the Sundesext southern transmission corridor was transferred

to the Eastern Interconnection Project, 2 project designed to transmit
power generated in the Impexial Valley geothermal fields to City

and to provide an interconnection with Arizonmz and other "easterm"
utilities. He further testified that although SDGE&E had expended
approximately $5.7 million for the purpose of obtaining nuclear fuel
enrichment contracts to assure the licensing agenciles that an adequate
supply of fuel would be available when required, it has been unable

to sell these contracts because of the numerous cancellations of
nuclear projects in the past few years by utilities.

After elimination of transfers and reimbursements, SDGSE's
investment in Sundesert was approximately $90.5 wmillion,which was
further reduced by $.2 million to eliminate expenditures incurred
by SDG&E on S$B 1015, a measure to exempt Sundesert from the
requirements of the two nuclear fuel cycle laws. The net investment
in Sundesert of approximately $90.3 million was segregated into site
and nonsite-related expenditures to conform to the terminology used by the
Commission on page 8 of D.88697 in which the Commission stated, '"If
Sundesert is canceled, a reasonable basis for recovery of the expense
incurred by SDG&E to date would be to amortize over a five-to-ten
year period the cancellation costs consisting of nonrecoverable
development and regula tory expenses; to consider the Sundesert site
as plant held for future use; and to include in rate base the plant
siting costs., This issue is reserved to the NOI 3 proceeding.”

Based on the above, SDG&E defined site-related costs as those
costs associated with purchasing the land and qualifying the site as
a viable power plant location and nonsite-related costs as those costs
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not directly required to acquire and qualify the site. Included in

the category of site costs are all costs related to the acquisition

of plant and water rights, lands, rights-of-way, alternate site studies,
site access studies, geotechnical studies, meteorological studies,
socio-economic studies, seismic studies, ecological studies, water
studies, transmission corridor studies, and other site-related
licensing and environmental activities, including less obvious costs

as preliminary engineering and design activities that were required

to support the site-related licensing effort. SDG&E accumulated

some $47.5 million of costs under the site cost category.

Included under the nonsite-related cost category are costs
related to equipment procurement, unrecoverable fuel enrichment,
and engineering and design activities other than those required to
support the site-related licensing effort. SDG&E further
points out that the majority of these expenses were also associated
with licensing activities, but were not necessary to acquire and
pPreserve the site. For this reason expenditure associated with the
Preliminary Safety Analysis Report was treated as a nonsite-related
expenditure as the report focused on the suitability of a specific
nuclear facility on the site and was not considered necessary to
acquire and preserve the site. SDG&E's estimated total nomsite-
related category of costs is approximately $42.8 million.

Under SDGSE's ratemaking proposal, the $47.5 million site-
related costs are included in rate base in the test year and the
$42,8 million of nonsite costs are amortized over a 10-year period
with the unamortized balance of such costs being included in rate
base, SDGS&E states that both categories of Sundesert expenditures
must be given rate base treatment to recognize the carrying cost
of money on the investment made on Sundesert.
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Commission Staff's Position

The Commission's accounting and engineering witnesses did not
take any basic opposition to SDGS&E's classification of Sundesert
expenditures between site and nonsite-related categories nor
challenge the prudency of SDG&E's expenditures relating to the Sundesert
project. The staff accounting witness, however, did make the following
recommendations relating to Sundesert expenditures which were
adopted by the staff rate base witmess:

a. Allowance for Funds Used During Construction
(AFDC) be disallowed as a recoverable cost
to the extent that the associated costs are
not included in a project that results in
construction.

Interest billed to the participants of the
Planning and Feasibility Agreement which
exceeded the AFDC related to those billings
be used to reduce the nonsite costs SDGEE
is seeking to recover through amortization.
This will result in a $247,130 reduction
in nonsite costs.

Public relations expenditures. charged to
Sundesert which do not conform to

Comicsion poliey as stated in D.8679%,

in Application No. 54946 of Southerm
California Edison Company (Edison), be disallowed

as a recoverable cost. This adjustment
would result in a further $508,890
reduction in nonsite costs.

d. Estimated expenditures ifor certain political
and related activities should be excluded
from site-related costs.

The staff of the Operations Division recommends that no
site-related costs be included in rate base as plaﬁ% held for future
use on the ground that there is no definite plan for use of the site
within a reasonable time.
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The staff—/ relies on the following description contained in the

Uniform System of Accounts for Account 105, Electric Plant Held

for Tuture Use:
"A. This account shall include the original cost
of electric plant (except land and land
rights) owned and held for future use in

electric service under a definite plan for
such use, to include:

(1) Property acquired (except land and
land rights) but never used by the
utility in electric service, but
held for such service in the furture
under a definite plan, in electric
sexrvice...

This account shall also include the
original cost of land and land rights
owned and held for future use in electric
service under a plan for such use, to
include land and land rights:

(1) Acquired but never used by the utility
in electric service, but held for such
service in the future under a plan, ..."
(Ewmphasis added.)

The staff contends that for determination of ratemaking treat-
aent in this proceeding the Sundesert land and land rights and other
electric plant costs are not separable; that of the $47.5 million
site-related costs, approximately only $20 million can be associated
as bare land or water rights land costs; therxrefore, since the majority
of the costs are not land oxr land right costs, the stronger of the
two plants held for future use requirements should determine whethex
the total $47.5 million should or should not be included in rate
base. The staff further recommends that SDG&E should keep track of
any cost incurred to hold the site and request recognition of such
costs at some future time when a definite plan for the site is
established. The staff also contends that requiring SDG&E's ratepayers

2/ staff in this section excludes the rate of return witness Czahar.
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to bear 100 percent of the return on such plant if included in rate
base is ludicrous since the Energy Commission's approval of the site
limited SDGSE's participation to 33 percent of the plant.

0f the $42.8 million of nonsite costs SDG&E is seeking
to recovey the staff of the Operations Division recommends that
$38.9 million be amortized over a l0-year period with no rate base
treatment of the unamoxrtized balance, The staff contends that its
position is supported by prior Commission decisions, most notably
D.87639 in Applicatioms Nos. 55627, 55628, and 55629 in connection
with SDG&E's abandonment of the Kaiparowits project. The staff, moreover,
contends that disallowance of AFDC and nomrate base treatment of the
unamortized balance would represent a fairer division of Sundesert
nonsite expenditures between <ratepayers and shareholders. In
addition, the staff contends that inclusion of the unamortized balance
in rate base would mean that the ratepayers would bear the entire
burden of Sundesert with no zisk to shareholders, thereby leaving

the shareholders in the same position as a result of an unsuccessful
project as with a successful ome. '
Staff Witness Czahar's Position

Staff rate of return witness Czahar did not agree with
the Operations Division staff's position that Sundesert expenditures
should be excluded from rate base. On Exhibit 55, page 22, he stated:

"It is my opinion that, should the Commission exclude
the approximately $70 milliom of Sundesert costs
from SDG&E's rate base and at the same time adopt
a rate of returm of betwecen 10.04 percent and 10.24
percent, the ability of SDG&E to meet the minimum
financial criteria necessary to attract capital
at reasonable rates and to support its credit would
be materially jeopardized.”

He further testified that at a minimum SDG&E should receive rate base
treatment of the Sundesert site-related costs and also either have

a S-year amortization period for the nonsite-related costs, or if
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a3 l0eyear amortization period is used, SDG&E must be put in the
same position as 1f such costs were amortized over 5 years,

Witness Czahar further testified that from the viewpoint
of historical precedents, although carrying costs on abandomed
projects have not been approved in the past, considering the materiality
of those expenses and SDG&E's current financial position, the
Comnission could take a different point of view in this proceeding.
Witness Czahar stressed the importance of SDG&E earnming a 10.14 per-
cent rate of return on a one billion £ifty million dollar rate base
or an amount very close to that rate base figure 1f SDG&E was
going to be able to attract capital at reasonable costs. Mr. Czahar
further recommended that if the Commission is going to recognize
that the Sundesert properties are the basic cause of SDGE&E's financial
problems, it should do so by inclusion of such properties in rate base
rather than in setting the authorized rate of return. The Legal

Division disagrees with Mr. Czahar on this recommendation.
City's Position ' :

City contends that an amount of $650,000, representing exyendi-
tures in comnnection with AR 1852, was monies used to influence the
decisions of public officials and should not be allowed as Sundesert
expenditures recoverable from ratepayers., City further contends
that no AFDC should be recovered for site-related costs since no

construction work was im progress. It takes the position that of the
total $47.5 million site-related costs, the Commission might want to
waive its usual rules on plant held for future use and include

$17.9 million in land and land rights expense, excluding the speculative
$2 million SDG&E estimates will be needed to complete the Bureau

of Land Management's exchange, that any future sale of the property

at a profit must inure to the benmefit of the ratepayen and that,
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should SDGS&E not have a definite plan by the next rate case, to
disallow such amounts £rom rate base.

As to the remaining $27.6 million expenditures classified
as site-related, City contends that such costs are neither electric
plant nor land and land rights and, therefore, do not belong in plant
held for future use but should be considered for inclusion in rate
base when the plant becomes used and useful.

On nomsite-related costs of $42.8 million, City supports
the staff recommended figure of $38.9 million which includes the
disallowance of AFDC and the $508,890 of public relations expenditures.
City, however, further recommends that nonsite-related expenditures
be reduced by $4.7 million for nuclear fuel enrichment contracts
until SDG&E has shown that it has attempted to persuade the Federal
Government to reschedule the first fuel delivery @&nd thereby retain
the value of the contract) and that no recovery of this $4.7 million
be allowed until the contracts are terminated some time in 1983.

City also concurs with the staff that interest income in
the amount of $247,000 collected from participants in excess of the
AFDC charged for the expenditures on which participants reimbursed .
SDGSE should be used to reduce project costs. It also takes a
position similar to the staff that the unamortized balance of nomnsite
costs should not be given rate base treatment, since such result would
be grossly inequitable to the ratepayer and an abdication of the
Commission's duty to protect both the ratepayer and the utility,
constituting a reversal of the Commission's historic treatment of this
tyve of expense.

City further recommends that the tax effect of this amorti-
zation should be taken into account in arriving at SDG&E's federal
and state income tax allowance. In addition, it concludes that if
the Commissiom believes that it is compelled to make a choice of
allowing the unamortized balance in rate base or a shorter amortization
period, it should choose the latter.
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Federal Agencies' Posgition

Federal Agencies support the Operations Division's position
on the ratemaking treatment of site-related and nonsite-related
Sundesert expenditures. It agrees that site-related costs should not
be given rate base treatment because no witness has revealed a definite
plan for usage of the site.

With respect to the nonmsite-related project costs, Federal
Agencies recommend a l0-year amortization of such costs because
of a lack of a specific finding of imprudemcy on the part of
SDG&E. It supports the exclusion of AFDC and exclusion of
public relations expenses from recoverable costs similaxr to the
staff rate base witness. It further takes a position against rate
base treatment of the unamortized recoverable nonsite costs.
Energy Coalition's Position

_ Energy Coalition contends that Sundesert was unlawful,

uneconomical, unnecessary, and unproductive; and, therefore, both site-
related and nonsite-related costs should be excluded from rate
base. It further contends that ratepayers should not be charged for
those nonsite-related expenditures which were incurred subsequent
to the passage of the Nuclear Safeguard Laws in Jume 1976.

Energy Coalition contends that Section 25524.2 of the
Public Resources Code clearly prohibits the construction of any
nuclear power plant unless Energy Commission finds and the State
Legislature certifies by majority vote that there exists a federally
approved and demonstrated technology for the permanent disposal of
high-level nuclear waste. It contends that in view of the strong
language of Section 25524.2 and the well-documented failure of the
federal nucleaxr waste disposal programs, SDG&E should have known that
construction of Sundesert would not be allowed. Instead of canceling
oxr delaying the project, Energy Coalition argues that SDG&E impru-
dently accelerated Sundesert expenditures when it was obvious under
any prudency test that on Jume 30, 1976, the legal restrictions con-
tained in Public Resources Code Sectiom 25524,2 could not be met.
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Energy Coalition also raises the issue of the economic
nonviability of Sundesext and SDGSE's decision to pursue such a
project as a further example of managerial imprudemnce. It argues
that financial nonviability would not have existed with non-nuclear
generation altermatives. It points out that because of the long time and
enormous capital requirements necessary for a nuclear facility, SDG&E was
compelled to seek inclusion of 50 percent of construction work in
progress and a 16 pexcent return on common equity in Applications
Nos. 55627, 55628, and 55629 in oxrder to finance the project. This
not only represented an unprecedented return on common equity for a
major gas or electric utility but would require a major deviation of
traditional Commission ratemaking policy of not allowing nonoperative
construction work in progress in rate base.

Confronted with the above problems in connection with
Sundesert, Energy Coalition contends that prudent management would
have pursued an electric resocurce plan comsisting of aggressive

conservation/load management and moderate commitments of capital for
combined cycle generation and geothermal development. Therefore,

it recommends no recovery of Sundesert expenditures; but if allowed,
only those nonsite costs incurred prior to the passage of the

Nuclear Safeguard Laws in Jume 1976 and site costs only when a definite
plan for use of the site is determined.

Energy Comission's Position

On Septembexr 21, 1978, Energy Commission mailed its Statement
of Position in Application No. 58067 to all parties of record. The
statement addressed itself to the issue of the inclusion of Sundesext
site-related expenses in rate base and the merit of SDGSE's conserva-
tion programs.

The Statement of Position addressed itself om the position
taken by the Commission staff that approximately $45 million of costs
for the Sundesert Blythe site should not be included in rate base
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because no definite plan exists for use of this site within a reason-
able time, as follows:

"This assexrtion is contrary to our decisions
on the Sundesert Notice of Intention and in
the AB 1852 proceeding., Those declsions
indicate that the Blythe site is desirable
for either a nuclear ?lant or a coal plant
in the 1980's or 1990's. Thus, it is
prudent supply planning and in the best
interests of SDG&E's ratepayers for the
Blythe site to be retained for such future
development.”

The Statement of Position further concludes that:

"Taken together, the Sundesert Notice of
Intention decision and the AB 1852 pro-
ceeding do not foreclose the use of the
Sumdesert site in the foreseeable future.
On the contrary, the Blythe site has been
found suitable for a nuclear facility
and, given expected and quality improve-
ments in the area, it may accommodate a
coal-fired facility. It is prudent
supply planning to emsure the site is
available for either future use.'

Discussion

General

0f the various parties to this proceeding, only Energy
Coalition questions the prudency of management in connection with
its Sundesert expenditures. We have carefully reviewed the recoxd
in this proceeding to determine whether the record will support such
a finding of imprudency considering the expected needs and available
alternatives existing at the time management had to make its
decision. We f£find similar to our treatment in the abandomment of
the Kaiparowits and Sycamore Canyon Projects, that SDGEE's management
actions to proceed with Sundesert and subsequently to abandon the

project were not imprudent actions considering the circumstances that
existed at the time the decision had to be made.
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We are concerned with the increasing magnitude of the
abandoned costs and also the frequency of abandonments which we
find must, in part, be borne by the ratepayexrs and stockholders.
We are also concerned with the increasing burden being placed on
the stockholders who in the pasﬁ invested in utility stocks as a
reliable income stock with some growth possibilities and with very
little risk.

In the case of SDG&E and Sundesert, we are referring to
preconstruction expenditures totaling $106.6 million. Of that
amount, $13.3 million has been recovered as participant reimburse-
ment; $1.3 million transferred to am R& project; $1.5 million
transferred to the Eastern Connection Project, and leaving some
$90.5 million in unrecovered costs in Sundesert awaiting this
Commission's decision as to the amount and methodology of recovery
which will be authorized by this Commission including the question
of carrying costs.

Although there are Commission. precedents for the ratemaking
treatment of abandoned projects, the magnitude of the abandonments ‘
considered in the past in relation to the size of the utility is
nowhere comparable to SDGE&E and its Sundesert Project. Certainly
the $6.1 wmillion cost involved in the Sycamore Canyon Project and
the $3.6 million cost allowed on the Kaiparowits Project abandonments
are many folds smaller than the $50.5 nillion involved in Sundesert.
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AFDC Issue
The staff recommends that no AFDC be allowed on any

roject cost that does not result in construction. It bases this
recommendation on the fact that allowing recovery of AFDC, as well

as other construction costs, from ratepayers places too much of
the burden on the ratepayer with little or no sharing of the risk
by the stockholders, thexeby leaving no real incentive for management
to avoid expenditures on projects which are highly speculative and
unlike;y t0 receive the necessary regulatory approvals. '

wWhile we recognize that AFDC is as valid a project cost

as any cash outlay for labor or equipment, and we also believe that |

the risk of disallowance of all expenditures because of management
imprudence is sufficient as a threat to ensure that management will
exext great care before embarking on questionable projects, we '
must carefully weigh any decision to devigte from our past practice
of disallowing AFDC as a recoverable cost on an abandoned project.
Although it is argued that no AFDC should be allowed when there is
no construction, we are not only concernéd with conforming to past
Commission accounting practices, but also with equitable considera-
tions. SDGSE argues, correctly, that even if the Commission
should adopt SDG&E's recommended treatment for Sundesert costs, the
shareholders will incur a loss egquivalent to the carrying cost of
money for the period of May 1978 until a decision is issued in
this proceeding in 1979, but we are concerned from an equitable
point of view whether the placing of such a light burden on share-
holders as opposed to the burden placed on ratepayers represents
a reasonable balance.

After due consideration we will adhere to our longstanding
policy on AFDC by disallowing AFDC accumulated in connection with the
Sundesert project as a recoverable expense for SDG&E. It would be

=20
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inappropriate and uxreasonabla for the investors to realize a capitaw
lized return on funds invested to date on this uncertificated and

now indefinitely deferred proposed project. AFDC covers the investors'
risk wena project is undertaken and carried through to completion.
When a proposed project is terminated, and siting and site-related
costs are included in plant held for future use and/or amortized,

it is proper to exclude the AFDC allowance for investor risk

because the project did not come to fruition.

Considerations of equity also strongly support the dis-
allowance of accumulated Sundesert AFDC. While recognizing that
SDGS&E's promotion and development of the Sundesert project was not
imprudent, the Commission finds itself neither disposed nor entitled
to shield the utility's investors from all risk associated with its
new plant investments. Ratepayers ought not to bear the entire
burden of a failed project, and certainly not to the extent of

providing a return on funds invested therein.
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Excess Interest Billed to Participants

City and Federal Agencies support the staff recommenda-
tion that interest collected from participants in excess of
AFDC related to the participants' billings in the amount of
$247,130 should be used to reduce the nonsite costs SDGE&E is seeking
to recover through amortization. Since we are not permitting
SDG&E to recover AFDC from the ratepayers, we are of the opinion
that it would not be reasonable to use this additional interest
recovery of $247,130 to reduce recoverable expenses and, therefore,
we will not adopt the staff recommended treatment for this item.
Sundesert Public Relations Expenditures

City and Federal Agencies supported the staff
recommendation that Sundesert public relations expenditures
which did not conform with the Commission's policy relating to such
expenditures in D.86794, in Application No. 54946 of Edisonm,
should also not be allowed as a recoverable expense. We agree
that the staff's reasoning is appropriate and, therefore, will
exclude $508,890 of publie relations expenditures from Sundesert
nonsite costs.
Political and Related Activities Issue

The staff recommended the disallowance of an estimated
$200,000 of Sundesert expenditures for legal advocacy and lobbying.
Since SDGSE excluded $201,000 of similar expenditures including $41,000
of payments to Lowenstein, Newman, Reis & Axelrad (a legal firm
involved in connection with SB 1015) which SDG&E conceded was properly
chargeable to Account 426.4, Expenditures for Certain Civie, Political,
and Related Activities, a below the line account not chargeable to
ratepayers, we will exclude $160,000 instead of the $200,000 recommended
by the staff to eliminate duplication of this ome item.
Adopted Sundesert Expenditures '

Table I sets forth the adopted site-related or nonsite-related
Sundesert costs.
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TABLE I

Adopted Sundesert Proiect Expenditureg
(Dollars in Millions)
Total Site-related Nonsite

Estimated Sundesert Investment

(Ex. 41, Attach. B) $90.5 $47.7
SDG&E Adj. to Exclude

‘SB 1015 Costs .2 .2
Adjusted SDGSE Cost 90.3 47.5

Adjustments Adopted AFDC on

onsite costs (5.2) (2.0) (3.1)
Exclude Legal Advocacy &

Other Lobbying Exp. (.16) (.16) -
Exclude Public Relations '
Expenditures not Meeting

D.86794 Standards (@) - (.5
Total Adopted Adjustments (5.76) (2. 16) (3.6)
Adopted Sundesert Costs $84.54 $45,34 $39.2

8ite-related Costs

We have considered the arguments offered by the various parties
and have concluded that for an equitable treatment of these expenditures
it {s proper to include $45.34 million in plant held for future use
and include that amount in rate base. While it Iis true that no
definite plan for the Sundesere site has been finalized as of the
lagt hearing date in thesge proceedings, the record is clear that
Sundesert i3 a valuable gite potentially usable for either nueclear or
coal-fired generation facilities. It is Teasonable to anticipate
that generation facility plans for the Sundesert site will materialize
in the foresceable future.

Although the staff recommends that if the Commission {s to
congider rate base treatment of Sundesgext site-related costs, it
should be limited to 33 1/3 percent of such costs as SDG&E's Tatepayers
would benefit from only 33 1/3 perceat of any project developed on
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such site., We do not agree., If the site is developed in the late
1980's or early 1990's, it is reasonable to assume that any participant
would be required to contribute to the construction costs as well

as the past carxrying costs, thereby reducing the burden on SDGSE'S
ratepayers. Moreover, should SDG&E not be able to use the site, we
will Tequire that all gains from sale of such site inurxe to the
benefit of SDGE&E's ratepayers. We believe that the staff recom-
mendation to not iaclude site-related costs or limit the

inclusion of site-related costs in rate base to 33 1/3 percent are
not realistic or practical solutions for & growing utility with

an already high level of AFDC and which is confronted with continuing
interest coverage problems,

We believe cur treatment of including the entire site-related
costs in rate base is realistie particularly in this era where
environnental concerns make it difficult to find acceptable generation
sites and where the lead time necessary between planning and completion

of generation facilities continues to increase.
Cur inclusion of site-related costs in rate vase will be

subject to review in future general rate proceedings to detvermine

wnether continuation of such policy is reascnable under the circumstances
existing at such time.
Yonsite=related Costs

£ the $39.2 million nonsite costs we have acopted in tnis
sroceeding, all parties, excluding Znergy Ccalition, agree in principle
what recovery of these costs should be permitted. SDG&Z requests a l0-year
amortization of these expenses %o spréad the burcen and reguests taat
the unamortized balance be included in rate base. The stafl engineer
and staff counsel support a lO-vear amortization oul stroagly oppose
treatment. Staff rate of return witness Czahar recomrmends as
% & S5-year amortization and if a l0=-year amortization is adopted
e placed in the same position as if amortization was over 5
and Tederal Agencies beth agree with the peosition taxen
rate base witness and the stoff counsel,
ile we are cognizant of the carrving costs cof money, on the
any project or cost not given rate dase treatment;

-23-
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on the other hand, we are also concerned about the burden we are
placing on the ratepayers to pay for an abandomed project. While
the burden on the shareholders is substantial,vthe burden on the
ratepayers is alsc substantial. We believe that adherence to our
past practice of allowing recovery of abandonment costs from
ratepayers while denying rate base treatment is an equitable
solution to & difficult problem. In addition, in denying rate base
treatament of the unamortized nonsite costs, we will adopt a 5-year
amortization period rather thaan the l0-year period recommended by
the staff and certain other parties.

In our adopted ratemaking treatment for these Sundesert
expenditures, we would note that meeting desirable environmental
goals is costly even under the most ideal conditioms. We
place SDG&E on notice herxe that the Commission will scrutinize
carefully all aspects of any projects which may be abandoned in
the future to assess the prudence of SDGS&E planning and decision-
making.

Qther Rate Base Items

working Cash

SDG&E, in its initial showing, requested a working cash
allowance of $18,314,000 for test year 1979 of which $16,416,000 is
assigned to the Electric Department, $1,832,000 to the Gas Department, .
and $66,000 to the Steam Department. These amounts are the staff's
working cash figures adopted in D.87639 in Applications Nos. 55627,
55628, and 55629. SDG&E revised its request in its rebuttal
testimony to $39,033,720 by adopting the staff's working cash
figure in this proceeding, and by modifying or correcting those
staff computations which SDGS&E alleged were erroneous.

The staff and City sought to strike Questions and Answers
12 through 21 and Attachments I and II of Exhibit 80 as being
improper rebuttal testimony, but were overruled by the administrative
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law judge. On December 1, 1978, the staff filed a motion with the
Commission requesting reversal of the ALJ's ruling. The staff's motion

was supported by City in its renly and opposed by SDGSE.
Considering that we are not adopting rate base treatment forxr the

unamortized Sundesert nomsite costs, we are not inclined to adopt SDG&E's
request for recognition of unamortized Kalparowits and Sycamore Canyon
abandonment costs im rate base. However, in comnectior with SDG&E's
contentlion that the Encina 5 lease was not treated comsistently with
the staff treatment of other long term leases, we agree with SDG&E
that appropriate treatment for working cash allowance for the Encina 5
lease should be determined by deducting the lag in expense payment
from the lag in revenue payment. Using SDGE&E's figure in Exhibit 80,
we are of the opinion that the staff working cash figure should be
increased by $1.2 million.

In connection with SDGSE's allegation that staff working
cash allowances for federal and state income taxes are deficiemt
because of improper lag periods, we are not convinced that the record

in this proceeding adequately supports SDG&E's contention that the lag
days used by the staff was incorrect in that it was based on the same
assumptions used by the Commission in D.87639 in Applications Nos.
55627, 55628, and 55629 and also adopted by SDGXE in its original
showing.

While the staff contends that SDGE&E's working cash should
be based on SDGSE's initial showing in its applications, we do not
believe adoption of an out-of-date working cash figure is justified
when a more current working cash study has been prepared by the staff,
We will adopt the staff's working cash figure modified by $1.2 million
to correct the inconsistent treatment given to the Encina 5 lease
and further modified to reflect the expenses we will adopt in this
proceeding. We will also deny the staff's request to overrule the
ALJ's ruling to admit Questions and Answers 12 through 21 and Attachments I
and IT into evidence because the evidence is material to this proceeding.
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Other Rate Base Differences

Staff and SDGE&E differ in their estimates of R&D
investment included in rate base. SDG&E used a higher
end-of-yeaxr balance; whereas, the staff used a weighted average
figure as it does for all rate base components. SDG&E's witmess
testified that the use of an end-of-year figure for R&D was based on
the treatment given to the Niland Geothermal Test Facility in D,.83675,
dated October 29, 1974, in Application No. 53945 and, which im his
opinion, was meant to provide an incentive to SDGE&E to stimulate R&D
projects. The staff contends that such treatment was an error and
that recognition inrate base is sufficient incentive. We agree
with the staff and will use a weighted average figure for R&D
investments in rate base.

Staff and SDG&E also differed as to the tax treatment of
R&D investments in rate base. Staff witmess 0'Donnell recommended
that the net after-tax portion of the R&D investment be included in
rate base. SDG&E argues that D.87639 did not provide for such treat-
ment and that there was a danger of duplicative tax deductions for this
item if Mr. 0'Donnell's recommendation is adopted. We agree with
staff witness 0'Donnell and will adopt a net of tax R&D investment
in rate base in this proceeding. Yo duplicative tax deductions will
be taken for this item in our adopted income tax computation.

The staff made further adjustments to rate base by recom-
mending the exclusion of $875,000 from Electric Department plant held
for future use and $44,753 from Gas Department plant held for future
use. The staff contends that SDG&E has no firm plan for the various
items contained in Exhibit 51. SDG&E contends that thexre are plans
for use of the various items, mostly land parcels, but that the
plans did not show a need prior to 1985. wWhile we are of the
opinion that with the escalating cost of zeal estate in California,
it is prudent for utilities to acquire land parcels for future

-26-
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utility use well ahead of such anticipated use date, it appears from
the record in this proceeding that the information provided by

SDGS&E to the staff was rather sketchy. On the other hand, we believe
the use of a 1985 cutoff date by the staff is somewhat arbitrary

in light of what we have allowed in other proceedings. For the
purpose of this proceeding, we will adopt as reasonable one-balf

of the staff's recommended disallowances. We expect a more careful
study of these items in the next proceedings, especially by SDG&E,

to clearly support the inclusion of such items in rate base.

We will also include in our adopted rate base a $4,500,000
addition to rate base due to a revision in the estimated cost of
the Encina 5 plant sold. The staff objected to the inclusion of
the $4,500,000 in rate base made by SDGS&E in revised Exhibits 85
and 86 as material not previocusly inecluded in the rate base
testimony. Considering that we will be accepting a revised Ilower
cost figure for the Encina 5 plant sold and thereby recognizing a
larger gain from the Encina 5 sale which benefits ratepayers, we
are of the opinion that recognition of the $4.5 million in rate
base as Encina 5 plant not sold is reasonable. We will, therefore,
deny the staff motion to strike portions of Exhibits 85 (revised)
and 36 (Tevised).

Qur electric rate base will also recognize the cancellation
of the Heber Geothermal Project by excluding $2,562,000 from R&D rate
base. We will adopt as our test year 1979 rate base the staff rate
base figure modified as indicated in the preceding paragraphs.

VI. RESULTS OF OPERATIONS - SUMMARY AND ADOPTED RESULTS

SDG&E and the staff have estimated SDG&E's 1979 test year
results of operations for the Electric, Gas, and Steam Departments.
The following Tables II, III, and IV present the final SDG&E and
staff estimates and our adopted test year results of operatioms for
the Electric, Gas, and Steam Departments, respectively.
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TAELE II

San Diego Gas & Electric Company
Electric Departzent
RESULTS OF CPERATIONS

Test Year 1979

At August 25, 1978 Rates : Authorized :
Starf : Company : Adopted : Total :  CPUC :
(A) ~(B) - (¢€) (D) (E)

(Dollars in Thousands)
Reveaues $208,243,8 $208,243.8 $208,243.8 $264,281.5 $263,852

Excenses
Proauction
Transsmisaion
Distridution
Custouer Acets.
Marketliag
ARG

w

L2,718.T 40,340.5 40,340.5 40,245
5,759.3 5,467.5 5,467.5 5,281
8815 15,169.4 15,169.4 15,169,

9 356 9,002.9 9,076.2 9,076
2, an -2 1,960.8 . 1,960.8 1,961
25779 557 957.8 28.845.0 28,822
109,953.1 99,698.9 100,859.4 100,554

-
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Total
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Wage Adjustment

(E‘[Rj
e N
o

Productivity AdJ. o - -
Total 91)&07,5 105,953.1 59,698.9 100,859.4 100,554

Depreciation and 43,248.8
Amortizasion 38,822.7 39,502.7
Taxes Othexr Than

Iacone 12,170.5  13,343.9  13,343.9 13,343.9 13,329
Calis. Pran, Tax 862.8 1,522.0

43,248.8 43,221

(366.5) 4,572.5 4,569
Federal Incope Tax TOM.1 7,032.0 (3,615.3) 9,665.7 9,656

Tota). Expense 143,967.6  1T1,343.7 152,309.8 171,690.3 171,329

Xet Oper. Revenues 614,276.2 36,900.1 55,934.0 . 92,591.2 92,523

Sate Base S3,483.9  926,228.0 g94,327.1 874,327.1 873,743

Rate of Retura T.90% 4.03% 6.40% 10. 59% 10. 59%

(Red Fipure)

Staff: Exhidit 81
Co.: Exhidit 56, Revised 12-20-78
-28-




A.58067 et al. /fc/km/kd
TABLE III

San Diego Gas & Electric Company
Gas Department

RESULTS QF OPERATIONS
Test Year 1979

At August 20, 1975 Rates : .
Staft : Company : Adopted :Authorized :
(A) - (B) (c) (D)

{Dollars in Thousanda)
$120,160.7 $l20,160.7 $120,160.7

Revenues $134,799.4

enses

Gas Supply
Storage
Transmission
Distridbution
Custoner Accounts
Marketing
ALG

Total

Wage Adjustment
Productivity

Total

Depreciation and
Amortization

Taxes Other Than Income
Calif, Franchise Tax
Federal Income Tox

Total Expense
Net Operating Revenues
Rate Base

Rate of Return

Staff: Exhibvit 8)

TT,To4.2
.6
.1
0

5,036.8
1,251.1
10,320.1

TT,754.2
1,028,0
860.1
9,123.0
3, 365.7
9, 125 4
10, "818 .9

77,7542
916.3
8h3 -6

8,855.9
5,381.1
2,013.4
10.822.9

10%,305.9

(1.105.9)
119.0)

114,076.3

106,224.8

106,587.4

103,081.0

724695
2,871.k

(T53)
(693.05)

114,076.3
Tyla7T7e2
3,098.4

1.0

3.0

106,224.8
7y469.5
3,098.4

(420,5)

(2,116.5)

106,587
7,469.5
3,098.4

864 L
1,617.2

112,613.6
T,SUT.L
140,041.5

5.39%
(Red Figure)

Co.: Exhidit 86, Revised 12-20-TS

~29-

124,655.9

(4,555.2)
140,906.0

(.39)%

114,255.7
5,905.0
1L0,345.1

L.21%

119,936-9
14,862.5
140,451
10.55%
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TABLE IV
San Diego Gas & Electric Company
Steam Department :
RESULTS OF OPERATIONS
Test Year 1979

At Aupust 28, 1978 Rates ¢ :
: Staff : Compeny : Adopted :Authorized:
(&) (B) (¢) (D)
(Dollars in Thousands)

Revenues $163.4  $163.4  $163.b $363.0

Exnenses
Production 107.8 110.9 107.8 107.8
Distribution 64.8 64.8 64.8 64.8
Custemer Accounts 1.4 1.4 1.k 1.4
AG L6 .L k9.0 L3.5 L7.6
226.1

Total 220.4 217.5 221.6

Wage Adjustment (8.1) - - -
Total 212.3 - 226.1 217.5 221.6

Depreciation and

Taxes Other Than Income 21.9 22.4 21.9 2.9

California Fraachise Tax (9.7) - (10.2) 7.4

Federal Inceme Tax (36.5) - (I8.7) 33.2
Total Expenses 2144 28L.9 216.9 320.5

Net Operating Revenues (51.0) (121.5) (52.5) k2.5
Rate Base Lo2.b 423.0 LoL.8 401.8

Rate of Return (12.67)% (28.72)% (13.22)%  10.58%

(Red_Figure)

Staff: Ixhibit 81
Co.: Ixhibit 86, Revised 12-20-78
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VII., RESULIS OF OPERATIONS - ELECTRIC DEPARTMENT
A. REVENUES

Revised Exhibit 86 indicates that staff and SDG&E are in agreement
on test year 1979 revenues at present rates for the Electric Department of

$208,243,800. These revenue figures reflect the impact of last year's rate
reductions following Proposition 13 and exclude all revenues related to ECAC..

B. OPERATING EXPENSES
Production Expense

the seaff and QOOLE diff20 1R EROIF oSLINALEY OF LCSE

year 1979 production expenses by $5,841,900. The majoxr area of

differences are discussed in the following paragxaphs.

Accountt 500 - Alr Pollution Control Study

SDGSE's estimate was based on a five-year amortization
of total anticipated expenditures on this study necessary to meet
the requirements of the Clean Air Act. The staff based its estimate
on a five-year amortization of amounts actually expended for this
study. SDGSE contends that amortization of expenditures incurred
beyond the test year is proper, especially when such expenditures axe
mandated by legislative or regulatory authorities. We will adopt the
staff estimate modified to include amortization of the estimated 1979
expenditures of $400,000 for this study, oxr a test year estimate of
$225,100 for this expense.
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Account 505 - Operation Electric Expenses

The chief area of difference in this account was for operator
training expenses. SDG&E's estimate was developed by trending the whole
account, whereas the staff trended the applicable subaccount and made
adjustments where necessary to reflect changed conditions. We will
adopt the staff estimate of $§1,956,400 as reasomable.

Account 505 -~ Water Environmental Amortization

Consistent with our treatment of Air Pollution Control
Amortization, we will adopt the staff estimate for this subaccount
which allows amortization of estimated costs to be incurred %n the test
year.

Account 507 - Rents, Encina 5 Lease Pavment

Staff and SDG&E differ as to this expense category on the
treatment of the interim rent in developing the net gain on sale of
Encina 5. SDG&E argues that .since the sale was completed on August 24,
1978, AFDC had ceased to be capitalized and that it had started to incur
intexrim rent as the carrying cost of the plant. SDG&E reduced the gain
on sale by the amount of $1.3 million to reflect interim rent for the
balance of the third quarter of 1978. The staff disagrees with SDG&E's
treatment of interim rent, as provision for interim rent was made in
D.88697. We agree with the staff that no deduction for interim
rent should be made in caleulating the gain on the Encina 35
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sale. We will adopt a $9,401,000 figure as the reasonable rent
allowance for Encina 3.

In connection with this transaction, the staff further
recommended that the unamortized gain relating to the Encina 5 sale
be used as a rate base deduction. We will not adopt the staff's
recommendation in this particular situation, as we believe SDG&E's
coverage problems are troublesome enough considering disallowances of
certain Sundesert expenditures, and the adopted nonrate base treat-
ment of Sundesexrt nonsite expenditures, This treatment will share

some of the benefits of low cost financing obtained by the Encina 5 sale

leaseback transaction with the shareholders.
Account 510 =~ Maintenance Supervision and Enginecering

Consistent with our adoption of the staff's estimates for
Account 505 for training expenses, we will also adopt the staff's
estimates for Account 510 which treats maintenance training expenses
in a similar manner to Account 505,

Account 511 - Maintenance of Struetures

'SDG&E based its estimates for this account on a trend of
dollars of maintenance expense per barrel of storage capacity. SDG&E
claims that this methodology has the effect of leveling estimated
expenses for 1979. The staff was critical of SDG&E's methodology omn
the ground that only 40 percent of the expenses related to maintenance
of oil storage facilities and the remaining 60 percent to maintenance
of other structures.

The staff's estimate was based on 1977 level of expenses for
this account escalated to include material cost inflation and labor
cost increases. While we do not agree with SDG&E's methodology, we
are also of the opinion that the staff's figures are deficient in that
they include no allowance for Encina 5 or the waste water treatment
plant, nor do they properly reflect the increased emphasis being placed
on SDG&E's heat rate improvement program. We will adopt, as reasonable,
the average of staff's and SDG&E's estimates, oxr $1,697,600 for our test
year estimate for Account 511.

-33-
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Nuelear Power Production Expenses

The staff's estimate for this group of accounts of $3,103,300
is $83,600 lower than SDG&E's estimate of $3,186,900 due to the
elimination of a 7 percent wage increase for test year 1979 included
in these accounts. SDG&E's figures are based on 20 percent of the
operating expenses of San Onofre Nuclear Generating Station and based
on Edison's estimates inm its rate increase Application Ne. 57607.
Since we have included the 7 percent wage increase in 1979 expenses
for Edison in D.89711, we will adopt SDG&E's estimates for this
expense category for test year 1979 as a reasonable test year
estimate.

Gas Turbine and Other Power Supply Expenses

The chief area of difference between the staff and SDG&E is
in Account 549 (Miscellaneous Expenses) and Account 553 (Maintenance
of Cenerating Zquipment) in which the staff estimates are lower by
$32,100 and $305,900, respectively. Staff and SDG&E differ as to the
number of major and minor overhauls estimated for the test year.
SDGLE based its estimate on use of a five-year trend with scheduling
adjustments for the number of yearly overhauls, based on one overhaul
for each 8,000 hours of anticipated operation per generating unit. The
staff averaged the number of overhauls for the, as expected, year 1979
with the number estimated for the 1979 test year by SDG&E in developing
its test year estimate. We agree with the staff that SDG&E's method
tends to overstate overhaul expenses for the test year; on the other
hand, we find that the staff estimate failed to sufficiently consider
increased overhaul expenses due to new facilities. We will increase
the staff estimates by $10,000 in Account 549, Miscellaneous Ixpenses,
and by $100,000 in Account 553, Maintenance of Gemerating Equipment.

The difference in Account 549.0 of $160,000 relates to the
South Bay Combustion Turbine Amortization. SDG&E included this amount
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as a part of gas turbine expenses, whereas the staff included the
amount in the depreciation and amortization category. We will
adopt the staff's treatment and adopt the staff's estimate for this
account.

Non-Energy Cost Adjustment Clause
(ECAC) Undistributed Fuel Expenses

The staff made adjustments to these accounts to eliminate
the cost of fuel for sales to DWR in excess of SDG&E's purchases
from DWR. SDG&E included these costs in ECAC Application No. 58263,
as well as in this proceeding, to make certain it will recover these
costs. Decision No. in Application No. 58263 has
resolved the issue as to the appropriate ratemaking forum for recovery

of fuel costs relating to excess DWR sales by refusing to authorize
SDG&E to amend its ECAC taxiff to enable recovery of such costs

under an ECAC filing. We will, therefore, include such costs for

recovery in base rates. The only estimate in this record for test

year 1979 is SDG&E's estimate of $4.2 million based upon estimates

provided by DWR. None of the parties to the proceeding challenged

the reasonableness of this estimate. We will include such :

estimate in our adopted figure of $8,590,900 for non-ECAC fuel expensesi

Transmission Expenses ‘
Staff's estimates for Account 561 (Load Dispatching) and

Account 562 (Station Expenses) were lower than SDGE&E's estimates by

$56,400 and $44,000, respectively. These differences are due to

differences in estimating methodology. SDG&E trended these accounts
for the years 1966 through 1975 and extrapolated this data to obtain
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its base value for 1977 and from this figure made its estimates

for 1978 and 1979. SDG&E argues that this method eliminates the
problem of 1976 data which was considered nontypical because of the
substantial reduction in force which took place toward the end of
1975. The staff used recorded data from 1973 to 1977 and after
adjustments for unusual items developed its estimates. The staff
contends that inclusion of the more recent data makes the staff's
estimates more reflective of the trend of SUG&E's expenses in the
transmission and distribution expense categories. We will adopt
the staff's estimates for Accounts 561 and 562 for our test year.
The staff and SDG&E agreed om a $2,133,200 estimate for Account 565
(Transmission of Electricity by Others), which include $169,111

for wheeling charges.

Account 570 - Station Equipment and
Account 571 - Overhead Lines

Staff's estimates for these accounts were $143,100 and

$145,400 less than SDG&E's estimates. We believe that the staff's
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these two accounts for test year 1979.
Distribution Expenses

Account 583 - Operation Overhead Line Exvpenses

The staff's estimate for this account of $868,100 is
$40,500 lower than SDG&E's estimate. The staff contends that there
is no indication that SDG&E comnsidered the increase in underground
customers and decrease in growth rate in overhead customers in
waking its estimate. SDG&E argues that such trend was considered
by its use of & l0-year trend study. Based on the record, we are
not convinced SDGE&E fully considered the inmcrease in underground
customers and we will adopt the staff estimate as reasonable for
this expense category.

Account K 587 - Customer Installation Exvenses

The staff made an adjustment reducing SDGE&E's estimate
by $122,600. The staff contends that SDG&E's estimate did not
adequately reflect the improvements in customer investigations and
adjustment procedures. We do not agree with the staff's or SDGEE's
estimates and will use a per customer cost estimate of $1.65 instead
of the §1.60 staff figure in developing our adopted expense of
$1,367,300 for test year 1979.

Account 588 - Miscellaneous Distribution Expenses

The difference between the staff's estimate and SDGEE's
estimate for this account of $128,700 is primarily due to the
disallowance by the staff of $85,000 included in SDG&E's estimate
for additional efforts in the existing manual mapping and records
service expense category. SDG&E has failed to convince us that
this additional allowance is justified. We will adopt the staff
estimate of $994,300 for this account as reasonable.

Acecount 593 - Maintenance of Overhead Lines

The staff's estimate for this account of $4,012,900 is
§740,700 less than SDGEE's estimate. The difference between the
two estimates is mainly due to the methodology used. The staff
contends that its approach more properly reflects the decrease in
growth rate for overhead customers, and the increasing growth rate

methodology produces a more reasonable estimate of expenses for (

for underground customexrs. SDG&E argues that the staff methodology
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ignores the effect of the 1975 layoffs resulting in the deferral of
maintenance. We do mot agree with either estimate as reflective of
anticipated test year conditions and adopt, as reasonable, an average of
the estimates, or $4,384,000, for this expense category.

Account 593 - Overhead Lines Preventive Maintenance Program

The staff's estimate for this program of $36,000 is $54,000
lower than SDG&E's ‘estimate of $90,000. The staff's estimate is based on
the amortization of overhead line preventive maintenance study over a
£ive-year period, whereas SDG&E included the estimated expenditures for
the study in 1979 as the test year expense. We will adopt the staff
estimate as our adopted estimate as this study will provide future
expense savings and should be amortized,

Account 594 - Maintenance Underground Lines

The staff's estimate for this expense category was $655,300 less
than SDGS&E's estimate to arrive at a test year estimate that is reflective
of expected conditions. We will treat this account similarly to our
treatment of Account 593 and average the two estimates to arrxive at an
adopted expense of $1,839,500 for this accouat.

Account 594 - Underground Line Préventive Maintenance

The staff adjusted SDG&E's estimate for this program from
$916,000 down to $213,000. The staff amortized the estimated startup
cost of the program of $349,000 over a five-year period and furthex
recommended that only 20 percent of what SDG&E has requested over
and above the startup costs be authorized. The staff argues that
implementing a preventive maintenance program of the magnitude proposed
by SDG&E is unwarranted comsidering the past record of declining cost
per customer for the maintenance of underground lines. SDG&E argues
that the declining cost was largely due to the staff cutback in 1975
and that a 20 percent allowance would reduce the effectiveness of
SDG&E's program. We will adopt the staff's estimate for this account as
the reasonable allowance for this program. If SDG&E can show the cost-
effectiveness of this program, we will reconsider this matter in a
subsequent general rate case.
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Customer Accounts Expense - Electrice,
Gas, and Steam Departments

SDGAE's estimate for this expense category of $14,802,700
exceeds the staff's estimate by $1,012,300. Of this total, $427,100
relates to an amount included by SDG&E for uncollectibles relating to
ECAC revenues which would not be recoverable if the uncollectible and

. franchise allowance included in ECAC rates is limited to 1 percent.
The Commission has resolved this issue in D. in Application
No. 58263 by allowing full recovery of uncollectibles and franchise fees
relating to such revenues; therefore, we will adopt the staff's estimate
for Account 904 (Uncollectible Accounts). The other differences
relate basically to differences in estimhting methodology. We are of
the opinion that SDG&E's estimates are more reliable than those of the
staff and will adopt SDGSE's estimates with the exception of Electric
Department uncollectibles, and after reducing Electric and Gas Departments
estimates by $6,000 and $3,600 to reflect estimated savings from the
installation of a new telephome system (System for Administrative
Response). The adopted Customer Accounts Expenses by departments are:

Electric Department $ 9,002,500
Gas Department 5,362,100
Steanm Department 1,400

Total $14,366,000

Marketing Expense - Electric
and Gas Departments

The staff's estimate for this expense category is $8,679,300
less than SDG&E's estimate. The difference is due to the staff's
disallowance of all conservation expenses (totaling some $8,807,000) for
implementation of D.8855], in Case No. 10032, and the transfer of

$127,700 relating to the School Enerzy Education Program from Administrative
and General (A&G) Expenses to Marketing Expenses. As discussed

in Section X Conservation, we will adopt the staff estimate for
test year 1979 marketing expenses, adjusted to include the $846,985
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authorized to be funded by D.90308 in Case No. 10032 for the insulation
incentive program. Consistent with Finding 23 in D.90308 we will
require that funds authorized for the insulatiom incentive program
which are not expended for this program will be subject to refund

upon termination or completion of the program. The adopted expenses
for the two departments are:

Electric Department $1,960,800
Gas Department $2,013,400

A&G Expenses -~ Electric, Gas, and Steam Departments

Staff's estimates for this expense category are $27,006,900
for the Electric Department, $10,320,100 for the Gas Department, and
$46,400 for the Steam Department and are lower than SDG&E's estimates
by $5,471,000, $498,800, and $2,600 respectively.

Account 920 - A&G Salaries
Account 921 - Office Supplies and Expenses

The chief difference between staff's and SDGSE's estimates
i1s the disallowance by the staff of certain public relations and iasti-
tutional advertising expenditures. The staff disallowed all public
relations expenditures which failed to meet the criteria set forth by the
Commission in D.84902, Pacific Gas and Electric Company (PGSE) and reaffirmed
in D.86794, Edison. Similarly, all institutional advertising expenses
were disallowed by the staff again based on Commission policy established
in the prior mentioned decisions. SDG&E disagreed with staff and
presented witness Richter to testify on Exhibit 10, Report on Public
Relations, and supports its public relations programs as meeting the
criteria set forth in D.84902, Staff was critical of various public
relations programs because they were not explicitly conservation
oriented, finding the material more promotional than conservation
oriented. SDG&E solicited requests for speakers, and that conservation
expenditure should be accounted for separately and not in ASLG accounts.
While we agree with SDG&E that interpretation of the language contained
in D.86794 and D.84902 involves the exercise of judgment, SDG&E should
have been more cautious in light of the language in those decisions
relating to general comservation advertising and the need to account

-39-
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for conservation expenses separately. We believe the staff's
estimates are more reasonable and will adopt the staff's figures for
Accounts 920 and 921 adjusted to include the salary of the new
executive vice president., The increases to the various departments
are as follows:

Electric Department $72,620

Gas Department $27,240

Steam Department ' $§ 140

Account 926 - Employee Pensions and Benefits

The staff’'s estimates for this expense category were lower
than SDGE&E's estimates by $564,900 for the Electric Department,
$245,300 for the Gas Department, and $1,700 for the Steam Depaxrtment.
The two main issues relating to this account were the appropriate accrual
rate tobe used in making the 1979 test year estimate of pension expenses
and the use of 1979-80 fiscal yeax estimate for test year 1979 as
opposed to the staff estimate based on the usage of one-half of the
1978-79 and 1979-80 fiscal year estimates as the 1979 test year
estimate. The ALJ permitted SDG&E to file a late-filed Exhibit 47,
the Johnson and Riggins actuarial report as of June 30, 1978. SDG&E
£iled with such report as Table I a revised estimate of pension plan
costs, which was objected to by the staff, We agree with the staff
that such new estimate is inadmissible under the Regulatory Lag Plan
and will not admit Table I attached to Exhibit 47 into evidence.

Staff witnesses Rayburn and Goalwin supported their estimate
of a 12.73 percent accrual rate and SDG&E's witness Ault supported the
use of a 13.08 percent accrual rate as being reasomable. Based on
the testimony and the fact that late~filed Exhibit 47 shows an accrual
rate of 13.36 percent as of July 1, 1978, we will adopt SDGSE's accrual
rate estimate of 13.08 percent as being the reasonable test year accrual
rate.
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On the issue of the proper accrual period to be wsed in
arriving at the test year estimate, SDG&E argues that its methodology
was adopted by the Commission in its decision in Applications Nos.
55627, 55628, and 55629. The staff argues that amnualization in
that proceeding was reasonable as the test year was half over when
the decision was issued. We are of the opinion that test year annuali-
zation is also reasonable under the circumstances for this proceeding
and will adopt SDGSE's estimate modified to reflect our adoption of
staff's wage estimates which are lower than SDGSE's wage estimates.

Another area of difference between SDG&E and staff for this
account related to savings plan contribution costs. We are of the
opinion that SDGSE's estimate for this expense category has beem
justified,

Account 927 -~ Franchise Requirements

The chief difference between SDGSE's and staff's estimates for
this account is the inclusion of franchise fees not recovered through
ECAC revenues. Consistent with the treatment given in D.
to allow recovery of ECAC revenue related franchise fees and uncollect-
ible expenses in ECAC proceedings, we will disallow franchise fees
relating to ECAC revenues and will adopt the staff estimate for Accoumt
927 as our reasonable test year estimate.

Account 930 - Miscellaneous General Expenses

staff's estimates for ‘this account were less than SDGSE's
estimates f£or the respective departments as follows:

Electric Department 1,825,400
Gas Department 183,000
Steam Department $ 700

The chief areas of differences are discussed in the paragraphs that
follow.

R&D
Electri¢c load Management Project
The staff's estimate for this project was $177,100 less than

SDG&E's estimate. The staff based its estimate on expected expenditures
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for the period 1978 through 1981 and divided such totel by Jour
whereas SDG&=Z based its estimate on actual expected expenditures
for 1975. SDG&E objects to the staff methodology as being incon-
sistent with the éstimatlng methodology used in other parts of the
stafll study. After a review of the record, we are of this opinion
that the stafll methodology producés & reasonable estimate and will
adopt the staffl estimate for this program.

Research and Develooment

The stafl was in basic agreement with the revised SDG&E
R&D prograz except for the blanket dudge: orf $682,000 requested by
SDG&E. SDG&E, in Lts revised budget Zor 1978, excluded various
programs included in its original estimates, added or revised
estimates for certain programs, and recuested the inclusion of a
blanket allotment for R&D. The net efllect of all these changes in
the revised dbudget was ro dollar change in the 1979 test year
estimate for R&D. The stafl argues that SDG&E's request for 2
blanket Ls unprecedented and an attempt to obtain funds with no
plans to use such Junds. SDGEE argues that R&D endeavors change
Srequently as shown by SDG&E's need to revise its R&D budzet since
the time of filing. We agree in principle that it is impossidle to
require SDG&E to arrive at an R&D dudget without any contingencies.
It this period of erergy shortages and rapidly changing economic,
political, and soclal events, we are of the opinion that a blankes
budget o $664,000 Ls not unreasonadle to enadle SDGAE to adopt
its R&D programs to meet the needs of SDG&Z and its ratepayers.
With the cancellation of the Heber Gecthermal Project, it is apparen
that additional R&D unds are necessary if geothermal energy is
going to become a sudbstantlal energy source for SDG&E in the 1880's.
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We cannot authorize a blanket test year expenciture which
is not directed at a specific area of activity. However, we will
adopt SDGEE's estinmate on the condition that it is used for R&D in
the areas of geothermal, solar, and bio=-mass cevelopment, or energy
conservation, .

In Decision No. 36595 we outlined our guidelines for staf?f
evaluaticn of the reasconadbleness of research and development expenses
for the Southern Calilfornia Gas Company. These guldelines were
intended to cause the utility to consider carefully the needs and

- purpeses of proposed research and development expenditures and to
allow our staff sulficlent direction for analyzing propesed projects
and expenses. We expect that SDG&E will also adhere to these gulde-
lines.

We belleve that SIG&E's R&D expenditures past, present and
Duture must be evaluated on a project-vy~-zroject basis. Therelore,
we expect the stall in SCG&I's next general rate proceeding o verlly
the reasonableness ¢f differences bvetween recorded R&D expenditures
and those which we will adopt in this declsion, including the
3664,000 blanket authorization. Furthermore, we expect the stafl
<0 make recommencations on the propriety of SDG&E's totval R&D ellort
and to recommend ratemaking adjustments if the $664,000 blanket is not [/
used as described herein or if warranted by the staf's evaluatien
of R&D expencisures.

Mexican 2ower Project

SDG&E included 3L million in Accouwnt 930 to amortize
anticipated expenditures for the Mexican Power Project ol arg

35 million. The stall recommends that the rate-mazing
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these expenditures be deferred until the project has been completed.
We concur with the staff recommendation; however, we are of the
opinion that SDGS&E should be permitted to accrue AFDC on such deferred
expenditures which will be capitalized should the project be successful to
enable SDG&E to recover the financing costs on the Mexican Powex Project.
Institutional Advertising -
Although SDG&E is aware of the Commission's policy relating
to the ratemaking treatment for institutional advertising, it is
requesting the inclusion of $382,700 for such expenditures in
Account 930. SDG&E's witness Hamrick justifies the inclusion of such
amount as he believes that the utility has responsibility as a
societal institution holding public trust to provide factual information
to its customers. He considers it critical that customers understand
energy supply pricing, peak load problems, environmental comsideratioms,
the Natiomal Energy Conservation Policy Act (Act), utility financing,
and the general atmosphere in which SDG&E comducts its business, especially
under the energy situation that has existed for the past several years
and exists today. The staff, on the other hand, contends that the advertis-
ing described by witness Hamrick is for corporate image bullding and clearly
not an expense to be borne by ratepayers. We are not moved by SDG&E's
arguments and will adhere to our policy of disallowing institutional
advertising of $382,700 included in Account 930. (Electric, $277,900;
Gas, $104,300; and Steam, $500.)
All Other A& Expenses
We will adopt the staff estimates for all other A&G expense
categories modified where necessary to reflect adopted adjustments in
other accounts. The differences between staff and SDG&E are relatively
minor.

C. WAGE ADJUSTMENT AND PRODUCTIVITY WAGE ADJUSTMENT
The staff Results of Operations Study included a wage
adjustment to eliminate a 7 percent wage increase included in its test
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year estimates to be comparable with SDGS&E's estimates. The staff
eliminated the increase, as such amounts were not firmly contracted
at the conclusion of the hearings. The ALJ requested SDG&E to advise
the Commission as ' to any wage increase offer to the union and the
outcome of such negotiations. On February 12, 1979, SDG&E, by letter,
advised this Commission that a 7 percent wage increase was offered to
its union employees effective March 1, 1979. Since such offer is
within the voluntary wage and price standards, and since it is
highly unlikely that the wage settlement will be any less than that
offered by SDG&E, we will disallow the staff wage adjustments and
include the 7 percent wage increase in our test year 1979 estimates.
Furthermore, since this decision will become effective some time
after the effective date of the labor contract date (March 1, 1979),
we will adopt as reasonable the anmualization of the 1979 wage levels
for our test year estimates.

The staff also recommended a productivity adjustment of
7 percent be made to management salaries. In making this adjustment,
the staff imputes an increase in productivity sufficient to offset
the estimated wage increase for management personnel. (employees with
salaries of $25,000 or more). SDG&E argues that the staff proposal
was not based on any study to determine whether such an increase in
productivity was feasible or measurable, that it may result in double-
counting, and that there was no concrete evidence in this record that
the disallowance would produce some benefit or was due to some mal-
feasance on the part of SDG&E. The staff witness rfurther indicated
that this is the first time a productivity adjustment was proposed
in an SDG&E rate case and that such adjustment had not been adopted
by the Commission in the recent PG&E rate decision (D.89316). While
we agree in principle with the staff that utilities should be
encouraged to increase productivity, we are of the opinion that the
staff study in this area is not sufficiently developed to support
adoption of the staff recommendation in this proceeding.
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D, MANAGEMENT AUDIT

Counsistent with its position in recent major utility general
rate cases, the staff recommends that SDG&E undergo a management and
operational audit by an outside consultant., SDG&E supports the
concept of such an audit and believes that it should be a mutual
undertaking between it and the Commission. SDG&E further believes
that it should be allowed relevant input in establishing the audit
guidelines and objectives, as well as in the selection of a specific
consultant. It also believes that an interim report should be issued
by the consultant for comment by SDG&E and staff before it is presented
to the Commission as a f£inal report. SDGSE believes that public
nearings on the report are inappropriate due to the confidentiality
of the information which it will contain, although it expects that
inquiry will be made in subsequent rate cases concerning its evaluation
of the recommendations contained in such report. It further believes
that should such audit be required by the Commission, reasonable costs
incurred on such audit must be recoverable in rates.

In D.89316 we stated:

\

"If we are to be more than a rubber stamp,
translating cost increases into rate increases,

we must scrutinize and exercise our investigatory
ingenuity to insure utilities operate productively
and efficiently. . . . We believe, however, it is
necessary that the company precisely examine its
efficiency and demonstrate to us that it is
attempting to improve its efficiency and reduce
costs. A management and operatiomal audit by an
independent consultant nay accomplish this
result.”" (Mimeo. p. 48&)

While we did not require Southern California Gas Company to
undergo such an audit in D.89710, we have oxdered both PGS&E and Edison
to undertake a management audit. We will also require that SDG&E be
subject to a management audit as we believe it is critical tnzt
SDG&E, with its growth and financing problems, operate at maximm
efficiency in order to be able to provide good service at xeasonable
rates to its customers.
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In connection with the reservations expressed by SDGSE as
to whether it would be permitted to provide its input on the scope and
objectives of such audit, we will assure SDG&E that we consider such
an audit to be a mutual undertaking by both SDGSE and the staff, In
ordering the staff to devise specific areas of inquiry and recommend
those to the Commission for approval before the audit is contracted for
and commenced, we expect SDGSE to participate fully in such
recommendation. We expect similar SDG&E inmput in the areas of audit
guidelines and objectives as well as the selection of consultants.
The only real area of difference we have with SDG&E is their comment
that public hearings on the report are inappropriate due to the
confidentiality of the information which it will contain, We believe
that the necessity of maintaining confidentiality is extremely limited
and will rule so if we so agree with SDG&E. We also agree that reason-
able costs for conducting a management audit are recoverable in rates
as we believe such audit will be beneficial to the ratepayers.

E. DEPRECIATION AND AMORTIZATION

The staff and SDG&E agree in their estimates for this expense
category for the Steam Department and are in substantial agreement for
the Gas Department. We will adopt the staff estimates as our test
year estimates for this expense category for steam and gas. The staff
and SDG&E differ in their estimates as to depreciation and amortization
expenses for the Electric Department. The difference is primarily due
to the recommended disallowance of certain Sundesert nonsite
expenditures to be amortized. TFor reasons contained in our discussion
on Sundesert expenditures, our adopted depreciation and amortization
figure will differ from both staff's and SDG&E's estimates. We will
adopt the staff depreciation and amortization expense estimate modified by
our adopted treatment of Sundesert nonsite costs with amorxtization over
a five-year period,

The Finance Division's witness Hughes recommended that in
arriving at a provision for Nuclear Decommissioning Expense related to
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San Onofre Unit No. 1, the future tax bemefits relating to the deduction
be considered. His testimony basically repeated similar testimony
in Application No. 57602 involving Edison and its 80 percent ownership
of San Onofre Unit No. 1. The staff depreciation witness O'Donnell
did not adopt Mr. Hughes' recommendation in arriving at his estimate,
City opposed burdening current ratepayers with any decommissioning
cost because it was speculative as to amount, time, and regulations.
This issuve was thoroughly discussed in our D.89711l of Edison (Mimeo.
P. 76-77). Consistent with our adopted treatment in D.S9711, we will
a0t acopt Mr. Hughes' recommended treatment, but will adopt the staff
depreciation witness 0'Donnell’s estimate for the purpose of this
proceeding. We do agree with the staff accounting recommendation
that decommissioning costs for each nuclear plant be accounted for
on a unit basis and will adopt such recommendation.
F. TAXES OTHER THAN INCOME
Staff and SDG&E differ in their estimates for this expense

category for test year 1979. The major area of difference was in the
estimate of ad valorem taxes. Since SDGSE's Exhibit 68 was based

oa the actual 1978-79 post-Proposition No. 13 tax rate, the staff
does not oppose the adoption of SDGSE's estimates for the Gas and
Steam Departments. The larger difference foxr the Electric Department
is due to the staff's nonrate base treatment of Sundesert site costs.
Since we have included Sundesert site costs in rate base in Section V,
we will adopt SDG&E's estimate for ad valorem taxes, We will
similarly adopt SDG&E's estimate for payroll taxes since there is
little difference between the two estimates.
G. INCOME TAXES

General

Staff Financial Examiner Humphrey set forth in Exhibits 23
and 24 proposals for income tax computation which are substantially
different from those currently used in computing income taxes fox
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ratemaking purposes. These proposals were also made in Phase II of

PGSE's Applications Nos. 55509 amd 55510. Considering the complexity

of the issue and the effect on other utilities, as well as on other
interested parties, the Commission opened OII No. 24 to fully explore

the issue of the appropriate calculation of income taxes for ratemaking
purposes. Mr. Humphrey testified that he introduced his exhibit in this
proceeding to provide necessary information to implement his recommended
income tax caleulation methodology should the Commission issue a decision in
OII No. 24 adopting his methodology prior to the issuance of this decision.
Investment Tax Credit (ITC)

By D. 89048, dated July 27, 1978, the Commission granted
limited rehearing as to the proper treatment of ITC in the computation
of income taxes in D.55627, D.55628, and D.55629 to be consolidated
with the hearings in Application No. 58067. Ia D.89857,in our Interim
Order on Motion for Partial Gemeral Rate Increase (Mimeo. p. 14),
we discussed our reasons for limiting ITC to 50 percent of the tax
liability plus the ratable £flow-through of the excess ITC generated
by the 1975 Tax Reduction Act. An Internal Revenue Service ruling
has not been received as of this date; accordingly, we will compute
income tax expense in a manner similar to D.89857. Income tax
expense computed with the 50 percent limitation on ITC will be made
subject to refund pending final resolution of this issue.

There was substantial testimony and disagreement between
staff and SDG&E as to the tax treatment of abandomment costs, the gain
from the Encina 5 transaction, and net after tax treatment of R&D
plant. The staff witness testified that the method used by the staff
followed the traditional methodology to permit SDG&E to recover one
dollar in revenues for each dollar of abandonment cost authorized
by the Commission to be recovered. The staff methodology passes
through to the ratepayers the tax benefits of any write-off. It is
possible to obtain the same end xesult by amortizing a gross figure
and at the same time for ratemaking purposes amortize the tax deductions
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over the same period of the amortization or use a net of tax figure
and amortize such net amount., Where the unamortized balance is
included in rate base, such as R&D plant, then it is necessary
that a net of tax figure be used with no deduction taken for calculation
of income taxes. As indicated, we will calculate income taxes for the
purpose of this proceeding by using the traditional ratemaking metho-
dology and use the reduced corporate tax rate of 46 percent provided
for in the Revenue Act of 1978,
VIII. RESULTS OF OPERATIONS - GAS DEPARIMENT
A, REVENUES

Revised Exhibit 86 indicates that the staff and SDG&E are
in agreement as to estimated gas revenues for test year 1979 of
$120,160,700. Such revenues reflect the effect of Proposition No. 13
and provide for no change in Purchased Gas Adjustment (PGA) revenues.

B.. OPERATING EXPENSES

Gas Supply Expenses

SDGSE adopted the staff's gas supply expense estimate as the
proper test year estimate for 1979. With the adoption of the Supply
Adjustment Mechanism (SAM), effective October 15, 1978, any discrepancy

between actualand adopted supply or sales levels will be remedied through
SAM,

Cas Storage Expenses
The staff's estimate for this expense category is $223,400
lower than SDGEE's estimate. Approximately half of the difference
is due to trending methodology differences and the other half is due
to the staff's rejection of test year allowances for expenses to be
incurred in the future., We are of the opinion that the staff's
ratemaking treatment of these major expenditures recurring every 5
or 10 years penalizes SDG&E in that SDGSE is required to make this
initial expenditure and is permitted tomcover such expenditures over
a period of time without consideration of the time value of money. \,///
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We are of the opinion that both staff's and SDGEE's estimates
are not reasonable; therefore, we will adopt an average of the two
estimates as the reasonable test year estimate for this
account.
Gas Transmission Expenses

Although the staff's estimate for this account was only $33,000
less than the estimate of SDG&E's witness, considerable time was expended
in challenging staff witness' methodology in making estimates for this
and other accounts. We do not agree that the staff witmess puxposely
attempted to slant the estimates by using the method which would produce
the lowest result. However, it would appear that much of the problem

could have been avoided had the staff witnmess indicated on his work
vapers his reason for adopting different methodologies. We do not agree
with SDGSE's or staff's estimates and will adopt an average of the

two estimates or $843,600 as our test year estimate for this expense
category.

Gas Distribution Expenses ‘ ‘

The staff's estimate for this expehse category was $871,000
less than SDGSE's estimate. Aside from differences in estimating
methodology, a substantial portion of the difference related to different
positions takenm on SDGSE's meter replacement program relating to
the Sprague 1959s, 1960s, 1961ls, 1962s, and 1963s families. SDG&E's
witness Morse testified that SDG&E has made the decision to commence
an increased meter removal and repair program in 1979 aimed at removing
and repairing all 1959 Sprague type meters. Considering the larger
number of Sprague 1960 meters expected to be removed in 1980, it is
reasonable to expect that the 1980 meter removal and replacement program
will be at least equivalent to 1979's, if not significantly greater.

For our adopted test year estimate, we will adopt as reasomable the
$336,700 requested by SDGSE and an average of the staff's and
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SDGSE's estimates for the other accounts in this expense category.
The adopted estimate for gas distribution expenses for test year
1979 is $8,855,900.
QOther Expense Items

All other expense categories have been previously discussed
in our Electric Department discussions.

IX. RESULTS OF OPERATIONS - STEAM DEPARTMENT

Staff and SDGSE agree on 2 test year 1979 revenue estimate of
$163,400. The only areas of difference on operating expenses are in
production expenses and A&G expenses. As shown in our Electxic
Department discussion, we have accepted certain staff estimates and
certain SDG&E estimates.  We will adopt as reasonable $48,200 as
Steam Department's A& estimate. In all other respects, we will
adopt the staff estimates and/oxr methodology as our reasonable estimate
for test year 1979.

X. CONSERVATION

General o

In D.84902, dated September 16, 1975, in PGSE's Applicatioms
Nos. 54279, 54280, and 54281, we identified comservation as the most
important task facing the utilities today and stated our intention
to make the vigor, imagination, and effectiveness of a utility's com-~
sexvation efforts a key question in future rate proceedings and
decisions on supply authorizations.

SDGSE's vice-president - Marketing, John E. Hamrick,
testified for SDG&E; and engineers Farzaneh and Weil and econo-
nist Enderby testified on behalf of the Commission staff regarding
SDG&E's consexrvation programs. Mr, Farzaneh evaluated the effectiveness
of SDG&E's conservation programs in covering all available conservation
markets, assessed individual programs, and testified on the effective-
ness of SDGSE's overall comservation effort. Mr. Weil analyzed the
costs and benefits of conservation programs in terms of the participating
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customer, society at large, the nonparticipating ratepayer, and the
utility stockholder. Mr. Enderby analyzed the comservation wmeasure-
ment programs of SDGE&E and recommended ways to improve measurement
techniques.

SDG&E's Position

The staff and SDG&E are in basic agreement as to the
reasonable level of marketing and conservation expenditures for test
year 1979 except for an amount of $8,807,000 requested by SDG&E for
imp lewenting D.88551, Case No. 10032, the Home Insulation Assistance
and Financing Program. The staff recommends that since the incentive
aspect of D.88551 was suspended pending rehearing (D.88928) and the
financing program has been stayed (D.89093), subject to the action
by the California Supreme Court on pending Petitions for Review (S.F.
No. 23869), no amount for implementation of D.88551 should be included
in this proceeding until the metter is f£inally resolved.

Although SDG&E's witness Hamrick testified initially that
$8.8 million was the reasonable estimate of the cost to implement
D.88551 and that such costs should be recognized in this proceeding,
he did modify his testimony (tramscript pp. 39, 40, and 41) to indicate
that should a decision in Case No. 10032 be issued prior to this decision,
that the Commission would take motice of such decision and allow rates
which would enable SDG&E to implement such decision. He further
testified that should Case No. 10032 not be resolved prior to the issuance
of the decision in this proceeding that the Commission should establish
some vehicle for providing rates necessary to implement the Ifinal
order in Case No. 10032,

Mr. Hamrick testified as to SDG&E's 33 residential programs,
totaling some $2,146,300 for test year 1979, and 6 commercial and
industrial programs of $617,800 for test year 1979. SDG&E concurred
with the staff that the conservation program should be expanded,
but to do so required additional funds. SDG&E contends that it has
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demonstrated vigor, imagination, and effectiveness in its conservation
efforts; and, therefore, an increase in rate of return for its conser-
vation efforts was warranted.

Staff's Position

Staff witness Enderby testified that S5SDG&E's econometric
study is, in general, informative and comprehensive. The staff recom-
mended that SDGSE should (a) continue to work closely with the other
conservation units in developing new surveys and improving previous
suvrvey technigues; (b) consider developing a test program in residential
audits organized along the same principles as the commereial/industrial
audit program; (c) attempt to collect sales data on conservation devices
from retail and wholesale dealers: and (d) exchange ideas and informadion
about econometric, consumer services, and other measurement technigues
with other utility staffs.

Although the staff had no objections with the estimate of
$2,999,500 for test year 1979 for the basic conservation program
exclusive of Case No. 10032 requirements, it did comment on various
aspects of SDGSE's conservation program. Witness Farzaneh testified
that SDGSE's overall conservation efforts in 1976 and 1977 were inade~
guate and that a major expansion of conservation goals and activities is
warranted, and that SDGSE's electric conservation activities have been
inadequate in that, of 33 residential programs, only 6 programs are de-
signed specifically for electric savings. It recommended expansion of
the conversion to fluorescent lamps program, discouragement of frost-free
refrigerators and freezers, as opposed to automatic-defrost models, con-
sideration of promoting ventilators, and other inexpensive devices as

alternatives to air conditioning for new construction.

The staff witness was also critical of SDGSE's efforts in the
industrial and commercial classes but notes that SDGLE plans to expand
its efforts in this area. The staff was also critical of SDG&E's efforts

in the Conservation Voltage Regulation (CVR) area anéd stated that its
progress was slower than that ¢of the other two majdr California electric
utilities. The staff also criticized SDG&E's failure to set forth long-
term goals for achieving energy c¢onservation.

-53=-
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The staff withheld recommendation on a2 rate of return
reduction. The staff bases its action on SDGSE's management state-

ments indicating intent to impreve is weak program elements and the
increased conservation program shown in SDG&E's test yeax budget.
The staff further recommends that SDGSE be directed to substantially
expand its cost~effective conservation activities beyond the level
which it has made commitments to achieve. The staff further testified
that lack of program improvements will result in a staff recommendation
for a downward rate of return adjustment in future proceedings.
Enerev Commission's Position

Energy Coumission's Statement of Position mailed on
Septembex 21, 1978, set forth its evaluation of SDG&E's consexvation
program. It agreed with the staff that SDG&E should (1) develop a
more sophisticated evaluation and measurement program to identify and
enhance the impact of the various conservation programs; (2) prepare
and distribute a shoppexr's guide of electric and gas appliances sold
in its service area as well as '"best buy" list of most enexrgy-efficient
refrigerators and freezers; (3) develop a residential audits test
program; (4) promote passive heating and cooling techniques as part
of a builder information and incentive program to urge builders to
exceed the state building standards; (5) begin report card billing,
both to further emergy conservation and for the provision for energy
curtailment procedures; and (6) implement a school energy comservation
education program. Energy Commission also supported SDG&E's position
that the Intermittent Ignition Device Program be comtinued.

Energy Commission supported the conservation programs pro-
posed by SDG&E in this application and urged this Commission to




A.58067 et al. nf*

authorize the funds necessary for their implementation. While taking
70 position on whether an upward conservation adjustment of SDGSE's
rate of return was justified, it did state that SDGSE's conservation

staff's performance was commendable, considering the limited funds
available and that this fact should be considered by the Commission.
Discussion

Based on the recoxd it is obvious that it is difficult to
measure conservation due to commodity pricing. While SDG&E has
attempted to develop measurement methodologies, much work in this
area has to be done by SDGSE, the utilities in general, and the
staff to develop more uniform measurement technigues and standards.

The staff was generally critical of SDG&E's conservation
efforts in 1976 and 1977 with respect to programs that result in
electric savings, both in residential and industrial/commercial
sectors. While it recognized SDGS&E's conservation staff's efforts,
it was of the opinion that top management was generally not equally
enthusiastic about promoting conservation..

SDG&E argues that the staff criticism of its electric con=-
sexvation effort was due to the transfer of master meter customers.
from commercial to residential, thereby distorting the average usage
per residential customer curve and giving a misleading indicator.

SDGSE claims that it was one of the first major utilities in California
to promote conservation; and since it had vigorously pursued conser-
vation activities in the past, its recent record may not reflect as
much improvement as those who may have started later.

SDG&E's own witness testified that it did not commence cer-
tain programs which all other major utilities in California implemented
in 1976 and 1977, because SDG&E believed it could make better use of its
limited conservation funds. Enexgy Commission, in its motion,
commended SDG&E's conservation staff for its verformance conmsidering
the limited funds available and even suggested that this Commission
. consider this fact in considering an increase in rate of return for
its conservation effort.
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We believe SDGS&'Es conservation efforts for 1976 and 1877
could have Leen more agoressive, however we are encouraged by its pro-
posed cxpansion of its conservation activities in 1978 and 1979. The

staff's teostimony indicates that SDGSE management has given its assur-

ances that the weak clements of its programs will be improved in 1979.
Based on the reccoré in this procceding, we do not believe an upward or
downward adjustment in rate of return for conservation is warxranted ot
this time. FHowever, we expect SDG&E to demonstrate in its next general
rate case that substantial improvements have Leen made in SDGSE's
conservation programs and results. We will further reguire SDGSE to
substantially expand its programs with emphasis on conservation of
electrical cnergy especially in the residential and commercial sectors.
We will include in our adopted test year figure for Marketing (con-
servation activitices) an estimate of $2,999,500 to cover the basic con-
servation program, plus an additional $846,985 we estimate will beo re-
guired under the residential insulation incentive program authorized

in D.90308 in the rchearing of Case No. 10032. The $846,985 will
provide for 26,460 $25 certificates and $7.01 for cach certificate of
inspoction to implement a residential insulation incentive program.

We will also rcquire SDG&E to modify its customer bills to
include more information regarding customer usage to enable the customers
to measure the cffcctiveness of their own individual consexvation effort
along the line sct forth in Exhibit 25, Appendix C. Similarly, we will
reguire SDG&E to revise its tariffs to roquire residential swimming
pool owners to shift opcrating hours of the pumps and filters to off-
peak hours. (Appendix A scts forth a sample tariff.)

In connection with Phase II of the CVR program, SDG&E is
directed to identify specific projects for Phase II and indicate when
work on Phase II will commence. Also in line with our action in D.89315
anéd D.89711 relating to PG&E and Edison, respectively, we will reguire
SDG&E to revise its tariff to set forth the new ranges of customer volt-
age recommendedé by the CVR program (Appendix B). We also will require
SDG&E to adopt the CVR implementation and reporting requirements set

.

forth in Appendix C.
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Inscfar as compliance of SDGSE's conservation programs
with the National Znergy Conservation Policy Act (NECPA) of 197%2 is
concerned, there is clearly no cuestion that all were eitiner being
implemented or planned well in advance of the adoption of NZCPA

n November ¢, 1978, and therefeore may continue into the future

subject to continued authorization of this Commission as provided
by Section 216 of Title II of NECPA. ’

NECPA recuires each subject utility to develop a conservation
rrogram in compliance with a state plan (to be prepared with
guidelines ceveloped by The Department of Energy (DCE)). Iv may be
a yvear or more before usility programs in compliance witnh tiae state
plan are supmitted. In the interim periocd the need to move forward
witn vigerous conservation activities remains. SJG&Z should there-
fore continue to develop its pregrams, assuming that ongoing
conservation programs will be allowed to continue, being aware of
the possible limitations and additional mandate activities in NzZCPA.
The Commission staff should be consulted to assist SDG&EZ in
determining reasonable interim steps to be taken in complying with
NZCPA. ‘

XI. RATE OF R

The guidelines for determining the fair rate of return a
utility is entitled to earn are set forth by the United States
Supreme Court in its Bluefield Water Works and Imorovement Co. ancd neve
Natural) Gas Co. decisions, infra. In the first mentioned case, the
Supreme Court said, "A public utility is entitled to such rates as will
zermit it tc earn a return on the value of the property which it
emnloys for the convenience of the publié equal to that generally bteing
made at the same time and in the same general part of the country on
investments in other business undertaxings wihich are attended by
corresponding risks and uncertainties; but has no constitutional rignht
to profits such as realized or anticipated in highly profitable
enterprises or speculative ventures." (3luefield Water Works and
Imorovement Co. v West Virsinia Public Service Ceommission (1623) 262
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US 679, 692, 693; 67 L ed 1176). 1In the second case the Supreme
Court expanded this definition and said, '"That return, moreo&er,
should be sufficient to assure confidence in the financial integrity
of the enterprise, so as to maintain its credit and attract capital;
«..the rate-making process...involves a balancing of the investor
and the consumer interests; and...it is the result reached not the
method employed which is controlling.”" (FPC v Hope Natural Gas Co.
(1944) 320 US 591, 602, 603; 88 L ed 333, 345.)

Comprehensive showings on rate of return were presented
by SDGSE's witness senior vice president and treasurer, Ralph L.
Meyer; CAUS' witness Ross J. Cadenasso, a corporate fimancial comsultant;
and staff's rate of return witness, Ray Czahar,

SDG&E's Position

Mr. Meyer presented a comprehensive showing of the embedded
cost of capital, the projected financing plan and resulting year-end
capital structure, and the required return on common equity and the
overall return necessary to attract the type and amount of capital
necessary. Mr, Meyexr testified that a grosé revenue increase or
$95.5 million, which correlates with a net operating income figure of
$118million was necessary to achieve the degree of f£inancial health
which he considered was appropriate for SDGSE. This would produce a
15 percent financial rate of return on common equity (the return on
equity computed for f£financial statement purposes) and would require
an 11.27 percent return on rate base and a 16.55 percent return on
equity on a ratemaking basis.

Mr. Meyer emphasized that SDG&E iIs a high-growth company
compared to other California electric utilities as shown by SDGE&E's
compound growth rate of 8.5 percent over the past 10 years compared
with & 5.6 percent rate for Edison and 4.1 percent for PG&E. This
high-growth rate has necessitated a high level of extermal financing
during a period of least attractive market conditions. To compound
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this problem, the high level of construction results in increased
levels of noncash AFDC earnings in total earmings and results in

low intermal genmeration of cash. He further testified that if SDG&E's
earnings are not sufficient, or are of poor quality, debt issues are
restricted or more expensive and sales of common stock below book value
must continue to be made to raise sufficient capital.

Mr. Meyer emphasizes that the rate of return to be auth-
orized for SDGSE cannot be set in a vacuum. As an exampie, if the
Encina 5 facilities are included in rate base, the necessary rate of
return on rate base would drop to 10.38 percent which would produce
a 15.24 percent return on ratemaking equity and a 15 percent financial
return on equity.

In connection with the staff recommendation that Sundesert
site-related cogts and unamortized balance of nonsite-related costs
not be included in rate base, witness Meyer points out that there is
a direet correlation between the adopted rate base and the financial
results that will flow f£rom any given rate of return. He further
added that to the extent the Commission targets certain finaneial
criteria, such as times interest earmed on internal generation of
funds, it must not lose sight of the effect ratemaking rate base
adjustments have on SDG&E's ability to achieve these targeted results.

Mr. Meyer used the comparable companies' earnings test
in developing his recommended return on equity. This included a com-
parison of companies in othexr industries, as well as utilities,
nationwide and in Califormia. In order to compare relative financial
strengths, he reasoned that the return on common equity must be expressed
on a finmancial basis, since it is the common financial community yard-
stick for comparing relative financial strength.

Mz Meyer's study showed that although SDG&E's earned returns
on common equity were higher than the average of the 20 utilities,
its pre-tax times interest coverage has been well below the industry
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average and its price earnings ratio has been genexally below the
20 company average. He explained that a reasonable explanation for
this anomaly is that the percentage of AFDC profits and profits
from interdepartmental gas sales represents a major portion of SDG&E's
total eamrings and that the Iinvestors perceive these unusual circum-
stances as additiomal risks requiring higher returms. The investor
is also aware that SDG&E's low intermal cash generation will require
continued common stock sales at below book value thereby diluting the
stockholders' equity.

Mr. Meyer also testified that SDGS&E has issued 10.5 million
shares of common stock at prices below book value from 1973 to 1977,
representing almost half of all the common stock outstanding at year
end 1977 and at an average of 79 percent of book value. During this
period SDGSE's bond ratings have declined from Aa to Baa rating, the
lowest rating for investment grade securities, by Moody's and a
similar rating by Standard and Poor's. Mr. Meyer also testified

that the debentures are rated at Ba and BB by Moody's and Standaxd
and Poor's. These ratings compare with the.AA bond ratings of PG&E

and Edison. The lowexr bond ratings of SDG&E result in & higherx
interest cost for SDG&E issues with a differential of 67 basis points
for AA bonds to 48 basis points for A bonds in March of 1978. Mr. Meyer
also testified that lower rated securities indicate greater risk and
that SDGSE's request for a 16.55 percent return on ratemaking equity
is justified when PGSE and Edison, both AA rated utilities, are
requesting a 15 percent return on common equity in their most current
rate filings. (Application No. 57602, Edison; Applications Nos. 57284
and 57285, PG&E). Mr. Meyer added that the increases requested in
this application, if granted and earned, would put SDG&E on the road
to recovering the A and AA ratings it once had.

Mr, Meyer also testified that tleEncina 5 sale leaseback
transaction, which provided low-cost financing, added to the investment
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risk of the stockholders. Although the preferred treatment would

be to capitalize the lease and give it rate base treatment, it is
precluded from doing this under its current debenture indenture. |

He recommends that in order to emcourage inmovative financing the
financial advantage of lease versus ownership should be split between
the ratepayer and shareholder by increasing the return on common
equity by 0.2 percent. :

In conclusion, SDG&E argues that although Mr. Meyer's
recommendation assumes a full rate Increase to be effective at the
beginning of the test year or January 1, 1979, this would not be
possible under the Regulatory Lag Plan which does not contemplate
a final decision until May 1979. Furthermore, since the Regulatory
Lag Plan contemplates a rate proceeding once every other year, the
rates in this proceeding will also be in effect in 1980. 1In view of
these circumstances, SDG&E asserts that substantial weight should be
given to Mr. Meyers' tastimony.

CAUS' Position .

CAUS' witness Ross J. Cadenasso testified on behalf of
shareholders of SDG&E in support of shesz's requested rate of return.
Mr. Cadenasso spoke of the problems of the investor in common stock
and indicated that such a shareholder had the following expectations:
(1) that SDG&E would be allowed to earm a fair rate of return on the
stockholders' investment; (2) that the return would be equal to the
return earned on stockholders' investments in other enterprises of
corresponding risks; (3) that SDG&E would be able to maintain a sound
capital structure; (4) that SDGEE would be able to maintain a sound
credit rating; and (5) that when SDG&E had to raise equity capital to
finance necessary expansion that it could do so by selling additional
shares of common stock at prices that would not dilute his interest
in SDG&E.

Mr. Cadenasso outlined what he believes to be the dreary history
of SDG&E, under the regulation of this Commission, including the need to
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sell substantial stocks below boox value since the first nalf of 1673, the
decline in times interest coverage bYefore taxes from 7.4 times in 1968 to
2.1 times in 1977 and as low as 1.7 times in 1675, the inability to earn
its inverest and preferred dividend requirements on two occasions, and
the cowngrading of its bond ratings from AA in 1973 to BED in 1975
and currently.

- Mr. Cadenasso differed with Mr, Czahar as to the selection
of comparable companies, Mr. Cadenasso selected 12 out of 48 combina-
tion gas and electric utilities listed by Salomon Brothers in their
monthly review which sold at an average price of 103 percent or
more of book value at August 31, 1977, November 30, 1977, Februaxy 28,
1978, and May 31, 1978. These 12 companies met the test of attracting
equity capital without confiscating existing shareholders' equity.

For the period 1972 through 1977, SDG&E's average return on
common equity of 12,3 percent exceeded the average of the 12 companies
of 12.0 percent; however, SDGSE's sold at an average of 87 pexcent of
book value at the above dates compared to 109 percent for the 12
companies. Mr. Cadenasso proceeded to explain the inability of SDG&E
to sell its common stock at a market/book ratio comparable to his 12
companies. Tor 1977 SDGSE compared to the average of the 12 companies
as follows: (1) SDG&E had a low bond rating, Baa, as compared to
single A or double A for the others; (2) SDGSE's times interest coverage
before taxes of 2.2 times compared to am average coverage of 3.7 times
for the others; (3) SDG&E's low effective income tax rate of 7 percent
compared to an average of 41 percent; (4) SDGS&E's &4 percent ratio of
AFDC to common earmings compared to an average 32 percent ratio; and

(5) SDG&E's cash flow coverage of common dividends of 1.0 vimes compazed

to an average of 2.8 times,

In addition, for the period 1978-80, estimated comstruction
as a percentage of gross plant at Decembexr 31, 1977, was 72 pexrcent,
compared to an average of 42 percent for the 12 companies, TFor the
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period 1978-1982, Mr. Cadenasso's exhibit showed that internal gemezration
of cash as a percent of total capital spending was 13 percent for

SDGSE compared to an average of 53 percent, and common stock financing
for the period 1978-1982 as a percentage of total common stock market
value at Decembexr 31, 1977, was 92 percent for SDG&E compared to an
average of 29 percent for the 12 companies.

Based on his study, Mr. Cadenasso concludes that SDG&E
is a high risk company and that an carned return on common equity of
16 percent is necessary if SDG&E is to sell common stock in the future
without further dilution. He further testified that his recommended
return on common equity could be reduced by reducing risks and
increasing earnings quality. Ke urged the Commission to reconsider
its flow-through treatment of accelerated depreciation and investment
tax credits. He also recommended that a mechanism which would provide
for a revision of rates as of the beginning of 1980 would reduce the
return on common equity requirement.

Mr, Cadenasso supported the concept of sharing the benefits
of low cost financing from the Encina 5 sale leaseback transaction.

In conclusion, CAUS argues that SDG&E is a "sick company” and
that the Commission's grants of rates of return in the past are
inadequate and deny SDGSE its constitutionally guaranteed right to
attract capital at reasomable rates in exchange for its assuming the
obligation of providing service.

Staff's Position _—

Staff wimess Ray Czahar, from the Finance Division, testified
for the staff om rate of return. He recommended the adoption of a
year end 1979 capital structure and applied the midpoint of his
recommended rate of return as follows:
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Staff's Recommended Rate of Return

Capitalization Weighted
Component Ratios Cost Cost '

Long-term Debt : 44.,.99% 8.047, 3.62%
Bankers Acceptances 2.76 . 8.00 .22
Preferred Stock 14,16 8.21 1.16

Common E%gity 38.09 13.50 5.14
Tota T00.00%

- L] L d °

The basic difference in the capitalization ratios between
staff and SDG&E is the inclusion of bankers' acceptances in the staff
capitalization ratio. Mr. Czahar testified that bankers' acceptances
are used for the specific purpose of financing fuel oil inventory
which is a part of rate base. Although Mr. Czahar was aware that the
current AFDC formula prescribed by the Federal Energy Regulatory
Comuission (FERC) requires the inclusion of all short-term debt in
the computation of the AFDC rate,'he believes that exclusion of bankers'
acceptances overstates the cost of capital., The staff recommends that
bankers' acceptances be excluded from the AFDC formula and included
as a rate of return Eapitalization component. The staff argues that
this procedure would result in a better matching of current cost with
current ratepayers.

On the issue of the Encina 5 sale leaseback transaction,

Mr. Czahar agreed that a sharing of the benefits of the Encina 5 financing
by increasing the allowed returm on equity by 0.2 percent was reasomable
oxr that a sharing could be achieved by an addition to rate base.

Mr. Czahar, however, did warn that the application of a comstant
percentage on rate base may produce & result in excess of what was
intended should the rate base continue to grow.

Mr. Czabar recommended a 13.25 to 13.75 percent retura on
common equity and a corxrresponding 10.04 to L0.24 perceant rate of return
on rate base. In developing his rate of return recommendation,

Mr. Czahar applied the tests of comparable eammings, financial integrity,
and the balancing of investor and consumer interests. Mr. Czahar
testified that he had reviewed the decisions appearing in the "Public
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Utilities Repoxts" through March of 1978 and determined that allow-
ances on common equity ranged from a low of 12.5 to 14 percent
compared to his recommended range of 13.25 to 13.75 percent.

Mr. Czahar showed that his rate of return would produce an
after tax coverage of 2,68 times which is higher than the coverage
resulting from D.83675 dated Octeber 1974, or D,87639, dated July 19,
1977. His indenture debenture interest coverage was computed to be
2.55 times before taxes. Implicit in Mr. Czahar's calculation was the
assumption that his rate of return would be applied on a rate base
approximating $1,050,000,000. Mr. Czahar's view as to his recommenda-
tion for rate base treatment of Sundesert expenditures has been
previously discussed in the rate bage sectiom.

The staff concludes that Mr. Czahar's rate of return recom-
mendation and corresponding return on common equity meets the criteria
set forth by Justice Holmes in Cedar Rapids Gas Light Co. v Cedar
Rapids (1912) 223 US 655 where he said rate regulation:

"...has to steer between Scylla and Charybdis.
On the one side, if the franchise is taken to mean
that the most profitable return that could be
got, free from competition, is protected by the
Fourteenth Amendment, then the power to regulate
is null. On the other hand, if the power to
regulate withdraws the protection of the Amendment
altogether, then the property is nought. This is
not a2 matter of economic theory, but of fair
interpretation of a bargain. Neither extreme can
have"been meant. A midway between them must be
hit,

Discussion

SDG&E had no strong opposition to the inclusion of bankers'
acceptances as a part of capitalization for rate of return purposes.
Mr. Meyer testified that obtaining FERC's authorization to exclude
bankers' acceptances from the AFDC formula would not be difficult,
We are moved by the staff argument that this procedure will emable
us to properly pass on the cost of financing fuel oil purchases to
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current customers. We will, therefore, adopt the staff capitaliza-
tion ratios and the 8.10 percent cost of long-term debt factor
agreed to by Mr, Czahar (transcript page 3567).

We will not adopt the staff's estimate of 8 percent as

the cost of bankers' acceptances, as the interest rates have
continued to increase with no signs of leveling. We will adopt a
10 percent interest cost as reasonable for the purposes of this
proceeding. '

In our considexation of the appropriate return on common
equity for SDG&E, we have considered the positions presented by the
various parties. In addition, we are of the opinion that it is
important that investors are not disadvantaged by utility pursuit
of programs which provide for improved or expanded service without
increasing rate base, such as conservation, encouraging off-peak
use, cogeneration, and improved generation facility efficiency.
Accoxdingly, as we analyze and weigh factors necessary to arrive
at an authorized rate of return for SDGEE, we will determine a return
on common equity that is sufficient to give SDGS&E the incentive to
fully pursue resource options other than increasing generating
capacity by the traditional means of building new facilities. This,
of course, does not mean that SDGE&E will not be required to build
new facilities.

In arriving at our return on common equity, we have
considered the risk to SDG&E of developing new and less polluting
energy resources, the better use of its existing resources, the
research programs being conducted, and the level of its comservation
program planned for the test year. We have also considered SDG&E's
low bond ratings and the imereased costs such ratings have on the
cost of capital. We have also considered the added risks our
utilicties are confronted with in connection with the multiple layers
of governmental bodies and regulations that confront a utility in
planning and seeking approval to conmstruct facilities to meet the
needs of its customers, and in the case of Sundesert, the burden we
are placing on stockholders for unsuccessful projects, the magnitude
of which stockholders have not experienced in the past.
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inally, we will also take into consideration that under the
Regulatory Laz ?lan we do not expect SDG&E to file for general
rate relief earlier than for a 1981 test year.
This Commission in its Decision No. $E€758 in 01X 4 and
Dacisicn No. 67039 in Application No. 55627 et al. recognized SDG&Z's
nancial difficulties and urged the utility to look for resource
adQlulO 1S that imposed less of a financial burden on the c¢ompany,
recognizing that this might mean going beyond traditional financing.
The sale and leaseback of the iZncina 5 Powerplant represents
Just such innovative financing. It is the {irst such major transaction
by a Califerania utility. This transaction was approved by the
Commission in Decision No. 89067, Application No. 58148,because it
demonstrably resulted in a lower cost of money waich therefore
equates to lower rates for ratepayers.
The Commission recognizes also that such a transaction
removes a substantial capital investment from utility ownership
and therefore from rate base treatment. We do not believe that a
company should be penalized pecause it is denied future earnings
cn rate base as a result of an action which was clearly beneflicial to
all parties. We therefore recognize in setting SDGEE's return on
cormon equity the need t¢o provide additional earnings to cempensate
for this less.
This Commission action is consistent with our policy state-
Decision No. 29316 dated September 16, 1978. In that decisien

-..[this] discussion on rate of return emphasizing

the importance of return on equity snould put
utilities on notice that, when faced with potential
in¢reases in customer demand, there may 1ot always be
a financial bvenefit to favoring ortions, including new
plant construction, that expanu rate base. We believe
this should encourage utilities to seriously coasider
other options for expanding or improving service."

we reiterate that utilities should not nave financial
ncentive through regulation to expand rate base in order to increase
earnings when there are other options for providing service at a lower
cost with less financial burden.
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Considering the above factors, we will adopt as reasonable
a 14.5 pexcent return on common equity as being reasonable for SDG&E,
and which applied to our adopted capital structure and costs will
translate to a 10.59 percent vate of return as follows:

Adopted Rate of Return

Capitalization Weighted
Component Ratios 0 Cost

Long-term Debt 44,99% «10% 3.647%
Bankers' Acceptances 2.76 10.00 0.27
Preferred Stock %g-ég . -gé é.ég
Common Equit . . .
Total 10000 03,

We believe the employment of 1981 as the next earliest test
year for establishing SDG&E's rates will not be a hardship on the
utility in that volatile fuel expenses are covered by ECAC and PGA
procedures, that variations in gas sales are covered by our SAM and that
currently OII No. 25 has been opened to consider the feasibility of
adopting an electric supply mechanism procedure,

The 10.59 percent rate of return adopted as reasonable in this
proceeding is estimated to provide an implicit after tax interest coverage
of 2.7 times well above the coverage implied in SDGSE's last two general
rate cases. We also estimate that SDG&E's pre-tax debenture indenture
intexest coverage at adopted rates to be 2.8 times, We believe these
coverages should be sufficient to improve SDGEE's credit rating.
Furthermore, should SDG&E receive an upgrading in its bond ratings, it
will result in lower future interest costs and, as a result, bemefit
ratepayers.
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Timing of Future SDGEE General Rate Increase Recuests

Consistent with Decision No. &9710 in Application No. 57636,
and for the same reasons as set forth therein, this Commission is
not staffed %o process rate applications for all major utilities
annvally. This was true when the Regulatery Lag Flan was adopted,
and the recent hiring freeze and budget reductions have contriduted
and will further contribute significantly to.our staffing problems.
In order to process rate increase applications within the time frame
of the lag plan, and have new rates in effect at the start of the
test year, we simply cannot have every major utility befere us
annually. To date this Commission has granted general rate relief
for major utilities subject to the Regulatory Lag Plan contingent
upon maintaining at least a twe year interval between rate case test
vears., Consistent with this schedule, SDG&E woulc be next entitled
to tender an NOI based on a 1981 test year. However, due to the
present and anticipated workload of the Commission staff in processing
applications of other major California utilities, it would ve higaly
desiradle that SDGEE postpone its scheduled filing to a 1982 test
vear basis. Zmploying 1982 as the next earliest test year fer
establishing SDG&Z's rates could, we recognize, impose a financial
nardship on the utility. This procedural change, for tne benefit of
the Commission (and vltimately SDC&E, as we endeavor to schedule
NOI filings in a manner that will allow the Regulatory Lag 2lan
to work) could nave the effect of delaying rate relief lor SDG&Z
which it might otherwise be granted employing a 1981 test year. To
ameliorate this one-time situation, we suggest that SDGEE's next NCI
filing should be based on two test years, 1981 and 1982. We will
consider, upon a showing of need, granting a partial gereral increase
for test vear 1981 aond will determine final rates based on test year
1982 (not to be effective before January 1, 1982). Thereafter,
SDGEZ may file under the XCI procedure with alternete test years

with the Regulatory Lag Flan. The end result is that SDG&E

a schecduling cycle such that it will reot file along witn

major utilities, therebdby making it possible to meet the ﬂ
Regulatory Lag Plan schedule.
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We believe that our adopted rate of return together with a
full effort by SDG&E to apply its iangenuity toward increasing its
efficiency and productivity will enable SDG&E a reasomable opportunity
to earn its authorized return.

We believe the difference in equity return we are allowing
SDG&E compared to those allowed Edison and Southern California Gas
Company in D.89710 and D.8971l, xrespectively, is justified by: (1)
the fact that SDGSE is six months into the test year; (2) our interest
in scheduling SDG&E for a 1982 test year for its next genexal rate case;
and. (3) the loss of rate base in the Encina 5 transaction.

Furthermore, we are fully conscious of SDG&E's difficult
financial position. We believe that by authorizing SDG&E such an
attractive rate of return we are giving utility management a chance to
use those resources to improve its financial position. We trust that
it will continue to look for innovative fimancing options like the
Encina S sale leaseback that will benefit its ratepayers.

We are also putting SDGS&E on notice here that we expect it to
operate within its financilal resources and that we will seriously
question the prudence of any future investments with financial risks
of the nature incurred in the Sundesext project.

Compliance with Wage~price Guidelines

Subsequent to the November 21, 1978 submission of briefs to

this proceeding the Council of Wage and Price Stability (Council)
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issued three price standards to implewent the President's anti-
inflation program by adding a new Section to Part 705 - Non-
inflationary Pay and Price Behavior, of Chapter VII, Title 6 -
Economic Stabilization in the Code of Federal Regulations., The
three price standards are - Price Deceleration (Section 705 A-2);
Profit Margin Limitation Standard (Section 705 A-6); and the
alternate price standard for electric and gas utilities, Gross
Margin Standard (Section 705 C-8). The Council issued these
standards in order that regulatory Commissions would give appropriate
weight in their decisions to the President's voluntary anti-
inflationary objectives. The Commission adopted Resolution
No. M=4704 on January 30, 1979 which supported the President's
anti-inflationary program to ensure that in granting general xate
increases, the Council's guidelines would be complied with to the
fullest extent possible.

This decision meets the criteria of the Council's Profit
Margin standard and will not exceed the upper level of the Gross
Margin standard. Our discussion and findings justifying the
reasonableness of the adopted rate of return and the resulting level of
the times-interest coverage (supra), addressed the issue of undue
hardship that SDG&E would experience without the authorized revenue
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increase tc raise capital te finance its construction needed te
gserve its customers and to gererate adequate income To assure the
necessary minimum level of interest coverage. COur acdopted revenue
increase will authorize rates no nigher than are necessary to \///
protect SDG&I's customers from high prices, and yet assure that the
needs of future customers can be met, and the requirements of the
SDGSE shareholders are not unduly burdened.
XII. RATS DESIGN - STEAM DEPARTMENT

Director of ates and Jaluaulon, A. G. Strachan, testified
on SJGZI's steam rate cdesign proposal. He recommenced spreading the
increase on a uniform percentage basis to and within the steam rate
schedules and the continuation of declining blogk rates to ensure
greater revenue stavilivy.

taff rate design witrness, Howard Frantz, recommended the
transierring of base weighted rate for energy from base rates and
adding it to the ECAC rate. This will make the Steam Department ECAC
consistent with that of the Electric Department. The effect of

tals transfer would be tc reduce base rates by S1.70 per Mlb (S1.734
for Schedule 1 and S$1.7512 for Schedule 2 including franchise fees)

ana increasing ZCAC rates correspondingly. The staff further
recormended that the increase be applied tc create a flat commodity

rate lcr all Schedule 1 custcmers with Schedule 2 custemers receiving

a slightly higher charge due te the 1 percent franchise fee differential
established by Resolution No. G=1684, dated November 16, 1974.

Instead of a declining blocx rate suggested by SDG&E, Mr. Frantz
recommended the adogption of the flat commodity rate in keeping with

the Commissicn's policy of eliminating declining block rates to
encourage conservation.

The stalf also recommended a revision of SDG&E's Steam
Jegartment's ZCAC to protect the customer from unreasonable costs
associated with lost and unaccounted for steam. SDG&E's lost and
unaccounted for steam figure shows some wild fluctuations waich coula

/
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not be readily explained. Under the staff proposal a nominal lost
and unaccounted for steam ceiling of 25,000 Mlb/record year is estab-
lished and fossil fuel expenses associated with producing the lost and
unaccounted for steam would not be included in the offset rate and
could not be recouped in the balancing rate,

SDG&E had no strong opposition to any of the staff proposals
on steam ¥ate design. We will, cherefore, adopt as reasonable the
staff rate proposal for spreading the Steam Department increase, the
staff proposal to exclude energy cost from base rates, and require
SDG&E to modify its ECAC as agreed to by staff and SDG&E in
Exhibit 8A. In spreading rates for our order for partial general
rate increase, the above staff recommendations relating to steam
rate design were adopted; therefore, in spreading the additiomal increase
of $10,500 authorized in this decision the commoaity rates for Scheaules 1
ana 2 will ¢ increased by 30.C5 ana $0.051 per Mlb, respectively. The '
autacrized Steam Department inereases are saown in Table vV and Arpendix D,

\
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TAELE V
San Diego Gas & Electric Company
Stean Department
AUTHORIZED RATE SPREAD EXCLUDING ECAC
Test Year 1979

.. Present : :r  Increase
: : l-/: ¢+ Authorized : . sPercent
Schedule : Volune : Rate :Revenue: Rate <Revenue:Revenve:Increase:

Mb/yr)  ($/mad)  (M8)  (s/Maw)  (M8) (M)

Schedule 1
Customer Months 76 $7.89 $ 6.0 $7.8 $ 6.0
All Usage 207,800  1.643 w1l 1.693 351.8
Subtotal 3b7.4 357.8

Scheduie 2
Customer Months 12 7.97 ol oL -

All Usage 3,000 1.659 5.0 5.1 .1
Subotal - - 5.1 - 5.2 .1

Total 210,800 - 352.5 - 363.0 10.5

1/ "Present” rates are the steam rates effective
January 21, 1979, authorized by Decisicn No. 89857
under Advice Letter No. 103-E.
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XIXXI. RATE DESIGN - GAS DEPARTMENT

Testimony and exhibits on gas rate design and marginal cost
pricing for SDG&E were presented by A. G. Strachan; and for the Commission
staff, $. K. Gokhale testified on recommended rate design and tariff
revisions, including employee discounts.

SDG&E proposes the deletion of present (prior to D.89857)
nonresidential (GC, G-40, G-50, G-51, and G-54) schedules and the
establishment of five priority classifications for purposes of curtail-
ment. SDGSE is proposing that Residential Schedules GR (Domestic
Natural Gas Service), GM (Multi-Family Natural Gas Service), and GS
(Submetered Multi-Family Natural Gas Service), and nonresidential
Priority 1 usage be contained in Priority l.

SDG&E is proposing & $4.00 lifeline and nonlifelime customer
charge per month for residential GR and GM schedules and a $3.60 charge
for GS schedule. Proposed commodity charge for lifeline GR and GM
sales are $0,20 per therm up to the first 81 therms and $0.18 per
therm for GS sales. Proposed nomlifeline commodity charges fox GR,

GM, and GS residential schedules are $0.2225 per therm for the first
81 therms: $0.2463 per therm for the next 81 therms; and $0.2700 pex
therm for all usages over 162 therms.
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For its commercial and industrial natural gas sexvice,

SDG&E proposes a customer charge of $4.00 per month for nonresidential
GN-1 customers and a commodity charge of $0.27 per therm for all
usage. For GN-2 schedule an $8.00 customer chaxge and a.$0.27 per
therm commodity charge for all usage is proposed and for GN-3
customers a $12.00 customer charge and a $0.2500 per therm commodity
charge for all usage is proposed. TFor GN-4 customers SDG&E proposes a
$16.00 customer charge and a $0.2500 petr therm commodity charge and for
GN-5 interdepartmental sales a 250,00¢ rate for all usage per million
Btu 1s proposed. Mr. Strachan testified that GN-1 through GN-5
schedules were assigned customer charges reasonably related to the
costs associated with having the given customers on the system. The
commodity charges were increased to a level approximating the cost

of alternate fuels. The remaining revenue increase was allocated to
the residential schedules. '

The staff agrees with the modification' of rate schedules
consistent with end-use priorities. The staff also concurs with
SDG&E's proposal to substantially increase revenues from residential
customer charges, although not to the same degree. The staff recommends
an increase in customer charges from the pre-D.89857 levels of $1,26
for GS schedules and $1.40 for GR and GM schedules to $2.70 and $3.00,
respectively, compared o SDGSE's proposal of $3.60 and $4.00,
respectively. Mr. Gokhale testified that in his gas rate design
he attempted to keep the nonresidential commodity charges reasonable
and competitive to altermate fuels and to recover the balance of the
increased revenue requirements from residential customers. He
further explained that in allocating the additional revenues required
from the residential class he attempted to keep the increase in customer
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charges as low as possible in orxder to enable the residential customers
who conserve to see the positive benefits of conservation. I1f too

much of the increase is reflected in increased customexr charges,

such charges would represent a greater portion of the total billing,

and, thus, would be a disincentive for consumers to comnserve, especially,
the smallexr users of gas.

Section 739(b) of the Public Utilities Code requires that
- the Commission shall authorize no increase in the lifeline rate until
the average system rate in cents per therm increased 25 percent or
more over the January 1, 1976, level. At that time the system
average rate was 15.60¢/therm and the lifeline rate was 15,407¢/therm,
By statute the lifeline rate was not to be increased until the system
average rate became 19.5¢/therm (oxr 125 percent of 15.60¢/therm),

The lifeline rate of 15.407¢/therm is about 79 percent of 19.5¢/therm.
The Commission, in D.88697 in Applications Nos. 55627, 55628, and
55629, did increase lifeline rates for SDG&E and similarly we further
moderately increased lifeline rates in our D.89857 for partial general
rate increase. .

The Utilities Division recommends that the Commission
spread the necessary increase on a differential increase basis with
lifeline at 79 percent of system average and with a single commodity
rate to nonxesidential customers. In D,89857 we spread our $9,834,000
inerease in gas rates by a small increase in customer charge for GS
residential customers to bring them up to the level of the GR and
GM residential schedules. The balance of the increase was obtained
by applying differential increases to the various residemtial tiers
with substantial increases of 26 and 31 percent to Tiexs III and IV
usage and by adopting a single commodity rate for nonresidential
usage.

We limited the increase to lifeline usage in D.89857 to a
2.2 percent increase compared to a total system increase of 6.0
percent pending our full comsideration in this final decision as to
the appropriate rate structure to be adopted based on the record
in this proceeding. The additional inerease authorized in gas revenues
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of $4.8 million in this decision will recult in an average system
rate of .2466¢ per therm compared te the lifeline rate of .1G76¢ per
therm, or a rate of 80.1 perce e averapge system rate.
In conside ri.g n o desiyn in thls proceeding, it is
Mportant Lo Know that @ voluren renresent 7L percent of total

residential gas volumes anud SO rercent ol total gas voluuwes.  Tae

"

ecord in tnis d
fuel and nonresidential commodiiy raten are very close to competitive

indicntas that Lhe cost of alternate

level leaving little leeway for passing on ndultional rate increases
to the nonresidential classes.
With the pending implementation o!f federal law that will

set boiler fuel commodity rates based on the incremental price of

’

alternate fuel(s), in essential that tne Commission be kent
nformed of alterna fuel prices,  Therelore,we will reauire that

SDGEE present information on alternate fuels used Ln Ius service area.

-

This information shall inclwie, but nen he limited

K]
.

to, wne delivered

~

lot sizcyand Blu content,

The above information
oe furnished to the Commission stall auarterly ond coordinated
with the semi~annuol PGA-SAM [iling dnten.

SPEE will also maxe a study to determine the alternate

apability (i.a. #2 or #0 fuel oil Priority 3 and 4

the volures (therms) associoted with ench fuel; this
a

incorporated in the Cctobin 1076 PGA=SAM [iling.




Based on tnese [acts, {faillure to increan
s tim2 would unduly nggrnvnte the bturden of the nonresi
tomer as well as the non ] ine sildential customer.  In our
substontinlly increased the
.C provido A clear economic
conservation and tnat it is
to conserve, rurtner increases

ceonsunmption at tnls time, without increasin
i1feline usage, will resvlt In unreasonable charges t¢ those
whose consumption of natural gas may be high and still not
Couoocu 1y, we will raise custemer charges for botn
and nonresidential customers: lncrease service establish-
nd miscellaneous charges; increase lifeline commodity rates
customers tc er therm ana o .1976¢ per therm for GR
and GM custorers; anu alsg grant minor increases in Tiers II, III,
and IV residential commodity rates, and CN-l and GN-2 nonresidential
such ilncreases are rensonable when consideration is
tnhe fact tnhat liteline custorers nnve recelved only a ninor
ince lifeline rates became »!Ufective over three years ago.
customer chnrpges ani service, establisnment,

Sy
m 4

laneous caarpes are roasonable conglidering
ce

increases in cost Tast adjusted,

sin
are autiaorizing in tniec decinion are




TABLE VI
San Diego Gas & Electric Company
Gas Department

AUTHORIZED RATE SPREAD
Test Year 1979

: Present &/ : Authorized
: Volume :1-21-79 Rate: Revenue : Rate : Revenue @ Inerease
Catecory M Therms : $/Therm : M$ 1$/Therm: M T M

Residentiaol
Cust. Months

ALl Schedules 5,442,508  $1.4000 | :$7.619.5 $1.7000 $9,252.3 -$1,632.8 21.4%
Borrego - Alpine - - 55.8 - 57.8 2.0 3.6

Cemmodity
Tder IR (L.L.)
Sehe GS - - 778 -
Sch. GT 10,746 1,837.6 .1680 1,805.3
Sch. GR, GM 259,724 49,347.6 .1976 51,321.5
Tier II R 35,413 8,676.2 .2475 8,76L.7
Tier III R 45,538 13,206.0 .2924 13,315.3
Tier IV R 12,712 4,151.7 .3293 L4,186.1 344
Subtotal 304,133 T7,219.1 2179 79,392.9 2,173.8
Nenresidential )
Cust. Months
GN=-1 344,591 82,4 1.7000 585.8  103.4
GN=-2 192 - - -
GN=3 600
CN-k 60 S - - -
Subtotal, - 432.4 555 & 103.4

Commodity
GN-1 133,14k 32,660.2 33,286.0  625.8
GN=2 13,343 3,273.0 3,335.8 62.8
GN=-3 23,837 5,847.2 5,847.2 -
GN-1 1.3Lh 329.7 329.7 -
Subtotal 174,608 L2,110.%  .2493 G2,798.7  638.6

Borrego-Alpine - 22.7 23.5 L 3.5
Total Retail 235,501 127,509.6 132,112.0 4,60L.4 3.6

Interdepartmental
GN=5 1,944 4386.0 L86.0 - -
Total Sales 537,745 127,995.6 132,597.0 L,558.2 3.6

Cther Revenue

Service Est. Ch. 179,646 1,167.7 T7.5000  1,347.3 179.6 15.4
MiSC L3 - 178 .l - 181.3 3 -2 108

Total Revenue - 129,341.4 - 134,125.6 L4,781.0 3.7

City of San Diego
Surcharge - - 653.7 - 673.8 20.1 3.1

Tot&l - - 129’995 !l - 131"',799-1‘ 1‘,80&'.3 3.7

1/ "Present" rates are the gas rates effective January 21, 1979,
authorized by Decizion No. 89857 under Advice Letter No. 42iG.

( ) Negative
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The staff proposed in Exhibit 30A a theoretical proposal
to eliminate employee discounts for SDG&E's employees should the
Commission decide to adopt the same treatment given PG&E im D.89315.
On November 8, 1978, the Commission in its D.89653 reversed the earlier
elimination of discount in D.89315. The record in this proceeding
does not contain sufficient evidence to justify eliminating employee
discounts for SDG&E; therefore, we will be consistent and adhexre to
the policy set forth in D.89653. ,

XIV. RATE DESIGN-~ ELECTRIC DEPARTMENT

General
g Testimony and exhibits on electric rate design, cost of
service, air-conditioning lifeline allowance, and employee discounts
were presented by A, G. Strachan and marginal costs by L. DeSimone
for SDG&E. TFox the staff I. Garg and R. L. Mahin testified on
electyic rate design, air-conditioning lifeline allowance, and employee
discounts, and J. P. Smith on marginal costs. CRA presented two
witnesses, J. Havilaad, manager of Electric Utllization for Ralph's
Grocery Company who testified on electric usage and comservation
efforts of a supermarket and Dr. Herschel Jones, Director of Economics
at CH2M Hill, Inc., who testified on whether the rate allocation
proposals of SDGS&E and the staff properly reflect the cost of service
as shown by the fully allocated cost studies and the marginal cost
studies of SDG&E and the staff. Federal Agencies presented T. Vargo,
a public utilities specialist, to testify on the rate design proposals
of SDG&E and the staff. 1In addition to the above parties, Farm
Bureau, City, and Energy Coalition participated in this phase thxoﬁgh
cross-examination of witnesses and by the f£iling of briefs.
SDGSE's Rate Design

SDG&E proposed To spread the required revenue increase by
allocating the increase on a uniform percentage basis using total
revenues to the various customer classes. The three factors considered
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by witness Strachan in his rate design were the weighting of the
results of the Marginal Cost Data - Electric Analysis prepared by
witness DeSimone in setting the tail block rates and customer charges;
simplifying the rate structure through the combining of rate blocks;
and, where declining block rates were still used, they were flattened;
and to design rates so that, in most cases, thexre was a reasonable
continuity with current rates. The Power-General (P) and Power-
Agriculture (PA) schedules were simplified by adopting a blocked
customer charge and a two-block energy cost structure. In addition
to a general increase in rates, the relative level of rates in the
street lighting schedules were modified to reflect the results of a
new street lighting cost of service study. _

Mr. Strachan also introduced an exhibit presenting rate
of return by customer classes at present and proposed rates om an
average cost basis using the noncoincident demand method of allocating
demand costs and also by using the monthly peak responsibility method
of allocating demand costs. He also presented a table showing the
cost allocations by class of customer based on marginal costs and
also compared revenue requirement by customer class based on the mar-
ginal cost allocations with the revenue requirements at proposed rates
and a suggested method of reconciling the two sets of data.

Mr. Strachan also testified against elimination of employee
discounts, as such elimination would be a subject of negotiation with
the union and could result in a higher cost to ratepayers. Moreover,
there is no evidence that such discounts have acted to discourage
employees from comserving. He also testified on the staff's proposal

to grant lifeline allowances foxr air-conditioning equipment. He agreed
with the staff that since 96 percent of the residential electric customers

in the desert area (staff designated Zone V) owned air-conditioning equip-
ment they should be granted a lifeline allowance for such use, but disagreed
with the staff's proposal to grant lifeline allowance to those residential
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customers owning alr conditioners in the intermediate area (staff
designated Zone H) since only approximately 40 percent of the
customers in Zome H use any type of air conditioning. SDG&E considers
the usage of air conditiomers in Zone H as luxury use and not in keep-
ing with the "basic minimum quantities' lifeline concept outlined in
Assembly Bill 167. Moreover, SDG&E considers that the staff's
proposal to allow an air-conditioning lifeline allowance to those
customers who own air conditionexrs in Zone H would result in addi-
tional costs in locating and maintaining records on air-conditioner
users in Zone H which would become a burden on nonusers.

SDG&E's witnmess L. E. DeSimone presented the results of
two marginal cost studies performed on the SDG&E system in ordex
that the Commission may give, in its judgment, appropriate recogni-
tion and comsideration to the concept of marginal costs in rate
design. The witness admitted that marginal costing methodologies
are still under development and refimement and that currently a
common methodology uniformly applicable and acceptable to all
Califormia utilities does not exist. ' N

of the two marginal costing methodologies presented inm his
exhibit, Mx. DeSimone recommends the use of the National Economics
Research Associates (NERA) method rather than the Cicchetti, Gillen
and Smolensky method, in that the latter method utilizes simplified
assumptions and lacks sufficient rigorous detail to be acceptable
for use in rate design. .

In conclusion, SDG&E argues that while it was not adopting
the staff's rate design it has strong objectiomns only to the steeply
inverted rate proposals in certain domestic and general service
schedules, the formation of an intermediate air-conditioning lifeline
for Zone H, and the elimination of employee discounts. SDG&E indicates
that its primary concern with inverted rates is their inherent potential
for revenue instability. While highly inverted rates may result in ///
conservation, SDG&E argues that they may result in larger losses of
revenues than the corwresponding drop in sales, with the brunt of
such revenue loss falling directly on SDG&E,
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Staff's Rate Design

The staff did not recommend any particular method of alloca-
ting the revenue increase, but caleulated four altermate methods of
spreading rates to the various customer groups. The staff's
nethodologies are: uniform percentage increase to gross revenues,
uniform percentage increase to base revenues, increase based on )
uniform dollars per kWh with lifeline consumption, and increase based
on uniform dollars per kWh without lifeline consumption. The staff
then took the high and low revenue spread fram the four methods for
each customer group and compared the resulting revenues and rate of
return using the Monthly Peak Responsibility Method of allocating
demand costs. The staff's high and low range of revenue increase by
cugstomer class does not match the revenue increase requested by SDGSE.
The staff suggests that the Commission can adopt a rate pattern and
that rates can then be designed to generate the authorized increase.

The staff designed six domestic rate alternmatives to encourage
conservation which are consistent with the lifeline principles
of Public Utilities Code Section 739. For convenience purposes
the staff used SDGSE's proposed revenue increases by customer group
and rate schedules, 0f the six alternativesé/ staff recommends the v//
adoption of Alternate VI for domestic service which provides for
increased customer charges of $2.00 for lifeline and $4.00 for nom-
lifeline, from the present customer charge of $1.86 for both groups;
an increase in lifeline commodity charge for lifeline consumption in
excess of 240 kWh with no increase for usage under 240 kWh; and a
three-tier inverted nonlifeline commodity charge of $.034 for the first
500 kwh, $.039 for the next 250 kWwh, and $.045 for consumption in
excess of 750 kWwh. Under this altermative, lifeline customers are

Ve

3/ Exhibit 28 shows nine alternatives. Alternatives I, II, and III
are the same as Altexrmatives IV, V, and VI; except that the
former is based on 88 percent of the requested increase, instead
of 100 percent of the increase.

-79-




A.58067 et al. f£fec

required to absorb 10 percent of the total increase in revenues,
The staff contends that its rate structure for residential customers
will encourage conservation., The staff further recommends that
monthly bills to consumers be revised to heighten the consumers'
awareness as to where their usage falls in the rate structure.

The staff divided SDGE&E's service area into three zones
for the purpose of recommending a lifeline air-conditioning
allowance. The staff designated the interior desert area as Zone
V (very hot), the intermediate area as Zone H (hot), and the Coastal
Zone. The staff recommends that an air-conditioning lifeline
allowance of 400 kWh/month/customer for the months of May through
October be provided to all customers in Zone V since 96.3 pexcent of the
customers had air-conditioning equipment. The staff recommends a
lifeline allowance of 200 kWh/month/customer for Zone H customers
with installed air-conditioning equipment for the months of May
through October. No lifeline air-conditioning allowance is recommended
for the Ccastal Zone. .

For General Service Schedule A, the staff has proposed
three alternatives with an increase in customer charge from $2.00 at
present rates to $4.00 compared to SDGSE's $8.00 customer chaxge
proposal. Alternate I, the staff's recommended altermate, provides
for an inverted three-block rate for 5,000 kWh consumption and under
and a flat rate for consumption in excess of 5,000 kWh. Alternate II
proposes a £lat rate for all consumption levels, and Altexrmate III
proposes a three-block declining rate for 5,000 kWh consumption and
under and a two-block declining rate for consumption in excess of
5,000 kWh. Alternate III is more comparable to SDG&E's proposal except
that the gaps have been substantially reduced undexr the staff's
proposal., Witness Garg recommends the adoption of Altermate I, the
inverted rate schedule, since it places a higher percentage of the
increase on the large consumption customers and is within reasonable
limits of the marginal cost study. The staff asserts that Alternate I
provides a greater opportunity than SDG&E's proposal for lower con-
sumption customers to consexrve,
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SDG&E's proposal to increase the customer charge for Gemeral
Service Schedule A~5 to $125 per metexr/per month and comsolidating '
the four energy charge blocks into two is supported by the staff.
The staff Alternates I and II for this schedule have different
demand charges from SDG&E's proposal and also narrow the gap in v//
energy charge between the two blocks. The staff did not indicate a
preference for one alternative over the other, v//

The staff proposes elimination of Heating Schedule H,
in the intexest of simplifying tariffs, as this schedule has been
closed to new customers. The staff proposes to bill Schedule H
customers under Schedule A. '

SDG&E has proposed simplifying the complex P, PA, and PA-PG
(Power Agricultural-Parallel Gemeration) Schedules by eliminating the
annual charge per meter based on dollars per horsepower of commected
load per year and substituting a customer charge based on energy use
during the month. The customer charge would be based on monthly sales
falling within six blocks with a two-block declining energy charge.
The staff agrees in principle with SDG&E's proposal to simplify the
rate schedules; however, it recommends the use of four blocks instead
of six and a single rate applicable to all energy charges instead of
declining emergy charge blocks.

SDG&E proposes the combining of Lighting Schedules Nos.
LS-1 and LS-4 for purposes of simplification. The staff agrees with
this proposal. The staff, however, proposes to increase rates for
incandescent and mercury vapor lamps, which are less efficient, while
decreasing the charges for highly efficient high-pressure sodium
lamps and, thereby, encourage conservation.

Staff's witness R. L. Mahin presented testimony and an
exhibit on time-of-use (TOU) rate design. In D.85559, Case No. 9804,
the Commission found that peak-load pricing can encourage efficient
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electricity use by shifting demand to periods of excess capacity.

The Commission directed the utilities to file TOU rates for large

usage customers having monthly maximum demand greater than 4,500 kW.
A-6 TOU rates became effective on September 17, 1977. A=-5 TOU

rates (customers with 1,000-4,500 kW monthly maximum demand) have

been filed with the Commission, but have not been adopted; therefore,
conventional A-5 and A-5 TOU rates have to be considered. When A-5

TOU rates are adopted, customers on Schedules A-5, A, P, and PA

will be transferred to A-5 TOU Schedules. The staff does not

recommend the adoption ¢f innovative rate designs for TOU schedules in
this proceeding because there have not been sufficient data to
adequately evaluate the effectiveness of the present TOU rate structure.
The staff's alternates to Schedule A-6 TOU maintain SDG&E's present
three period structure, however, offer different demand charge and
energy charges than proposed by SDG&E. Altermates I and II both provide
for a uniform percentage increase to the customer charge and demand
charge; however, while Alternate I provides. a 55.6 percent uniform
increase to the energy charge, Alternate II increases the energy charge

by & uniforn amount (§0.001%J per kin) to the on-peak, semi-peak, &nd

off-peak time periods. 7The staff's A-5 TOU rate structure proposes

a higher customer charge, lower demand charge, and higher emergy charge
than SDG&E's proposal. The explanation for the difference in energy
charges for Alternates I and II are similar to that for the A=6 TQU
rates. Staff rccommends the adoption of Altermate I for both A-6 and
A=-5 TOU Schedules, since the fixed percentage increase more nearly
maintains the existing structures.

The staff also made a similar proposal to eliminate employee
aiscounts for the Zlectric Department. Thals matter was previously ais-
cussed under Section XIII, RATEZ DESIGN = GAS DEPARTMENT, in whicha the elino-
ination of employee discounts was rejecved. The stafl also indicated taas
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the format of other rates proposed by SDGSE and contract rates appear
reasonable and should the amount requested not be granted in full,
increases can be accordingly scaled dowm.

Staff's witness J. P. Smith agreed with SDG&E that
electric rates should be based on marginal costs. Witness
Smith testified that margimal cost pricing would aid customers in
making accurate consumption decisions regarding the use of electricity'
and that marginal cost rates would also improve the overall efficiency
in the allocation of resources. Staff contends that although both 4//
SDG&E's and staff's marginal cost figures fall within a reasonable
range, staff's figures should be used because the staff had more
recent data and, therefore, are superior. Staff does not advocate
that electric rates be set to equal marginal costs in this proceeding,
bus that rates should be set to fall within the expected minimal and
maximum marginal capacity costs shown in its study.
CRA's Position

Mr. Jon Haviland testified for CRA on the impact of electric ./
rates on Ralph’s Grocery Company. Mr.Haviland testified that Ralph's ,”
Grocery Company has pursued an aggressive energy management program
since 1973 in the area of development of a conservation manual, retro-
fit of existing stores and store design to increase emexgy efficiency.
He testified that under the various proposals, Ralph's Grocery Company's
Mission Viejo store would be confronted with increased emexgy costs
of $9,000 to $34,000 per year representing l.l percent to l.4 percent
of total sales or a percentage exceeding current net profit margins,
making it difficult to recover such increased costs. He further
testified that Ralph's Grocery Company's conservation program will
continue at its current pace regardless of whether SDG&E received
some, all, or none of the requested increase.

CRA's witness Dr. Jones criticized the staff's and SDG&E's
rate proposals for not logically following the cost of service studies
introduced in this proceeding. Dr. Jones testified that whether one
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used the noncoincidental demand method or the monthly peak responsibility
sethod of assigning demand costs and with or without inclusion of
fuel costs, the rate of return by class of customer clearly demonstrates
that the residential and agricultural classes are being subsidized
by the general services classes and by outdoor lighting and street
lighting.

Dr. Jones then proceeded to compare estimated revenues at
present rates for each class of customer.at present rates,é/ revenues v
at SDGE&E's proposed rates, revenues at equal rate of return (Monthly
Peak Responsibility Method), and revenues based on SDGE&E's marginal
costs. He then concluded that the required increases under the equal
rate of return wmethod or marginal cost method clearly show that the
residential and agricultural classes should bear the major portion
of the increase with smaller increases or a decrease to the other
classes.

Dr. Jones then reviewed the staff's recommended apporticn-

ment of revenue and concluded that none of the four staff methods
attempt to spread rates in accordance with the responsibility of each
class of customer for the increases in cost and that the other classes
of customers will continue to subsidize domestic and agricultural
customers. He then proceeded to take the staff's base revenue figures
and adjusted them to eliminate cross-subsidization and compared the
results with the base revenues at staff's suggested rates to show
that the revenues for the residential and agricultural classes would
have to be increased. .

Dr. Jones testified that spreading rates on the basis of
uniform rates of return to rate base for all classes was the most
important factor. He further testified that cost of service was not

4/ Per SDG&E's revision of June 19, 1978,
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the only basis for spreading rates and may not be possible if the
legislature's edict on lifeline rates must be followed. He also

stated that he was aware that the Commission was interested in marginal
cost analysis as well as fully allocated average cost of service
studies. :

In conclusion, Dr. Jones recommends that the Commission
distribute the rate increase to the four largest classes of customers
by adopting the high figure recommended by the staff on Exhibit 28,
Table 2E for domestic customers and the low figures for the gemeral
sexrvice, larger genmeral service, and very large general service
eclasses. If the full amount requested by SDGE&E is not granted, he
recommends that the increase to the above four classes be reduced
proportionately. While his recommended rate spread will not
eliminate subsidization, he believes that it may be more acceptable
to the Commission, as it may be adopted without creating problems
with lifeline rates or unacceptable increases in nomnlifeline domestic
rates.

Federal Agzencies' Position

‘ Federal Agencies' witness Vargo recommended that allocation
0of the increase be accomplished by applying a uniform percentage
inerease to current base rates as the most equitable method, as such
tariffs would more cleosely reflect the cost of service on a fully
allocated cost basis and the marginal cost studies of SDG&E and staff,
While the uniform percentage increase would not correct the existing
interclass subsidies, Mr. Vargo testified that it would prevent
further deterioration in the relationship between the cost of supply-
ing utility sexvice to a customer class and the rates charged.
Tederal Agencies also recommends that for the A-6 Schedule, the present
structure should be retained with any increase spread via a uniform
percentage increase to base rates charged to that class of customers.

Mz, Vargo further testified that SDGE&E's proposal results
in widely different increases for the base rates of the various
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customer classes and that both SDGSE's and staff's rate desigm
proposals would increase the disparity which now exists between

the customer classes. His proposal would also increase the rates to
lifeline usages as the 25 percent limitation imposed by the lifeline
legislation would be exceeded in this proceeding.

Farm Bureau's Position

Farm Bureau agreed with Federal Agencies that the cost
of service study should include ECAC revenues and expenses in
developing the rate of return for the diffexrent classes of service.
It recommends that the revenue increase be allocated to the various
¢classes of service in the manner recommended by SDG&E. Tarm Bureau
argues that a uniform percentage increase to present gross revenues
creates an increase to the class that falls within the staff's high
and low range and never at one of the extremes. Farm Bureau does
not question the necessity of the increase but argues that it would
be inappropriate to have a disproportionate share £all on the
agricultural service class. .

Farm Bureau also opposes SDGSE's and staff's proposals
for a major structural revision in the PA Schedule, since the
existing rate structures areunderstood by the agricultural class
and that farmexrs have structured their farming operations in reliance
of such rate structure., Farm Bureau suggests that the problem
of field checking for connected horsepower can be eliminated by the
installation of demand meters. The elimination of connected load
as an element in determining rates is opposed by Farm Bureau
since cost of service varies between customers depending on the demand
they make on the system as well as total consumption. It opposes
SDG&E's proposal for a minimum service charze because the seasonality
of agricultural electric usage will result in farmers being billed
large amounts for several monthis per year when there is little ox
no electric use. To the extent that the staff's proposal varies
aceording to actual use, Farm Bureau supports the staff's proposal.
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Energy Coalition's Position

Energy Coalition agrees that marginal cost pricing of
electricity sends proper signals to customers as to the true costs
of new energzy sources so that consumers can adjust their consumption
in response to changes in price. However, it argues that this logic
does not apply to low-income utility users whose income constraints
limit their basic life support needs. Energy Coalition recommends
that rates be based on marginal costs with excessive revenues
resulting from such rate structure used to eliminate the monthly
service charge and when possible to further reduce rates for low
volumes of energy usage. It further suggests that existing rate-
payers would be vested with a certain quantity of low cost power;
whereas, new ratepayers would be charged the full incremental costs
of their consumption. Energy Coalition concludes that its proposal
would result in conservation and equity.
City's Position

City agrees with SDGS&E and the staff that air-comditioning
lifeline allowance should be provided for domestic customers in Zone
V. City disagrees with the staff's proposal to provide air-condition-
ing lifeline allowance for domestic customers having air-conditioning
equipment in Zome H and supports SDG&E's positionm.

City also disagrees with the staff's proposal contained
in Altermate VI for domestic rate design for a two-tier lifeline
rate. City argues that such a proposal treats an all electric
customer as a second-class citizen compared to a gas and electxic
customer.
Discussion

Although CRA and Federal Agencies both argue that spreading
rate increases among classes of customers to produce a uniform rate
of return to rate base for the various classes of customers is the
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best method, they recognize that it is not the only basis and that the
Legislature's edict for lifeline rates may make it impossible to
achieve. CRA also argues that wmuch evidence has been introduced into
this proceeding oa marginal cost pricing and that this Commission should
address itself as to how such marginal costs data should be used. While
we agree with CRA that there are many unanswered questions as to the
usage of marginal costs for revenue allocation and rate design purposes,
we are also aware that marginal cost. methodologies at present are
still under development and refinement. As far as the staff was
concerned, its rate designs were prepared before its marginal cost
study was completed and, therefore, the staff's rate design witness was
only able to use the marginal costs to test whether his proposals
were reasonable. While we believe marginal cost pricing will assume
greater importance in the future, for the rates adopted herein, marginal
costs will be used as another teool in helping us arrive at reasonable
revenue allocations and rate designs in establishing electric rates.
 In D.89857 we spread the partial gemeral rate increase of

$23,685,000 for the Electric Department by applying a 0.326¢ per kWh
increase to all electrie sales, exclusive of lifeline and DWR sales.
This has increased the average system rate to a level exceeding the
Januaxy L, 1976, average system rate by 25.8 percent.

The differential between current lifeline rates and the
current average system rate is 15 percent. While we do not believe
that the differential has reached a level where it cannot be increased,
the additional increase of $32,648,000 authorized herein would place
an undue burden on other customers if lifeline rates were not increased.
Accordingly, we will increase the level of lifeline rates by 10 percent.

The staff recommended a range of increases to customexr
classes. We will stay within this range in spreading the revenue
requirement increase authorized herein (including the partial increase
authorized on January 16, 1979) to customer groups, but recognize that,
with the magnitude of increased revenue involved, assignment of
increases at the middle of the range is not feasible. Nonlifeline
residential usage should carry some of the revenue requirements
remaining from the limited increase to lifeline rates. The remainder
of the revenue requirement will be carried by other customer groups.
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For the domestic sexvice class, although we belileve inverted
rate schedules for electric customexrs will be necessary, we are
concerned that a sudden dramatic change in rate design will result in
revenue instability and also produce strong opposition from
customers. Therefore, we are of the opinion SDG&E's format for the
domestic class is the most appropriate to adopt in this proceeding
in that it eliminates declining rates and provides for a uniform
lifeline energy charge and also a uniform nonlifeline energy charge.
‘We will, however, not adopt SDG&E's proposed customer charge of
$4.00 for both lifeline and nonlifeline as a 115 percent increase
in this charge will place a severe burden on the small volume user
and tend to be a disincentive to conservation. We will, however,
increase customer charges by increasing the existing $1.86 charge
proportionately to $2.20. We reject the staff's proposal for a two-
tier inverted lifeline energy charge as we are not convinced that
one type of lifeline usage is anymore inferior to another type of
lifeline usage.

We have considered SDG&E's and staff's proposals for a
lifeline air-conditioning allowance. We concur with SDG&E and other
parties that an air-conditioning lifeline allowance should be
restricted to only those customers in Zome V in which currently 96
percent of the domestic customers own such equipment. We concur
that extension of an air-conditioning lifeline allowance to domestic
customers in Zone H in which only 40 pexcent of the customers own
air-conditioning equipment would not be essential usage and could be
considered luxury usage. Moreover, the staff's proposal to allow an
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ir-conditioning lifeline allowance to cnly those customers owning
such eguipment in Zone H would also be more costly and difficult
to administer and a further burden on other ratepayers. We will,
therefore, adept as reasonable an air-conditioning lifeline allowance
of 40O kWa to all customers in Zone V for the months of May tarough
Cetover.
A significant number of residential customers of SDG&E
inquired and complained that they did not receive their full
itlements to electric lifeline allowance above the basic kilowatt—
hours. SDGAZ nas filed a plan to verify and correct the allcwances
and %o make refunds. SDG&E has filed Advice Letter No. 475-E
on April 25, 1979, to revise tae discount from L0 percent t¢ 25
percent fcr the mobile home park owners who submeter their tenants.
We take official notice of Resolution No. E-18323 dated April 24, 1979
by which we approved the plan, and concurrent Resolution No. £-1840
by which the Commission will authorize the revised discount.
Since the original estimate of residential usage in A.58067 does not

reflect these estimates used for the plan we will recompute authorized
revenue. It will be based on updated estimate of lifeline use by
electric customers and will correct fer revenue shortage due to an
¢rease in the total amount of electric lifeline allowance ana
increase in the discount for mobile heme park owners.
Although we telieve that an inverted rate structure for
the General Service Schedule A class will promote censervation, we

will not adopt such a rate structure in this proceeding since it

will represent a dramatic change f{rom the existing declining dlock
rates existing for this rate schedule. The disparity between
residential nonlifeline and Schedule A rates will, however, be
substantially reduced. We believe that the adoption of the rate
format contained in staff's Alternmate II, providing a flat energy
charge, is sufficient to encourage conservation for this class at the
present. We also believe that the customers who presently have
demand meters or demand in excess of 50 kW should be offered a flat
demand and energy rate.
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For General Service (Schedule A-5) the staff adopts
SDGRE's recommended customer charge of 3125 and also its proposal to
reduce the existing four-block demand related energy charges into
two blocks. The two alternatives offered by the staff attempt t¢
reduce the rate differential between the blocks. Consistent with our
approach for Schedule A, we will adopt the methodology contained in

taff's Alternate I in developing our rate design for Schedule A-5
vut will limit customer charge to 310 per meter per monti.

For P, PA, and PA-P{ Schedules, SDGEZ's and staffl's
oroposals are basically similar except for the reduction in customer
charge blocks from six to fouwr by the stafl and a uniform energy
charge for all consumption instead of tne two declining energy
blocks in SDGRE's proposal. We believe the staff's cusiomer charge
blocking proposal is reasonable; however, we will adopt a flattened
two-tier energy charge of $0.0294 per kWhr for the first 10,000
kWhr and $0.0275 per kWhr for all excess kWhr for the P Schedules

and a flat energy charge of $0.0250 per kWhr for all kWhr for PA
and PA-FG Schedules.
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The use of TCU tariffs is still in an experimental stage;
therefore, the stafl recommends that the present structure and balance
of the A=§ TCU rate schedule be retained and similarly the A=5 TCU
rate structure set forth in Advice Letter No. 430-2 Supplement.é/

The reason given by the staff for maintaining the exisiing structure
is the lack of sufficient data to evaluate the effectiveness of the
TOU concept or to recommend changes thereto. In addition, SDG&E's
A-6 TCU rate structure differs from PC&E's and Zdison's TCU rate
structures in that demand charges are based on each customers'
contridution to the system load at the time of each monthly vpeak
occurring during tihe on-peak rericd compared t¢ demand charges based
on maximum demand occurring at any time during the on-peax periods
for the other two c¢companies. We agree with the staff that at this time
it is important to maintain the existing TOU rate structures in order
T0 cotain sufficient data as early as possible. We will, therefore,
adopt the format ccatained in staff’'s Alternates I fer beth A-5

TOU and A=C rates except for customer charges which will be set at
$20 and $600, per month, respectively.

27 Since A-5 TCU rates are authorized by this decision, SDG&E's v
Advice Letters Nos. 430-E and 430-2 supplement are moot and
will bve rejected.




A.58067 et al. kd *

For Street Lighting Schedules LS-1 and LS-2, we will adopt
the staff's recommended rate proposals since the staff's proposals
increase the charge for incandescent and mercury vapor lamps while
decreasing charges for the highly efficient high-pressure sodium
vapor lamps. The staff's proposal promectes efficient use and energy
censervation.

We will also adopt as reasonable the staff's recommendations
=0 close Schedule LS-3 to new customers and to bill new customers
on Schedule A. Similarly, we will adopt the staff's proposal to
eliminate Heating Schedule H as such schedule has been closed to new
customers for a long time and transfer existing customers to
Scnedule A. The staff agrees with the format of other rates proposed
oy SDG&E and contract rates as being reasonable. We will adopt sucn
format and contract rates modified to reflect the difference in
requested and adopted revenues.

The incereases in electric rates we are authorizing in

this decision are shown in Table VII and Appendix F.

While we recognize marginal costs in this decision to the/
extent that the rates adopted are not inconsistent with rates that
would result from a direct use of marginal costs, we are concerned
that sufficieat and timely presentations on marginal cost based on
rate design be made in future applications. We have called for
such presentations in our earlier decisioms (D.89316 and D.8971l).
Further, a marginal cost rate design presentation is required by
the Load Management Standards adepted by the California Energy
Coumission on May 23, 1979. As we stated in D.85559, '"Comservation
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in the sense of efficient allocation of electricity will be the
keystone of the rate structure." OQur movement in the direction of
marginal cost pricing represents a major effort in the pursuit

of conservation and in promoting the most efficient use and
allocation of resources.

In our examination of marginal cost approaches presented
in these. proceedings, we are concerned with the substantial
disparity between revenue which would result from rates set on
full marginal costs and those allowed by the Commission. We
therefore direct that another approach be presented in full in
future applications. This approach is to recognize, .as the
appropriate levels of marginal costs, those costs that are the
common costs to be recovered. Common costs are the costs imposed
by each customer, regardless of customer class of voltage level.
Common costs are the marginal gemeration and transmission capacity
¢osts and the marginal energy costs. Consequently, the minimum

charge must be the marginal running costs (marginal energy costs
minus the average fuel cost which would be recovered in ECAC), and
the maximum charge would be the running costs plus the cost of
generation and transmission capacity. Table VI-A shows the
development of the marginal costs which were used.
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TAZLE VII
Sam Diego Gas & ZlectIic Cexpany
Slectrie Departzent

SUMMARY OF PRCPOSED RATE INCREASZS

: : : B tAdopred
:Bage Qate :Partial :Increase:Total Revenue:Sales in:
:Devenue at:Inecrease: Over : at Adopted :Millicas:
: Customer Class "'+ 1/1/79 :D-86857 : Paxtial:  Rates : of k¥ :

(Dollars in Thousands)

Residenstial

LI $ 55,503 - s § e | 2,3
Nen-Lifelize 21,266 $ 5,1k 9,915 48,2585 L4E2
Subtotal 5,699 S,:e4 16,623 108,466 3,033
General Sexvice 70,204 9,732 10,883 $0,909 2,9%2
Large Gemeral Sexrvice 19,806 4,191 1,823 25,908 1,277
Very Large Ceseral Service 12,766 3,208 560 16,634 1,012
General Power L,053  suk . 578 5,175 165
Agriculsural Power : 2,995 AR 364 3,823 2
ATea Lightisg 968 us 201 1,24 1
Street Lightis 3,391 266 596 41253 8

Miscellazecus
CPTC Juxisdicticn 2,601 - 720 © 3,320 -
Nao-Jussséiction 4,583 - - ), 587 3Lo
motal 208,244 23,604 32,348 264,286 9,816

1/ Reflects changes in lifeline sales adjustment and
average of 10 percent increase in revenue.
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XV. TINDINGS AND CONCLUSIONS
Findings

1. SDG&E is in need of additionmal revenues but the proposed
inerease of $112,660,000 is excessive.

2. A rate of return of 10.59 percent on the adopted jurisdic-
tional rate base of $1,014,490,000 is reasonable. Such rate of return
will provide a return on common stock equity of approximately 14,50
percent and a times interest coverage after income taxes of 2.7 times.
This rate of return is sufficient to enable SDG&E to-attract capital at
reasonable cost and maintain a sound credit rating.

3. The authorized rate of return on rate base and return on
common equity (resulting in the increased revenue requirement found
necessary herein) is expressly authorized and found reasonmable if
the next earliest test year to be used in establishing SDG&E's
base revenue requirement will be 1981l. Accordingly, the rates found
reasonable herein are reasonable only if 1981 is the next earliest test
year used to set base rates for SDG&E.

4. An adjustment in rate of return to reflect the vigor,
imagination, and effectiveness of SDG&E's conservation program of a
positive or negative nature is not warranted at this time. SDG&E
should direct its attention to the implementation of as many cost-
effective conservation programs as feasible including further progress
in its CVR program, informative customer billing program, as well as
the residential insulation program required in Case No. 10032.

5. The adopted test year estimates of operating revenues,
operating expenses, and rate bases for the Electric, Gas, and Steam
Departments for test year 1979 contained in Tables II, III, and 1V,
and discussed previously, reasonably indicate the results of SDG&E's
operations in the near future.

6. The authorized increase in rates is expected to provide total
company gross increased revenues for test year 1979 of approximately
$70.9 million in jurisdictional sales over base rates in effect as, of
August 28, 1978, which equates to a gross increase of approximately $37.2

-93-
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million over the rates authorized by D.89857, which granted SDG&E a partial
general increase of $33.7 million. The § 70.9million increase in
jurisdictional sales represents a $56.1 million increase in Electric
Department revenues, a $14.6 million increase in Gas Department
revenues, and a $199,600 increase in Steam Department revenues

over August 28, 1978, rates or increases of $32.4 million, $4.8
million, and 810,500, respectively, for zZlectric, Gas, and Stean
Departments over D.89857 rates. This amounts to a 26.9 percent,

12.2 percent, and 122 percent incfease, respectively, in electric

gas, and steam revenues over August 28, 1978 rates and a 13.9percent,
3.7 percent, and 3.0 percent increase in revenues over D.89857 rates
for the three departments, respectively.

7. The adopted capital structure and cost factors previously
discussed on page 67a are reasonable. _

8. In 1972 when Sundesert was initiated, nuclear generated
power was considered the preferred technology because it was substan-
tially less costly than oil or coal generagion., This was later
reaffirmed by the OPEC oil embargo in late 1973 which emphagized
the desirability of reducing SDG&E's reliance on oil for generation of
energy.

9. The qualifying of the Coastal Initiative for the Novenmber
1972 ballot made it apparent that siting a major generating plant in the
California desert would decrease the probability of meeting regulatory
disapproval.

10. In the Draft Environmental Statement issued by the NRC and
the U.S. Department of Interior on Sundesert, the NRC staff concluded
that "...Considerations of national policy and fuel reliability make
it desirable to meet this need for generating capacity with nonoil-
fired base-load capacity."

11. SDGSE's management was DOT imprudent in its inception,
continuation, and termination of Sundesert considering the circumstances
that existed at the time SDG&E had to make its decision.
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12. Of the $90.5 million net Sundesert expenditures, we will
disallow the entire 35.1 million of capitalized AFDC since the
project has not led to construction; $500,000 of public relations
expenditures which failed to meet the standards set forth in
D.8679L; and $360,000 of expenditures relating to legal advocacy

and other lobbying activities which do not benefit ratepayers
arce not allowable expenscs for ratcemaking purposes. We will find
as rcasonable Sundesert expenditures of $84.54 million.

13. For the total 347.34 million Sundesert site-related costs,
we find that rate base treatment of such expenditures is proper in
that the Sundesert site is a valuable asset that can be used for
a future electric generation facility, except that the $2.0 million

I site-rclated AFDC should be excluded from rate base until con-
struction of a uscful generation facility is completed at such site.
Certain conditions must be attached to this finding to protect the
interests of the ratepayers. We find it proper %o include these
coSts in the rate base for up to threec test year periods subject
to review during cach of the next three test year rate proceedings.
If the site or related rights or both are sold during this period,
appropriate compensation shall be made to the ratepayers for
their costs incurred for which they received no benefit.

1L. ALl parties except Energy Coalition agree that unless
the Commission can make the finding of management imprudence, the
Sundesert nonsite-related costs are properly recoverable expendi-
tures.

15. T 1is not rcasonable to allow rate base treatment on
Sundesert nonsite~related cxpenditures since such treatment would
place the same burden on ratepayers for an unsuccessful construction
project as for a successful construction project that is placed
in service. We will, however, authorize, as reasonable, a five-
year amortization of such nonrecurring expenditures because they
were prudently incurred.
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16. We are not moved by SDG&E's arguments that the
Commission should modify its policy of disallowing institutional
advertising; therefore, such expenditures will continue to be
cisallowed for ratemaking purposes. Institutional advertising
serves to advance the corporate image and does not benefit rate-
payers.

17. SDG&E has made a firm offer of 7 percent to its
union emplovees. It is reasonable to allow such 7 percent
wage increase to be included in test year 1979 estimates as
such increase falls within the President's wage and price
guidelines and since an ultimate agreement can reasonably be
expected to bYe finalized at no lesscr amount than what SDG&E has
offered.

18. The staff productivity adjustment is not based on a
study to determine whether such an increase is feasible or
measurable, and such adjustment may result in a double counting.
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19. A management audit of SDG&E by independent consultants into
areas approved by the Commission could result in expense savings to
SDG&E (that would utimately benefit ratepayers). We further expect
SDG&E to participate in this effort by making its recommendations as
£0 areas of ingquiry, audit guidelines, and objectives, as well as to
the selection of consultants. Reasonable costs incurred for conduct-
ing a management audit axe recoverable in future rates.

20. Nuclear decommissioning expense will be incurred and can
be estimated now and amortized; accordingly, that expense can be
included for ratemaking. Consistent with our treatment of nuclear
plant decommissioning expenses in D.89711 of Edison, adoption of
nuclear decommissioning expenses on & similar basis for SDG&E is
reasonable. We should require SDGS&E to also account for decommissioning
costs on a unit basis similar to Edison.

21. Ad valorem tax expense adopted for the test vear reflects \//
actual post-Proposition No. 13 tax rates.

22. Since OII No. 24 will more fully explore the feasibility and
ramifications of adopting new methods of calculatinglincome taxes, it

is reasonable to calculate income taxes on the traditional ratemaking
method in this proceeding. ’

23. Similar to the methodology used for granting partial general
rate increase in D.89857, we will limit ITC to 50 percent of the tax
liability plus ratable flow-through of the excess ITC generated by the
1975 Tax Reduction Act. Income tax expense so computed should be subject
to refund should the Internal Revenue Service agree that a rate greater
than 50 percent can be used without jeopardizing the additional ITC
available under the Tax Reduction Act of 1975.

24. SDG&E's performance in energy comservation in 1976 and 1977
was barely marginal. However, it proposed to expand its programs in
1978 and 1979. A rate of return adjustment based on conservation is not
warranted at this time; however, the company is cautioned that it should
demonstrate substantial program improvement in its next general rate
case.

25. SDG&E can and should step up its CVR program efforts. We
will require SDGS&E to revise its tariff to set forth the new ranges
of customer voltage recommended by the CVR program as shown in
Appendix B and adopt CVR implementation and reporting requirements
set forth in Appendix C. -96= ]
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36. The system average electric $/«Wn rate, including the \/}/’

increases authorized in this cdecision, *s .056 and 24 percent over
The system average electric rate at uanuary 1, 1976.
7. Lifeline electric rates have not deen increased since
¢76; and since average system rates will exceed lifeline
1 over 25 percent, it is now reasonable to spread a

Jaruvary 1, 1
rates by wel
nortion of the increase authorized in tals decision to lifeline

ine commodity rate and a uniform
more simplified and

uaderstood rate structure walch will promote custeomer uncer-

and ultimately conservation. ‘

In crder to encourage conservation, we will adopt uniform
commedity charges or flattened commodity rate structures. 3y moving
in the direction of flattened electric rates and away from declining
block rates, customers will receive a clearer economic signal ¢
effect conservation.

L0. Lowering charges for energy efficient high-pressure sodium
vapzor street lamps and increasing charges for less efficient mercury
vaper anu incandescent lamps will encourage a shift tc more energy
efficlent street lighting.

4L1. 1f SDG&E revises its electric tariffs to curtail use of
residential pocl filter motor pumps during daily peak perlods of noon

-

a.rm. as set forth in Appendix A it will reduce peak period loads. v~

If the last units of cnergy consumed are priced at least
equal to the first consumed, or higher, customers will realize
significant economic savings if consumption is reduced.

43. Inverted or at least flattened rate structures for gas and
electric rates give an economic signal to customers of the economic
advantages of conserving energy.

44, A flattened rate structure £for small general service users
will result in a more simplified rate structure that can be more
easily understood by such users.

v

- P e W Ao e e
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45. Establishment of TOU rates for large general service
customers presently served under Schedule A-5 with demand between
1,000 and 4,000 kW could result in reducing or shifting peak load
requirements.

46. Decision No. 85559, Case No. 9804, dated March 16, 1976
found that TOU rates would reduce peak loads (see Findings 20-25)
and directed respondent utilities, including SDG&E, to present
TOU rate proposals.

47. 1f the lifeline quantity rate for electric and gas
service is not increased, residential customers will receive a
false economic signal regarding the cost of energy.

48, 1If a revised Schedule A is established for genmeral service
customers whose monthly demand exceeds 50 kV with a flat demand
charge, the customers will receive an economic signal to reduce

demand.

49. Presently, general service customers served under
Schedule A are not subject to a separate demand and commodity charge.
50. If general service customers reduce demand throughout
the monthly billing period, there will be a resultant reduction

in the utility's future load requirements.
51. The authorized rate spread shown in Table VII and rates
set forth in Appendix F are just, reasonable, and nondiscriminatory.
52. The rates authorized herein by Appendices D, E, and F
are just, reasonable, and nondiscriminatory. All other rates and
charges to the extent that they differ from Appendices D, E, and F
are unjust and unreasonable. Advice Letter No. 430-E and Supplement
thereto dealing with A«5 TOU rates are moot.

53. ALl pending motions taken under submission and not ruled
on should be denied.

54. The effective date of the order should be the date hereof
because there is an immediate need for rate relief and nearly one-
half of the test year will have already expired.
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55. 1In including an amount of $846,985 in our adopted test
year 1979 operating expenses for the insulation incentive program
authorized by D.90308 in Case No. 10032 we find it reasonable
to require that any funds authorized for this program which are
not expended for the insulation incentive program will be subject
to refund upon termination or completion of the program. Otherwise
it would result in a windfall to the utilicty.

Conclusions ~

L. S8SDG&E should be authorized to file revised steam rates
as set forth in Appendix D which axe deéigned to produce $10,500
of additional revenues ovexr D.89857 levels based on test year 1979
adopted results of operation.

2. SDG&E should be authorized to file revised gas rates as
set forth in Appendix E which are designed to produce $4.8 million
of additional revenues over D.89857 levels based on test year 1975
adopted results of operation,

3. SDGS&E should be authorized to.file revised electric rates
as set forth in Appendix F which are designed to produce $32.4
million of additional revenues cver D.89857 levels based on test
year 1979 adopted results of operation.

4, The increases should be granted subject to refund to the
extent that income tax expenses are computed limiting ITC to 50
percent of the tax liability and to the extent the funding adopted
herein for the insulation incentive program i1s not expended for
such program.
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IT IS ORDERED that: .

1. San Diego Gas & Electric Company (SDG&E) is authorized
to file with this Commission revised schedules for steam, gas,
and electric rates as set forth in Appendices D, E, and F on or
after the effective date of this order. The revised tariff
schedules shall become effective five days after filing and
shall comply with General Order No. 96-A. The revised schedules
shall apply only to sexrvice rendered on and after the effective
date thereof.

2. The increase authorized herein shall be subject to
refund at 7 percent interest.to the extent that income tax
expenses are computed limiting Investment Tax Credit to 50 percent
of the tax liability and authorized funding for the insulation
incentive program is not expended.

3. SDGEE shall undertake a management audit conducted
by independent consultants. Before consulting contracts are awarded
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and the audit is begun, the Executive Director shall submit to the
Commission, for its approval, the specific areas of inquiry the man-
agement audit will cover.

4. SDG&E shall continue programs designed to produce conserva-
tion, increase efforts to develop comservation oriented rates based
on marginal costs, and apply vigor and imagination to develop
new, innovative, and cost-effective conservation programs.

5. SDGSE shall within one hundred eighty days from the date
of this order submit for Commissiom approval revised customer billing
formats that are designed to enable customer understanding of the
conservation oriented rate design and the economic effect of energy
conservation. SDG&E should work closely with the staff in preparing
variocus proposed bill formats.

6. SDGSE shall within thirty days after the effective date of
this order revise its tariff to include the customer service voltages
and customer utilization voltages set forth in Appendix B.

7. SDG&E shall continue to expand itslimplementation of conserva-
tion voltage regulation and file progress reports as scheduled and
set forth in Appendix C.

8. SDGS&E shall file within thirty days atfter the effective
date of this order an amendment to its rules to include the provisions
set forth in Appendix A on swimming pool filters and pumps.

9. SDG&E shall distribute to each of its residential customers
a brochure listing energy efficient refrigerators,‘freezers, and
refrigerator-freezer combinations. The brochure shall compare
appliances with similar features, listing specific information by
brand name, model, size in cubic feet, kilowatt usage per month,
and average estimated operating cost. The first distribution of this
brochure should be made within one hundred twenty days from the effec-
tive date of this order.
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APPENDIX A

PROPCSED PROHIBITICNS AND CURTAILMENT PROVISIONS

"(__) Timers associated with swimming pool pumps
and filtration equipment shall not be set to
operate such equipment during the peak usage
periods of the day from 12:00 noon to 6:00 PM.

"(a) Notwithstanding the provisions set forth
above, a circulating pump not exceeding
three-quarters horsepower in size may be used to
circulate solar heated water from solar collector
panels. to any pool or to return pool water to
solar collector panels.

"(b) Notwithstanding the provisioms set forth
above, pumps that activate hydro-massage and

- therapeutic or other equipment designed for the
confort of bathers may be set to operate by
means of manual switches during any period when
the pool is occupied.”
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APPENDIX B
Page 1 of 2

RULE NQ. 2, DESCRIPTION OF SERVICE

Customer Service Voltages:

Under all normal load conditioms, distribution circuits
will be operated so as to maintain secondary service
voltage levels to customers within the voltage ranges
specified below:

Max Lmum

Nominal Service Max Lomm

Voltage Service Voltage
Minimum On On Agricultural

Multi-Wire Voltage Residential And Industrial

Servi

ce To All And Commercial Distribution

Voltage Services Distribution Circuits Cirecuits

120
208
240
277
480

)

114 120 126
197 208 218
228 240 252
263 277 291
456 480 . 504

Exceptions to Voltage Limits. Voltage may be outside the

)

Timits specitied when the variations:
(2) Arise from the temporary action of the elements.

(b) Are infrequent momentary fluctuations of a
short duration.

(e¢) Arise from service interruptions.

(d) Arise from temporary separation of parts of the
system from the main system.

(e) Are from causes beyond the control of the utility.

Customer Utilization Voltages:

(1) All customer-owned utilization equipment must
be designed and rated in accordance with the
following utilization voltages specified by
the American National Standard C84.1 if customer
equipment is to give fully satisfactory
performance:
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APPENDIX 3
Page 2 of 2

Nominal Minimum Maximuum

Utilization Utilization Utilization

Voltage Voltage Voltage

(3)

(4)

120 110 125
208 191 216
240 220 250
277 254 289
480 440 500

The difference between service and utilization
voltages are allowances for voltage drop inm
customer wiring. The maximum allowance is &
volts (120 volt base) for secondary service.

Minimum utilization voltages from American
National Standard C84.1 are shown for customer
information only as the Company has no control
over voltage drop in customer's wiring.

The ninimum utilization voltages shown in (1)
above, apply for circuits supplying lighting
loads. The minimum secondary utilization
voltages specified by American National
Standard C84.1 for circuits not supplying
li§hting loads are 90 percent of nominal
voltages (108 volts on 120 volt base) for
normal service.

Motors used on 208 volt systems should be rated
200 volts or (for small single phase motors)
115 volts. Motors rated 230 volts will not
perform satisfactorily on these systems and
should not be used. Motors rated 220 volts are
no longer standard, but many of them were
installed on existing 208 volt systems on the
assumption that the utilization voltage would
not bg less than 187 volts (90 percent of 208
volts).
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APPENDIX C

CONSERVATION VOLTAGE REGULATION IMPLEMENTATION
AND REPORTING REQUIREMENTS

1. SDG&E shall actively continue its investigation and testing
of distribution circuits, loads, motors, and appliances to maximize
the saving of encrgy through control of voltage regulation. Priority
shall be given to the analysis of agricultural and industrial services.
SDG&E shall f£ile in writing, progress reports on or before June 30 and
December 31 of cach yecar, setting forth detailed engineering data of
individual investigations and tests.

2. SDGSE shall systematically and periodically review the ser-
vice voltages of all of its distribution circuits to ensurce that all
service voltages arc as closc to the minimum voltages, specified
in Appendix B, as is cost-cffective and will maximize encrgy savings.
Records shall be maintained of all distribution circuit voltage
regulator control scttings including bandwidth, voltage level, and
line-drop compensator.

3. SDGSE shall review the design and operation of all of its
distribution circuits and determine for cach circuit the cost-
cffectiveness of maximizing conscrvation of cncrgy by optimizing
scrvice voltages. On or beforce October 31, 1979, SDGSE shall report
in writing the results of this review including the regulator operating
voltage levels for each circuit at the beginning and end of the circuit
and the proposed circuit changes to maximize conservation of energy by
optimizing scrvice voltage for those circuits where it is found to be
cost-effcctive to do so.

4. SDGSE is hercby authorizod to file by October 31, 1979, a list
of deviations for those residential and commercial distribution circuits

that do not conform to the minimum and maximum SECOHGQIV UOltéQQ 18vels

snccaficd in Appendix B and shall request auvthority for continuation of
such deviations as may be necessary annually thereafter. The afore-
mentioned list and subsequent annual requests for authorization shall
list cach circuit for which a daviation is roquested, the factors which
impoded compliance, the status of the design and opcration review, and
any proposcd circult changes to eliminate the continued requirement for
the deviations.

5. SDG&E is hereby directed, in cooperation with our Energy
Conservation Branch, to implement during the next twelve months a
voltage surveillance program to assure that those feeder circuits which
have been adjusted to the new service voltage range under the Conscrvation
Voltage Regulation Program remain within the voltage range prescribed
herein.,
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Stean Department

Applicant's tariffs, rates and charges are changed to the level or
extert set forth in this appendix.

Sehedules 1 and 2

a. Tariff Rates Per Meter Per Month

Scha 1 Sehe 2
Customer Cha-rse 'EX RN RN NN NNNEENRENNENRNENRENNHNNRMNHENHSHRN ] 87.89 57.9?

Commodity Charge, per 1,000 1be ceecsessencseces  $6.757 $6.825

Swecial Conditioens

4. Energy Cost Adjustment. An Energy Cost Adjustment, as speci-
fied in Section 7 of the Preliminary Statement is included in the
above commodity charge. The current Energy Cost Adjustment is § *
per thousand pounds of stean.

*55.064 for Sch. 1 and $5.115 for Sch. 2 {(as of Januwary 21, 1979);
adjust to reflect rate effective on the cdate of this order.




APPENDIX E

Gas Department

Applicant's tariffs, rates and charges are changed to the level or

extent set forth in this appendix.
Tariff Rates

Schedule GR, GM, GS, GT

Customer Ch&rge cSessesssesnetcdsasuesaRRRREEBIREES

Commodity Charge
First oL therms, per thermM .cceceescsccacncen
Next 81 therms, per thermfl s.cecescesscssacen
Over 162 therms, per thermM ceveccascsasssscess

Per Meter Per Month

Lifeline
Rates

Non=-lifeline
Rates

$1.70

$0.2976Y

51.70

$0.2475
2924
-3293

1/ 10% commodity rate discount for Schedule GS lifeline sales.
15% commodity rate discount for Schedule GI lifeline sales.

Schedule GN-1
Customer Cmrse I.-.I..‘......--I.I.-..I.II...-.I
Commodity Charge, per thérm ccscvscscescnassccans

Schedule GN-2
Comodity Charge’ Per them [EEZXEXEENE R R NN N R XN R N N J

Schedules GN=3, GNe~i, GN=5
COmodity Ch“ge’ Wr them R N R RN R NN RN NR NN NN

Schedules GL-1 and GL-2 and special contracts to de
incroased commensurately.

$1.70
$0.2500

$C.2500

No Change
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RATES ~ SAN DIEGO GAS & ELECTRIC COMPANY, ELECIRIC DEPARTMENT

Applicant's elactric rates, charges, and conditions are changed to
the level or extent set forth in this appendix.

SUMMARY OF BASE RATIES
GENERAL SERVICE (SCREDULE A)

APPLICABILITY

Applicable to gemeral service including lighting, appliances, heating.
and power, or amy combiaation thereoi. The utilicy will normally demand meter
custemers whesem=onthly maxioun demand exgeeds 50 ww.

Pear Meter
RATES . Per Mouth

Non=Demand ‘Metered Customers

Customer Charg@.acecesssssesntsossnsasssscccnansecnss
Energy Charge: )

AlL kwhr, per Kwhr..cieseenssnasssnsnscnssosasanse

Demand Mertered Customers

CusS2omar Clarg®.csoterasenasnsssostsssnnsnssvsseresnas $ 10.00
Demand Charge, per kw of billiag demand...ce-vcecenses 8 1.00
Energy Charge:

ALL KWhr, Per KWhTueeeasesssessnasossscsasesnosnes S Q.02451

Minimum Charge:.

The mizizmum charge shall be the customer charge, except where Lloads
1isted balow are served, iz which case the following amounts will be added
to the customer charge:

1. Tor air heatiag load, $1.37 per momth per kilowatt of aggregate

capacity in excess of 3 kilowatts of comaected load.

for power lead, $1.37 per mouth per horsepower of aggregate capacity

in excess of 3 horsepewer of comnected load.

For seasonal or i{ncermittent loads. as provided in Speclal Condition 7.
\

]

\
+
\
{
;
!
!
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RATES = SAN DISGO GAS & ELECTRIC COMPANY, ELZCTRIC DEPARTVENT

GCENERAL SERVICE
(SCHEDULE A)
(Continued)

SPECIAL CONDITIONS

4. Bi1lling Demand. The billing demand to be used in computing charges will
be the mean of the maximum demand for the current menth and the highest such
dezand occurring in the year ending with the current month. For maximum demauds
occurring between the hours of 10 p.m. to 7 a.m. of the following day, only 60
percent of such maximum demand shall be considered,

S. Maximum Demand.

(a) The maximun demand iz any month shall be the average xilowatt
input during the fifteen-minute dnterval in which the consump-
tion of electric emergy is greater than in any other fifteen~
uinute interval in the month, as indicated or recorded by
ingtruments iastalled, owned and maintained by the ucility,
but not less than the diversified resistance welder load
computed in accordance with the utility's Rule 2F-Ib,

7. The charges shown in sections (a) and (b) shall be $1.37 per kilowacc.

GENERAL SERVICE (SCEEDULE A~5)

Per Meter
RATES . PeYr Month

Cus:omu cmrge'lll.....ll‘l..'.l....llII..CIII.I..III...‘-II.. slo.oo

Demand Charge, per kw of billing demande.eereecssncesesneeeeces $ 396

Energy Charge:

?i'.‘.'ST- 2\)0 me.' pcr P oL t)i;—li-as deam, pel' AWl e weovnnsne > 0003.20
All excess ) wry per MW e enessvoccasssnnsossrssssssvnsnse 000090

Mininun Charge: i
The monthly oianioun c¢harge shall be the customer charge plus the dezand chargc‘
SPECTAL CONDITIONS

6. The charge shown for Powexr Factor Adjustment should be 21 cents per
kilovar.

GENZIRAL SERVICE - TIME METERED (SCHEDULE A=5 TOU)

APPLICABILITY

Applicable te all nmew customers whose maximum monthly demand is expected
t0 be bYetween 1,000 Kw and 4,500 Xw and to existing customers whose maxiaux
sonthly demand exceeds 1,000 Xw %or three consecutive months but dees not
Zeet the demand requirements f£or Schedule A=6. Any customer whose maxizum
2onthly demand has f£allen pelow 1,000 Kw for 12 consecutive menths and who

does not meet the demand requirements for any other mandatory schedule may,
at his option, elect to continue service under this schedule or be served
under any other applicable schedula.
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RATES - SAN DIEGO CAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

GENERAL SERVICE -~ TIME METERED (SCHEDULE A=5 TOU)
(Conzinued)

TERRITORY
Within the entire territory served by utilicy.
RATES

Per Meter
Per Month

Customer Charge...eceesnss Ceranaes vesssrsenveana ces $ 20.00/mo.

Denand Charge:
Custouer 's Maximum Demand During
the On-Peak Period 5.8L/kw

Energy Charge:

§ 0.0138/kwhr
Semi=Peakeceacrens et scienssressns N .. 0. 0088/ kwhr

Plus: Off=-Peak..... 0. 0063/ vuwhx

Where time periods are defined as follows: '

The definicion of time will be based upon the meter reading date
for the customer.

Time Period Mav 16 -~ October 15% All Others
Qan=Peak 10 a.m. - 5.p.m. Weekdays .m. = 9 p.u. Weekdays
Semi-Peak S p.m. = 9 p.m. Weekdays 10 a.m. = 53 p.m. Weekdays
Qf£-Peak 9 p.m. =10 a.m. Weekdays 9 p.m. = 10 a.m. Weekdays
Plus Weekends & Holidays Plus Weekends & Holidays

*Where the utility's meter reading schedule would cause more than £ive
of a customer's reads to fall in this period, the first will be based
on the All Other Periods.

Time Perilods:

All time periods listed are in Pacific Standard Time. During periods
when Pacific¢c Daylight Saving Time is in operation, ome hour must be added
co the listed times to arrive at actual "clock" times.

Holidays:

The holidavs specified in this schedule are: New Year's Day,
Washington's Birthday, Memorial Day, Independence Day, Labor Day, Veterans
Day. Thanksgiving Day and Christmas Day as designated by Califormia Law.
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RATES = 'SAN DIECO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

GENERAL SERVICE = TIME METERED (SCHEDULE A~S TOU)
(Continued)

RATES (Continued)

Minimum Charge:
The monthly minimum charge shall be $2.13 per kw of maximum demand. y//
Energy Cost Adjustment:
An Energy Cost Adjustment, as specified in Section 9. of the Preli-
ainary Statement, will bde inecluded in each Bill for service, including
the minimum charge. The Energy Cost Adjustment amount shall be the
oroduct of the total kilowatt=hours for which the bill is rendered multi-
olied by $0.03310 per kilowatt-hour. (The Energy Cost Adjustment
amount is not subjeet to any adjustment for serving voltage.)

Franchise Fee Differential:

The franchise fee differential as indicated below will be applied
to the menthly billings calculated under this schedule for all customers
within the corporate limits as follows:

City of San Diego 1.9%

Such franchise fae differential shall be so indicated and added as a
separate i{tem to bills rendered to such customers.

SPECTAL CONDITIONS

1. Primarv Voltage and Ernergv Discount. A primary voltage and energy
discount will only be allowed where delivery is made and energy is received ac
an available standard voltage. Under these circumstances, the charges before
power :actor adjustment and energy cost adjustment will be reduced as follows:

3 per cent in the range of 2 kv to 10 kv
4 per cent in the range of 10.1 kv to 25 kv
7 per cent above 25 kv

The utility retains the right to change its delivery voltage after reasomnable
advance notice in writing to any customer receiviang a discount hereunder and
affected by such change, and such customer then has the option to change his
system s¢ as to receive service at the new delivery voltage or to accept service

without voltage and energy discount after the change in delivery voltage, through
transformers owned by the ucilicy.

2. Voltage Regulators. Voltage regulators, if required by the customer
shall be furanished, installed, owned and maintained by the customer.

3. Demand Charge. The demand charge will be based on kilowatezs of maximum
demand as measured each month during the (mn-Peak Period. The maximuxz demand
during the On=Peak Period shall be the average kilowatt input during :he
fifteen-minute interval in which the consumption of electric energy is greater
than in any other fifteen-minute interval during the On-Peak Period, as
indicated or recorded by imstruments installed, owned and maintained by the utilicy.
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RATES = SAN DIECO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

CENERAL SERVICE = TIME METERED (SCHEDULE A=5 TOU)
(Continued)

SPECIAL CONDITIONS (Continued)

3. Demand Charge. (Continued) .

In the case of hoists, elevators, furnaces, or other loads where the energy
demand 1s intermittent or subject to violent fluctuations, the utility may base
the maximum demand upon a five-minute interval instead of a fifreen-minute
incerval.

4, Maximum Demand. The maximum demand in any month shall be the average
kilowatt input during that fifteen=-minute interval in which the consumption of
electric energy {s greater than in any other fifteen-minute interval in the
month as recorded by instruments installed, owned and maintained by the utilicy.
For the purpose of determining the minimum charge the maximum demand shall in
no case be less than the highest of (a) 1,000 kw, (b) 80 per cent of the
highest maximum demand registered during the preceding eleven months,. or (¢)

the diversified resistance welder load computed in accordance with the utility's
Rule 2F-2b.

In the case of hoists, elevators, furnaces and other loads where the energy
demand is intermittent or subject to violent fluctuations, the utilicy may base
the maxizun demand upon a five-minute incerval instead of a fifteen-minute
iaterval.

5. DPower Factor Adjustment. This schedule is based on service  to loads
having a maximum reactive kilovolt ampere demand not greater than 75 per cent
of the maximum kilowatt demand. In the event that the reactive demand exceeds
75 per cent of the kilowatt demand, the customer shall, upon receiving written
notice from the utility, install and operate such compensating equipment as may
be necessary to reduce the reactive demand to 75 per cent or less of the kilo-
watt demand. Unless such ¢orrection of reactive demand is made within ninecy
days, there will be added to each monthly bill following the ninety day peried
a charge of 2L cents per kilovar of maximum reactive demand in excess of 75 per v
cent of the maximum kilowatt demand (whether on-peak or off-peak) for the month.

6. Digictal Pulse Recorder Malfunction. In the event that the digital pulse
recorder (DPR) malfunctions during the billing period, the energy sales will be
based on the mechanical meter reading. Where the malfunction existed for less
than 25% of the billing period, the energy sales will be prorated to time periods
based on the energy division durimgthe period when the DPR was working properly.
Where the malfunction time exceeds 25% ¢f the billing period, the energy sales
will be prorated to time periods based on the energy divisionduring the three
previous calendar months. If the DPR functions properly for more thanm 25% of
the billing period, the Demand Charge will be based on the maximum demand during
the On-Peak Period as measured during the period of correct DPR functioning.

In the event that the DPR malfunctions for more than 75% of the billing perioed,
the Peak Demand Charge will be based on the average of the three previous demand
charges whi¢h have the same On=Peak hours.
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RATES - SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

GENERAL SERVICE - TIME METERED (SCHEDULE A=5 TOU)
(Continued)

SPECTIAL CONDITIONS (Continued)

7. Recomnection Charge. In the event that a customer terminates service
under this schedule and re-initiates service at that same location within 12
ponths, there will be a reconnection charge equal to the minimum charge which
would have been billed had the customer not terminated service.

8. Miscellaneous. This schedule is not applicable to standdy, auxiliary
service or service operated in parallel with a customer's generating plant,

GENERAL SERVICE = LARGE (SCHEDULE A=6)

RATES Per Month
Customer Charge...... Ceerserreanns . . § 600.00

Peak Demand Charge for Customer Contribution to
Monthly System Peak..icivaiceiesasnens Ceisreseraratrenrranee 7.67/kw

Energy Charge:

0.0100/kwhr |
Plus: Semi-Peak.. 0.0050/kwhr \
Plus: Off-Peak .. 0.0025/xwhr |

)
Minioum Charge:

The monthly minimum charge shall be $10,121.00 but not less than $2.02 v/
per kw of maximum demand:

SPECTIAL CONDITIONS

6. The charge shown for Power Factor Adjustment should be 2L cents per ~_//
kilovar.

GENERAL SERVICE-PARALLEL GENERATION
(EXPERIMENTAL SCHEDULE A=-PG)

Per Meter
RATES Per Month

Customer Charge..... ceteanas u//

Net Energy Charge (to be added to Customer Charge):

First 100 kwhr, per kwhr teeesesssnnsss No Additional Base Charge
All excess kwhr, per kwhr..eieess »//

Minimum Charge:

The minimum charge shall be the customer charge, except where loads
listed below are served, in which case the following amounts will be added
to the customer charge: '

1. TFor air heating load, $1.37 per month per kilowatt of aggregate

capacity in excess of 3 kilowatts of connected load.

2. TFor power load, $1.37 per month per horsepower of aggregate

capacity in excess of 3 horsepower of connected load.
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RATES - SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

DOMESTIC SERVICE (SCHEDULE DR)

Per Meter
RATES Per Month

CUSTOMET ChATZEcscssacsanccssssarssssansvoancns ceesassnsesne $ 2.20

Energy Charge (to be added to Customer Charge):
Lifeline’ per kwhr‘..'...lII.‘.‘I.I'.-.II..IIII..
Nom=Lifeline, Per KWhr.eeesenocecncsascsesaccaaracnnneannsee

SPECIAL CONDITIONS

4. An Air Conditioning Lifeline Allowance of 400 kwhr per month shall be
added for all customers receiving service in zone V which {s shown in Exhibit
27. The Air Conditioning Lifeline Allowance will be additive to existing
allowances during the summer season.

MULTI-FAMILY SERVICE (SCHEDULE DM)

) . Per Meter
TES ) Per Month

—

Customer ChaTg@.eesesscaccssssvacsonuns ’ $ 2.20
Energy Charge (to be added to Customer Charge):

LifEJ.ine, per kwhrnco ------------ oo--.o-l.--cnuo.q..l:-.n... s 0-01920
Non-ufeline| per kwhr-o--------.----.o--n.u-oo--.luuc----.. s 0-03103

SPECIAL CONDITIONS

8. An Alr Conditioning Lifeline Allowance of 400 kwhr per month shall be
added for all customers receiving service in zone V which is shown in Exhidbit
27. The Air Conditioning Lifeline Allowapce will be additive to existing
allowances during the summer Season.
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RATES - SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

SUBMETERED MULTI=FAMILY SERVICE (SCHEDULE DS)

Per Meter
RATES Per Month

Customer Chargen---.-----o-u----.-----.--.-o--..u-n..--... s 2-20

Energy Charge (to be added to Customer Charge):
LifEIine’ per whr..‘......II.I.IIIII.I.DI.IDOC.IDO IIIII eoas s
X NOn"Lifelinﬂ, per kWhrnc sesssvevavrrenesw essbs O st “n e s

0.01920
0.03103

SPECIAL CONDITIONS

8. An Air Conditioning Lifeline Allowance of 400 kwhr per month shall be
added for all customers receiving service in zome V which is shown in Exhibic
27. The Air Conditioning Lifeline Allowance will be additive to exiscing
allowances during the summer season.

SUBMETERED MULTI-FAMILY SERVICE - MOBILEHOME PARK
: (SCREDULE DT) . .

| Per Meter
RATES Per Month

customer Charge----o----.--.......-- --------- CRCRCRC N I R B $ 2-20
Energy Charge (to be added to Customer Charge):

Lifeline, per kWwhr..ecceesnsacenes frecannns teenscrsassesas $ 0.01920
Non=Lifelite, pexr KWhr.eesieervoooenannannns cesesases ceea $ 0.03103

SPECTIAL CONDITIONS

8. An Air Conditioning Lifeline Allowance of 400 kwhr per month shall be added
for all customers receiving service in zone V which is shown in Exhidvit 27. The
Alr Conditioning Lifeline Allowance will be additive to existing allowances
during the summer season.
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RATES - SAN DIEGO GAS & ELECTRIC COMPANY, CLECTRIC DEPARTMENT

DOMESTIC-PARALLEL CTNERATION
(EXPERIMENTAL SCHEDULE D=-PG)

. i Per Meter
RATES Per Month

.
.

Cus:om&r Cha‘rge-.-.-...--....................-....-..... ’ S 5.32

Net Energy Charge (to be added to Customer Charge):
First 100 kwhr, per kwhr.ceocccesoccarsnnecres No Additional Charge
Excess kwhr, per kwhr..... e R LLEETREN $ 0.03103

EXPERIMENTAL DOMESTIC UNCONTROLLED TIME-OF-USE SERVICE
(SCHEDULE D-U TOU)

' Per Meter
RATES . Per Month

Customer CRATGE-nereenarssssmnoannnnmnsnronsnssonmnesssss $ 2.20
Energy Charge (to be ‘added to Customer éhﬁrge): '
On~Peak, per kwhfeeesceroes eesasasesesases R $ 0.06971
Off-Peak, per KWhT.escocsess-s ' $ 0.00000
Lifeline Discount:

All charges applicable to the lifeline quantity will be reduced

as follows:

All Whr, per Wht.-...-..-.--..‘..-

SPECIAL CONDITIONS

4. An Alr Conditionming Lifeline Allowance of 400 kwhr per month shall be
added for all customers receiving service in zone v which is shown in Exhibit
27. The Air Conditioning Lifeline Allowance will be additive to existing
allowances during the summexr season.

HEATING (SCHEDULE H)
(Closed Schedule)

Schedule H is to be deleted, current customers on Schedule H to be trans—
ferred to Schedule A.
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RATES = SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

LICHTING = STREET AND HICHWAY = UTILITY-OWNED INSTALLATIONS
(SCHEDULE LS-1)

APPLICABILITY

Applicadble to street lighting service on dedicated thoroughfares, on
private streets under Special Condition 6, and to individuals under Special
Condition 7.

TERRITORY
Within the entire territory served by che utility.
RATES Dollars Per Electrolier Per Month

Lamp Approximate Class A B 4
Watts Lumens 1=lamp 2=lamp l=lamp 2-lamp

Mercury Vapor Lamps*
175 7,000 - $17.36 $25.05

250 10,000 19.78  29.27
400 20,000 23.17 -

700 35,000
1,000 55,000 44699 -

High Pressure
Sodium Vapor Lamps
100 9,500 7.86 9.06 15.72 16.63 23.60
150 16,000 9.36 10-53  18.61 18.68 27.06
250 30,000 12.74 13.69  24.78 21.96 33449
400 50,000 1598 1697 3142 26-00 41.04
1,000 140,000 29:74 30.80 58.67 46.24  74.75

Energy Cost Adjustment:

This schedule is subject to an Energy Cost Adjustment, as specified in
Section 9. of the Preliminary Statement. The Energy Cost Adjustment amount
included in the above rates for service shall be the product of the annual
%ilowatt-hours for the service rendered, divided by 12, multiplied by $0.03310
per kilowatt-hour.

Franchise Fee Differential:

A franchise fee differential as indicated below will be applied to the
monthly billings calculated under this schedule for all customers within the
corporate limits as follows:

City of San Diego 1.9%

Such franchise fee differential shall be so indicated and added as a separate
item to bills rendered to such customers.

*Closed to new installations as of the effective date of this schedule.
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RATES = SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

LICHTING = STREET AND HIGHWAY = UTILITY-OWNED INSTALLATIONS
(SCHEDULL Lo=1)
(Continued)

SPECTAL CONDITIONS

1. TFacilities and Rates.

.

de Class A Service

(1) CUrility-owned Installations. The Class A rates are appli=-
cable to conventional street lighting equipment mounted om
wood poles in standard positions and supplied from overhead
lines. Underground-fed installations served on this

schedule prier to September 22, 1972 will be billed on the
Class A rates.

(a) Non=Standard Charge. When center suspension lamps or
wood poles in non-standard positions are required, the
ueility will make such imstallations subject to the
following additional charges.

Per Lamp Per Mouth

Center Suspension*’ $ 5.90
Wood pole in non~standard position
30-foot 2.95
35-foot 3.25

Reactor Ballast.* Where reactor ballasts are furnished
for mercury vapor lamps, the rates stated in this
schedule for the standard regulator ballast installa-
tions will be reduced by 29¢ per lamp per month for the
175=watt lamp size and by 42¢ per lamp per month for
the 250=watt lamp size.

Jointly=-owned Installations. Class A rates apply to
utility-owned and maintained conventional luminaires mounted
on standards and brackets owned and maintained by the
Customer, where the Customer provides and maintains the
underground service conductor from the utility's point

of service to the luminaire.

Class B and Class C rates are applicable to the utility's street
light installations where standard electroliers and service are
installed. The developer of the subdivision or development will
be required to perform all trenching and backfilling at his

wClosed to new installations as of the affactive date of this schedule.
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RATES = SAN DIEGO CAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

LICHTING = STREET AND HIGHWAY - UTILITY~OWNED INSTALLATIONS

(SCHEDULE LS=1)
(Continued)

SPECIAL CONDITIONS (Continued)

1. Facilities and Rates. (Continued)

b.

(Continued)
expense. The utility's standard electrolier comsists of a com-

crete aggregate pole with six-foot bracket supporting a comven-
tional street lighting luminaire.

(1) Class B rates are applicable to service where the customer
pays to the utility in advance the amount by which the
estimated cost to the utility of the concrete pole street
lighting system exceeds the cost to the utility of the wood
pole overhead system which would otherwise be required.

(2) Class C rates also apply to installations made in accor-
dance with Schedule LS-4A prior to (effective date of this
schedule).

Other utility approved installations will be subject to the
appropriate rates above, plus -$0.0187 per month for each dollar
of investment by the utility in excess of the investmeat im the
standard installation. This rate will also apply to inmstal-
lations made in accordance with Schedule LS=4B prior to
(effective date of this schedule).

Line Extensions (for wholly-owned utility service)

(1) Overhead ~ one span of secondary conductor.

(2) Underground - 120 feet of two #8 SIDA from the cable
entrance of the electrolier.

(3) Extensions in excess of the above will be made in accor-
dance with the utility's Rules.

Tvpe of Service. Multiple service hereunder shall be at the

utility's option.

Hours of Burning., Service will be from dusk to daylight which, in

accordance with the utility's switching schedule, results in
approximately 4,165 burning hours per year.

Location of Facilities. Service will not be furnished under this

schedule where, in the opinion of the utility, an undue hazard or
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RATES = SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC NFPARTMENT

LICHTING = STREET AND H WAY = =W
(SCHEDULE LS=-1)
(Continued)

SPECTAL CONDITIONS (Continued)

expense would result. The installation of street lights hereunder
is contingent upon the utility's obtaining satisfactory righta of
way and necessary highway permits.

Relocation of Faciliries. Relocation of utility's facilities at
the customer's request or because of governmental requirements
will be made providing the customer pays the actual costs incurred
by the utility for such relocation.

Non-Dedicated Streets. Lighting of non-dedicated streets may be
supplied to corporations or unincorporated associations of land
owners or others, organized as legal entities having a responsi-
bility for street maintenance. This schedule is not applicable
to service for the lighting of any other private property.

Service to Private Customers. Wwith the utility's consent, a
private individual or company may resume payment for anmy light

under this schedule, other than mercury vapor lamps of 175 watts
or 400 watts, when a governmental customer terminates service.

Contract. A contract for a period of not less than one year and
not more than five vears may be required for service under this
schedule and will remain in effect from vear to year thereafter
until cancelled.




A.58067 et al. /kd APPENDIX ¥ /
Page 16 of 27

RATES = SAN DIECO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

LICHTING = STREET AND HICHWAY = CUSTOMER-OWNED INSTALLATIONS
(SCHEDULE Ls=2)

APPLICABILITY

Applicable for service to goveramental agencies and lighting districts
for the lighting of streets, highways and other thoroughfares, and to other
corporate agencies for the lighting of non-dedicated streets which are
accessidle to the public, where the customer owns the emtire installatiom,
including underground lines from a central point of comnection with
utility facilities.

TERRITORY
Within the entire territory served by the utility.

Dollars Per Lamp Per Month
RATE A RATE B Surcharge
Lamp Approximate Eaergy and Limited for Series
watts Lumens Energv Onlv Maintenance Service

Incandescent Lamps
1,000 $ 1.92 -
2,500 3.79 ' $ 4.87
4,000 5.50 ’ 6.58
6,000 7.89 8.97
10,000 13.11 -

Mercury Vapor Lamps
175 7,000 b.37 5.01
250 10,000 5.93 6.71
400 20,000 9.10 9.80
700 35,000 15.16 16.23
1,000 55,000 1.25 -

High Pressure
Sodium Vapoer Lamps
70 5,800 1.95 2.86
100 9,500 3.12 4.02
150 16,000 4.26 5.17
250 30,000 6.32 7.22
400 50,000 9.52 10.43
1,000 140,000 21.32 22.22

Energy Cost Adjustment:

This schedule is subject to an Energy Cost Adjustment, as specified in
Section 9. of the Preliminary Statement. The Energy Cost Adjustment amount
included in the above rates for service shall be the product of the annual
kilowatt=hours for the service rendered, divided by 12, multiplied by $0.03310
per kilowatt-hour.
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RATES - SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

LICHTING = STREET AND HIGHWAY - CUSTOMER=QOWNED INSTALLATIONS
(SCKEDULE LS=-2)
(Continued)

RATES (Continued)

Franchise Fee Differential:

A franchise fee differential as indicated below will be applied to the
monthly billings calculated under this schedule for all customers within the
corporate limits as follows:

City of San Diegoe 1.9%

Such franchise fee differential shall be so indicated and added as a separate
item to bDills rendered £o such customers.

SPECTIAL CONDITIONS

l. Limited Maintemance Service. Limited maintenance anall
include the following:

(a) Renewal of lamps after original installatiom by customer.

(b) Replacement of glassware and luminaire equipment, which
will be billed to the customer at the manufacturer's
currently published suggested retail prices plus applicable
taxes.

(¢) Cleaning of glasaware at the time of lamp replacement.
Incandescent lamp maintenance service is limited to those

incandescent lamps maintained by the utility prior to
(effactive date of this schedule).

Mainzenance service will not be furnished where, in the opinion
of the utility, an undue hazard or expense would result because
of location, mounting height, or other reasons.

Customer shall furnish, install, own and maintain all equipment
beyond the central point of connection except for such limited
maintenance as provided above.

2. Tvpe of Service., Service to multiple lamps will be supplied at
the .available secondary voltage or, at the optionm of the utilicy,
480 volts. Service to series incandescent and mercury Vapor
lasps only will be supplied from existing series circuits. Series
service at new lamp locations is prohidited.
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RATES = SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

LICHTING = STREET AND HICWWAY - CUSTOMER=OWNED INSTALLATIONS
‘ (SCHEDULE LS=2)
(Continued)

SPECIAL CONDITIONS (Continued)

3. Hours of Burning. Service will be from dusk to daylight which,
in accordance with the utility's switching schedule, results in
approximately 4,165 burning hours per year.

Relocation of Facilities. Relocation of urility's facilities at
the customer's request or because of governmental requirements
will be made providing the customer pays the actual costs incurred
by the utility for such relocation.

Change in Rate. Where systems are taken over for service under
this schedule, or changed from Rate A to Rate B hereunder, they
must meet the approval of the utility as to comstructiom and
condition, and the utility may decline to grant these rates if
the system is not up to the standard set for other systems
operating under this schedule.

Contracts. A contract for a period of not less than one year
and not more than five yvears may be required for service under
this schedule and will remain in effect from year to year
thereafter until terminated.
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RATES = SAN DIEGO CAS § ELECTRIC COMPANY, ELECTRIC DEPARTMENT
LIGHTING = STREET AND HIGHWAY - CUSTOMER-OWNED INSTALLATIONS

(SCHEDULE LS=3)
(CLOSED SCHEDULE)

APPLICABILITY

Applicable to local, state or other governmental agencies for service for
the lighting of streets, highways, and other public thoroughfares, and to
corporate or governmental agencies for the lighting of non-dedicated streets,
alone or in comjunction with illuminated highway directional signs or aircraft
warning obstruection lights, where the customer owns the entire installation,
ineluding underground lines {rom a central point of connection with utility
facilicies. This schedule is closed to new installations as of the affective
date of this schedule.

Per Mstar
Per Month

First 150 kwhr per i of billing demand, per kwhr.....covuenen $0.04473
ALl excess kwhr, per kwhr.. . S0.0igjé

Minimun Charge: .
For each point of delivery the monthly minimum charge shall be $8.23.

RATES

LIGHTING - STREET AND HIGHWAY = UTILITY-OWNED ORNAMENTAL INSTALLATIONS
L (SCHEDULE LS=4)

Schedule LS=4 is to be deleted; rates and terms of service
for the current Schedule LS-4 customers incorporated into
Schedule LS-1.
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RATES = SAN DIEGQ GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

OUTDOOR AREA LIGHTING SERVICE
(SCHEDULE OL~1)

Per Lamp
TES Per Month

Lamp - (Installation on existing support)

175=-watt mercury=-vapor lamp $ 8.74
400=watt METCUTY=VAPOT laMP.eerressssnnssssssrcnncnaasosaasannsas 14.53

Per Pole
Per Month
Pole = (New utility-owned wood pole installation)

30 footwood polell.l.lllIl'.l'llI..'.l.I..l........l.ll.‘...l'.l
35 foot wood poleccisnrnnnann tesessevnassatatant e aresuanas ey :

RESIDENTIAL WALKWAY LICHTING (SCHEDULE DWL)

RATES Per Month

Facilities Charge:
Per dollar of utility investment in walkway
Lighting facilitdeS.uuennrenorennoeutaconnanranssrscssnoasnnoans §0.021

Energy and Lamp Maintenance Charge
(to be added to the facilities charge):
100 watt mercury=vapor lamp, per lamPicescevases senee

Minimum Charge:
Par customer....eees tesesrerenns .
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RATES - SAN DIECO GAS & ELECTRIC COMPANY, ELECTRIC DFEPARTMFNT

POWER - GENERAL (SCHEDULE P)

APPLICABILITY

Applicable to general power service.
TERRITORY

within cthe entire territory served by the utilicy.
Per Meter
RATES Per Month

Customer Charge:
0= 500 Kuhr.oiveieeereensnoranesennsnsancennns cemraen
301 - 2,500 kwhr
2,501 = 10,000 kwhr
Over 10,020 kwhr..

Energy Charge (to be added to Customer Charge)
0 - 10,000 kwhyr, per kwhr
All excess KWwhr, Per KWhL.veresenosnsasnnses trecennaeasnsans $0.0275

Minizuxn Charge:

The rinimum ¢harge will be the customer charge but not less
than 80% of the highest customer charge billed during the preceding
alevan months.

Energy Cost Adjustment:

An Energy Cost Adjustment, as specified in Section 9, of the
Preliminary Statement, will be Iincluded in each bill for service.
The Energy Cost Adjustment amount shall be the product of the total
kilowatt=hours for which the bill is rendered multiplied by $0.03310
per kilowatt=hour.

Franchise Fee Differential:

A franchise fee differencial as indicated belew will be applied
to the monthly billings calculated under this schedule for all customexs
within the corporate limizs as follows:

City of San Diego 1.9%

Such franchise fee differential shall be so indicated and added as a
separate item to bills rendered to such customers.
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TES - SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

POWER = GENERAL (SCHEDULE P)
(Continued)

SPECIAL CONDITIONS

1. Voltage. Service under this schedule will be supplied at one
standard voltage.

2. Phase. Loads of five horsepower or over will normally be served
at three-phase. Loads of less than three horsepower shall be served at
single-phase.

3.  Standbv Service. This schedule is not applicable .to standby,
auxiliary service, or service operated in parallel with a customer's
generating plant.

POWER = ACRICULTURAL (SCHEDULE PA)

APPLICABILITY

Applicable to agricultural power service.
TERRITORY
Wwithin the entire territory served by the utilicy.

Per Meter
RATES Per Month

Cuscomer Charge:
0 - 500 KWhEwevoneoceoanosns teeessasanrns vesssnnesnes § 4.00
501 = 2,500 KWhr..eeuonns Ceetecesetesrerasranes 7.00
2,501 = 10,000 KWAT.voeaeorosartasnassssvesrsonsessssssnses 11.00
Over 10,000 KWAT.eeuereneanassons e eeseceeaaenacnanes . 20.00

Energy Charge (to be added to Customer Charge)
m mhr’ mr mm......l‘.-‘.-....‘..‘......‘..".‘l."-‘.. 50'0250

Minimum Charge:
The minimum charge will be the customer charge but not less

than 807 of the highest customer charge billed during the preceding
eleven months.
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RATES =~ SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

POWER = AGCRICULTURAL (SCHEDULE PA)
(Continued)

Energy Cost Adjustment:

An Energy Cost Adjustment, as specified in Section 9. of the
Preliminary Statement, will be included in each bill for servige.
The Energy Cost Adjustment amount shall be the product of the total
kilowatt-hours for which the bill is rendered multiplied by $0.0331C
per kilowatt-hour.

Franchise Fee Differential .

A franchise fee differential as indicated below will be applied
to the monthly billings calculated under this schedule for all customers
within the corporate linits as follows:

City of San Diego 1.92

Such franchise fee differential shall be so indicated and added as a
separate item o bills rendered to such customers.

SPECIAL CONDITIONS

1.  Voltage. Service under this schedule will be supplied at one
standard volctage. N

2. Wind Machine Installations. Thermostatically controlled wind machines
with automatic reclosing switches must be equipped at the customer's expense
with suitable time-delay devices, as hereinafter specified, to permi:z the
required adjustment of the time of reclosure after interruption of service.

A time-delay device is a relay or other type of equipment that can be
preset to delay with various time intervals the reclosing of the autematic
switches in order to stagger the recomnection of the load on the utility's
system. Such device must be constructed so as to effectively permit a variable
over-all time interval of not less than five minutes with adjustable tinme
increments of not greater than ten seconds. The particular setting to be
utilized for such separate installation is to be determined by the utilicy from
time to time in accordance with its operating requirements.

3. Standby Service. This schedule is not applicable to standby, auwxiliary
service, or service operated in parallel with a customer's gemerating plant.
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RATES = SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DLPARTMENT

POWER = ACRICULTURAL = PARALLEL GENERATION
(EXPERIMENTAL SCHEDULE PA-PG)

APPLICABILITY

Applicable to agricultural power servige. This schedule %s only applicable
vhere a part or all of the electrical requirements of the customer can be supplied
‘rom a source or sources other than the utility and where such sources are con-
rected for parallel operation of the customer's operation with the service of the
ucilicy. Customer sources may include, but are not limited to, windmills,
waterwheels, -solar conversions, tidal actiom, and geothermal devices.

This schedule is experimental, and the utility reserves the right to limic
che number and size of customers receiving service under the terms of this
schedule.

TERRITORY

Within the entire territory served by the utilicy.

RATEé Per Meter
Per Month

Customer Charge:
0= 500 KwhTeeesssnaovssaes
S0L = 2,500 KWwhTuvvoenonosssavsares
2,501 =10,000 kwhrieeesernnonnans .
Over 10,000 kwhr.essesnee

Energy Chargze (to be added to Customer Charge)
First 100 kwhr, per kwhr..... hessresssssnnns . «vo No Additional

Charge
All excess kwhr, per Kwhr... eensssstatenseseana $ 0.0250
Minizmum Charge:
The minimum charge will be the customer charge ‘but not less than

807 of the highest c¢ustomer charge billed during the preceding eleven
months.
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TES - SAN DIEGC GAS & ELECTRIC COMPANY, ELECTRIC DFPARTMENT

POWER = AGRICULTURAL -~ PARALLEL GENERATION
(EXPERIMENTAL SCHEDULE PA=PG)
{(Continued)

Energy Cast Adjustment:

An Energy Cost Adjustment, as gpecified In Section 9. of the
Preliminary Statement, will be included in each bill for service.
The Energy Cost Adjustment amount shall be the product of the total
kilowatt=hours for which the bill is rendered multiplied by $0.03310
per Rilowarzt-hour.

Franchise Fee Differential: ,

A franchise fee differential as indicated below will be applied -
to the meonthly billings calculated under this schedule for all customers
within the corporate limits as follows:

City of San Diego 1.97%

Such franchise fee differential shall be so indicated and added as a
separate item to bills rendered to such customers.

SPECIAL CONDITIONS

1. * Volrage. Service under this schedule will be supplied at one
standard voltage. .

2. Net Energv. Net energy is energy supplied by the utility minus energy
generated by the customer and fed back into the utility's system at such time
as customer generation exceeds customer requirements. Net energy for any month
cannot, iowever, have a negative value for purposes of determining charges under
this schedule.

3. Merering. The utilicy will supply, own and maintain all necessary meters
and associated equipment utilized for billing. In addition, and for purposes
of monitoring customer generation and load, the utility may install, at its ex~
pense, load rescarch metering. The customer shall supply, at n¢ expense to the
utility, a suitable location for meters and assoclated equipmeant used for billing
and for load research.

4, Operation., The utility shall have the right te require the custowmer,
at certain times and as electrical operating conditlons warrant, to limit the
production of electrical energy from the generating fagility to an amount no
greater than the load at the customer's facility of which the generating facility
is a parc. '

5. Interconnection Facilities. The customer shall furnish, install, oper-
ate and maintain in good order and repair and without cost to the utility, such
relays, locks and seals, breakers, automatic synchronizer, and other control
and protective apparatus as shall be designated by the utility as being required
as suitable for the operation of the generator in parallel with the utility's
system. In addition, the utility will install, own and maintain a disconnection
device located near the electric meter or meters. The utility shall have the
right to disconnect the customer's generating facility at cthe disconnection,
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RATES = SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMEXN

POWER - ACRICULTURAL - PARALLEL CENERATION
(EXPERT™ENTAL SCHEDULE PA=PG)
(Continued)

SPECIAL CONDITIONS (Continued)

5. Interconnection Facilities. (Continued)
device when necessary to maintain safe electrical operating conditioms. Inter~
comnnection facilities shall be accessible at all times to utilicy personnel.

The customer may be required to reizburse the utilicy for any equipment
or facilities required as a result of the imstallation by the customer of gener=-
ation in parallel with the utility's service.

The customer shall notify the utility prior to the initial emexgizing
and start-up testing of the customer-owned gemerator, and the utility shall have
the right to have a rTepresentative present at such test.

6. Terms of Service. A customer receiving service under this schedule
zay elect to change to another applicable rate schedule at any time but may not
chercatter receive service under this schedule for a period of ome year.

7.  Review of Service. This rate schedule is temporary and will terminate
three years after the effective date. I review of results of service under
rhis sehedule indicates that continuation of such service would be appropriate,
the utility will file a new schedule prior to the termination date of this
schedule to provide for the same or similar service.

8. wind Machine Tastallations. Thermostatically comtrolled wind machines
with automatic reclosing switches must be equipped at the customer's expense
with suitable time-delay devices, as hereinafter specified, to permit the re-
quired adjustment of the tize of reclosure after iaterruption of service.

A time-delay device is a relay or other type of equipment that can be
preset to delay with various time intervals the reclosing of the automatic
switehes in order to stagger the reconnectiom of the load on the utiliey's
system. Such device must be constructed so as to effectively permit a varladble
over-all time interval of not less than five minutes with adjustable time
{nerements ot not greater than ten seconds. The particular secting to be
utilized for each separate imstallation is to be determined Dy the utility from
time to time in accordance with its operating requirements.
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RATES - SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

POWER = DIRECT CURRENT
(SCHEDULE P=DC)
(Closed Schedule)

Per Meter

Per Month
RATES

Snergy Charge:

Mt 500 kWh:‘, rer kwhr..................-........-........‘... 30-119
Al excess kWhr, rer KW eeesaasscnsssassssssssssncassascnsssse SOOO%

Minimuz Charge: \/,’
The monthly minimum charge shall be $1. 91 per horsepower per month.

STANDBY SERVICE (SCHEDULE $)

Per Meter
Per Mouth

RATES
Standby Charge:

First 20 kw or less of contracted demand
All excess kw of contracted demand, per kw

SERVICE ESTABLISHMENT CHARGE (SCHEDULE SE)

Per Meter
Per Month

RATE

St

S——
{

For each establishment, supersedure, or re-establishment of
electric service...... . ereeseeree S 830

SPECYAL CONDITION 2.
In case the customer requests that electric service bde turned on or

reconnected outside of regular business hours, or within four hours after
his request, an additional charge of $8.30 will be made.
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RATES -~ SAN DIEGO GAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

T.1.0.(1) (Svecial Facilities.)

Revise Section I.l.b.(l), Special Facilities, of Rule 2 to increase the

monthly facility charge percentage for use of special facilities from
1.62% 10 2.07%.

SPECIAL CONTRACTS 103, 104, 105, 106, 107, 108, 109, 1.0, 113, 116,
118, 116, 130, 131, 138, 139, 1.0, 145, 1.7, 15L, 162, 188, AND 199.

Increase the anmual additional charge percentage for use of alternmate service
facilities from 19.44% Lo 24.84%.

SPECIAL CONTRACTS 124, 125, 126, 135, 1.1, 42, 143, lui, 136,
177, 180,AND 201

Increase the ammual additional charge percentage for use of special facilities
from 19.44% %0 24.8L%.

SPECTAL CONTRACT 175

Increase the monthly charge from $360.19 o $362.10.
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RATES - SAN DIEGO CAS & ELECTRIC COMPANY, ELECTRIC DEPARTMENT

SPECIAL CONTRACT 209 .

Inerease the monthly charge for.each lamp frem $19.95 to $23. 31,

SPECIAL CONTRACT 211 \'/

Inerease the monthly charge for each lamp from $4.09 to $4.42,

SPECTAL CONTRACT 215

Inerease the monthly facility charge from $775.33 to $990.70, “’/,

SPECIAL CONTRACT 216

In¢rease the monthly charge for each illuminatéd street name sign from $2.08

to $2.25. \//

SPECIAL CONTRACT 217

Increase the monthly charge for each lamp from $6.66 to $7.08. \///

SPECIAL CONTRACT 218

Increase the monchly charge for each 150 watt lamp from $4.09 to $4.42 and
for each 250 watt lamp from $6.66 to §$7.08.

SPECIAL CONTRACT 219

Increase the moathly charge for each lamp from $6.66 to §$7.08.
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PRESIDENT JOEN E. BRYSON, Concurring

It is with great reluctance that I concur in today's decision
granting general rate relief to San Diego Gas & Electric Company.
My concern centers upon the treatment of Sundesert project costs
and the allowance of a rate of return on equity investment in
excess of 14 percent.

The Sundesert project has been an unfortunate and monumental
failure. The Commission rccognizes that the company's conduct of
the project was not so misguided as to be found legally imprudent
and that the Sundesert site remains a valuable and, in fact, unique
asset -- an excellent and fully approved location for a future
electric generating facility. The California Energy Commission
approved a Notice of Intent for use of the site for a generating
facility in December of 1977. Nevertheless, it would be completely
inappropriate for this Commission to shield the company from bearing
any portion of the $90 million in Sundesert costs, to the burden of
its ratepayers. I strongly support the Commission's disallowance
of approximately $6 million of these costs =-- primarily the $5.1
million allowance for funds used during construction (AFDC) on a
project which has not been constructed, as well as the $500,000
spent Yor public relations and the §360,000 in political lobbying

COsCS,

The rate of return authorized for San Diego is, if anything,
even more troubling to me, because it appears to reward a company
which has made mistakes. In fact, however, San Diego now has new

management and the company's special circumstances justify an
abnormally high rate of return. Son Diego has the most rapidly
growing service areca of any major utility in California. To provide
adequate service to its present and future customers, the company
must remain able to finance its construction program by raising
capital. Its interest coverage is now dangerously low, barely

above the 2.0 times coverage legally required to be able to make
additional debt offerings. Without an increase in rate 'of return,

-

-1-
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the company would likely be unable by the end of this year to meect
jts service obligations. The continued impact of inflation upon
financing costs and the fact that the company is alrcady nearly
halfway through its test year further justify allowance of a high
rate of return at this time.

T wish to state clearly that my concurrence is based on the
company's critical curreat status, and should not be taken to
indicate either a guaranteec as to future rates to be allowed this
company or any sort of "trend" in this Commission's regulatory
policy.

gﬂgngangé;go. California President
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LEONARD M. GRIMES JR., Concurring

It is with some reluctance that I concur in today's decision
granting rate relief to San Diego Gas and Electric. While I have no
doubt that SDG&E requires rate rvelief, I am fearful that our decision
today will be widely misintexpreted.

A very compelling argument has been made that none of SDG&E's
expenses for Sundesert incurred after enactment of the California
Nuclear Safeguards Law in June, 1976, should be allowed. Those who
make this argument contend that the likelihood of meeting the require-
nents of the law were at best speculative and that it was imprudent
to speculate in the hopes that ratepayers would later bail out the
company. It is also argued that SDG&E knew it would require CWIP
to build Sundesert--something which this Commission has consistently
rejected.

While this argument has great merit, the financ¢ial condition
of SDG&E is such that I could not support such a severe result, This
Commission must ensure SDG&E's future viability as well as protect
the ratepayer.

We have decided to disallow nearly $6 million in Sundesert
costs. Many San Diego ratepayers no doubt feel we should disallow
more. While they may very well be correct, I feel a very strong
responsibility to ensure the continued economic strength of SDG&E
as an independent utility among giants in California

My fear is that in making this decision we will cause
investors across the country to feel that we in California are
adopting a widely held notion that wvirtually any cost incurred by
a utility should be passed on to the ratepayer. I want to emphasize
that my vote is limited to the specific problems we face today
regarding the financial status of SDG&E.

~1-
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We invite abdication of responsibility by investors when we
permit investors to assume we will ''pass through' any expense to
the ratepayers. We create no incentive to ensure prudent management.
We, in turm, must then exert even more control over the affairs of the
company. .

I believe that regulatory commissions and investors must work
together to reduce rather than expand our involvement in the day-to-
day affairs of regulated utilities. To this end, I want it known
that in the future I will vigorously oppose any effoxrt to '"pass
through' to the ratepayers any expenses incurred as a result of either:
"rank' speculation or mnegligence of utility mangement. I expect

investors to require their managers to adhere to high standards in
both regards.

Cotmissioner

San Francisco, California
June 5, 1979




