PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY RESOLUTION E-3171
AND COMPLIANCE DIVISION Décember 18, 1989
Advisory Branch

RESOLUTION

RESOLUTION E-3171, SAN DIEGO GAS AND ELECTRIC COMPANY.
ELECTRIC DEPARTMENT. TO REVISE THE PRELIMINARY
STATEMENT TO REFLECT AN INCREASE IN ELECTRIC DEPARTMENT
AUTHORIZED BASE RATE REVENUE WHICH WILL RESULT FROM 1990
OPERATIONAL AND FINANCIAL ATTRITION.

BY ADVICE LETTER 778-E, FILED SEPTEMBER 29, 1989.

SUMMARY _ ‘
1. This ResolutiOn approves a January 1, 1990 increase of-

$30,382,000 to San Diégo Gas and Eléctric Company‘’s (SDG&E) -
Electric pDepartmént authorizéd 1évél of basé rate reveénues, Of.-
the total, $13,388,000 is for operational attritien, $17,258,000
is for capital-rélated attrition, and ($264,000) is for other
authorized items. ~

2. . No rate change will occur Jannary 1 1990. Pur¥suant to
ordering Paragraph 8 of De0151on (D). 8%-1)- 068, rate changes. -
will be deferréd pending dlsposxtlon of Applicat10n (A).: 89-09=
031, SDGLE’s current Eneérgy Cost Ad]ustment Clause (ECAC :
proceeding. Consolidatéd raté changes are expectéd May 1, 1990.

BACKGROUND

l. . In D. 88 12-095 (SDGLE’s test yéar 1989 genéral rate
casé), the Commission authorizéed SDGLE to revise eléctric base
rates to compénsate for 1990 financial and operational
attrition.

2. operational attrition is a décréase in a utility's nét
opérating incomé due to incréases in operation and maintenance
expenses attributableé to inflation bétwéen géneral rateé case
test years.

3. Financ1a1 attrition is a change in a utllity's net
operating incomé dué to changés in raté basé and cost of capital
between général rate case test years.

4. In D. 89-11-068 (the cost of capital proceeding), the
Comm1531on adopted the 1990 capital structure and cost of
capital for SDG&E shown in Attachment A.
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NOTICE

1, Publio notice of this advice leéettéer was made by o
publication in thé Commission caleéndar and by SDGEE’s mailing
coples to other utilitiés, governmental agencies, and to all
interésted parties who requseted notification.

FPROTESTS

1. on October 24, 1989, the Division of Ratepayer
Advocates (DRA) protested SDGEE’s Advice Letters 163-H, 692-G, .
and 778-E (stéam, gas, and électric attrition).  although this
protést was made after thé twénty-day timé limit had expired,
DRA éxplained that theé San Francisco areéa earthquake of Octobeéer .
17, 1989 had delayed its filing. We will consider the protest. -

2. DRA alleges

~that SDGGE is operating under substantially reducéd
corporate staffing lévels, résulting in significant

savings in its Résults of Opérations (RO)}* (Protest,

Pg. 1).

According to DRA,

. #thése reductions aré not the product of normal or .
expécted changés In operating costs géneérally . - _
contemplatéd during attrition yéars, such as due té6 . -
productivity improveménts. Rathér they are thé product
of thé merger, an extraordinary évent within
managemént’s control.” (Protést, pg. 1).

DRA notés that its Motilon to Establish Mémorandum Accounts to

Record Expenditurés, Savings, and Rélated Cost Impacts - .

Associated With the Mérger, filed May 18, 1989 in A. 88-12-035,

is still pending. Failing thé granting of that Motion, DRA

argues that ,

"savings due to yéductibﬁs jh‘[sﬁésﬂfs] corporate o
staffing lévels is an issué timély raised hére and ripé
for invéstigation.” (Protest, pg. 2). SRR

on Novembér 6, 1989, SDGLE filed its written résponse
protest. SDG&E argues that DRA is asking for an
‘*unwarrantéd departuré from thé‘Commissioﬁ'é'édobté&
attrition ratémaking procédures” (Résponse, pg. 2)

that would

~undermine the beneficial incentives established by the
ARA mechanism” (Résponse, pg. 3}. o

Specifically, SDG&E claims that the attrition mechanism was

intended to give the bénefits of éfficiéncy gains bétween

.~ géneral raté case test years to shareholders, thereby
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encouraging such gains ovér thé longer-term (Rebpbnlo, Yq.'z).
SDG&E also questions DRA’s assumption that staff reéeduotions are
necessarily merger-produced savings, and claims that

®#i1savings! produced by meérger-related employeé
attrition are being offset by the need for remaining -
employees to work ovértime and by the costs of hiring
indépendent contractors to perform cértain functions.”
(Response, pg. 4) .

4. On November 17, 1989, DRA filed a written Reply to
SDG&E’s Response. DRA restates the thesis o6f its Protest:

*the pending mergér is an éxtraordinary event fully
within managemeént’s contréol. . As such, thé alleéegéa
si?nificaﬁt réductions in corporaté staffing levels on
which the DRA basés its protésts aré not dué to the
kind of productivity increéasés or éfficienciés normally
éncounteréed in an attrition yéar réquest for rate -
adjustment. Théy arée thé product of the mérger.

By its protésts thé DRA doées not urge ‘an unwarrantegd
départureé’! from precédént nor the undérmining of ‘the
bénéficial incentives éstablisheéd by thé ARA mechanism/
as SDGAE claims. Rather the DRA sééks to draw to this
Comnission’s attention thée distinction betweeéen thesé

uniquely mérger-related éfficienciés and the backdrop
of ’business as usual’ against which prier attrition:

year analyseés havé béén conducted.” (Reply, pg. 1)

"5, . Though we understand DRA’s désiré to cover its g
procedural baseés, the issué raiséd in DRA’s protest is on its
facé most suitéd to reésolution in thé mérgér proceeding itself, -
A. 88-12-035. We intend soon to rulé on DRA’s Motien in that
case. As SDGLE correéctly notés, thé Attrition Raté Adjustmént
(ARA) méchanism is inténded to provide incentives for utfiity
managers to improve thé éfficiéncy of thé utility, not to serve
as a forum to relitigate général rate case issues. '

DISCUSSION

1. | On September 29, 1989, SDGLE filed Advice Letter 778-E
regquesting a 1990 électric basé raté révenué increase of

427,875,000 to compénsate for attrition. This request assumés ° -

1989 authorizéd cost of capital. Thé advice létter also notés

that SDG&E’s showing in the cost of capital proceeding (A.89-05-
023) includes a $17,823,000 basé ratée increase to compénsatée for
capital-rélited attrition. '

2. CACD has recalculatéd SDG&E’s request using the rate of
return adoptéd for SDG&E in D. 89-11-068. This and other o
revénué changés are shown in Attachment B.

3. As authorizéd in D, 88-12-085, SDGLE réquésts a
$444,000 decréase assocliated with the agortization 6f the
December 31, 1988 balance in its eléctric department
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COnservatioh/Load Nana?ement Adjustmént Clause (CLMAC) balahoihg
account. CACD has verified that this amount is reasonable,

4. In addition tT the 1990 attrition items explicitiy
adopted by the Commission in D. 88-12-085, SDGAE’S request
includés a $79,000 increasé to recover fees Eaid to intervenors
pursuant t6 Commission orders. CACD has vérlfied that this
amount is réasonable,

S CACD recommends an increase of $991,000 from SDGEE’S .
request to implement D. 89-11-058. 1In Ordering Paragraph 2 of
that decision, the Commission authorized the utilities to -
*recover the revénué réquirémént rélated to the change to fiow-
through for thé CCFT (California Corpérate Franchise Tax} .
deduction in éstimating ratemaking fedeéral income tax ekpense~,
The -incréasé is embeddéd in capital-relatéd items in Attachment
B.

FINDINGS

1.  For the réasons discussed above, an électric base rate
revénue increasé of $30,382,000 éffective January 1, 1990 is
just and reasonable.

2, . Pursuant to Ordering Paragraph 8 o6f D. 89-11-065,
électric raté changés should be deferréd peénding disposition of
A, 89-09-031, SDGLE’S current Energy Cost Adjustment Clause
(ECAC) procééding. ) o

THEREFORE, IT IS ORDERED that! -

1. San Diégo Gas and Eleéctric company is authorized to
incréase its Electric Départmént Authorized Base Rate Révenue by
$30,382,000 éfféctivé January 1, 1990. .

2. . Pursuant to Ordéring Paragraph 8 of D. 89-11-068,
€lectric raté changés shall be déférréd pending disposition of
A« 89-09-031, SDGLE’s currént Enérgy Cost Adjustmént Clause
{(ECAC) proceéeding.

3. This Resolution is efféctive today.

I héréby certify that this Resolution was adopted by thé Public
Utilities commission at its régular meeting on Deécember 18,
1989. The following Commissioners approvéd it: ,

G. MITCHELL WiK L

Prasidant R o
FREDERICK R. GUDA VAR /47 5
STANLEY W. HUUAT ARARGE 2
JOnN B. OHALAN Acting Exécutivé Diréctor
FATRICGIA 1Y, ECKERT R AR
Conunissionars P _
‘ 'J/; 5,'\

PR
N
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'Attachhéht A

san Diego Gas & ric ¢
1990 Attrition Alléuaﬁqe

uthorjize pita
(D.88-12-094)
ompénent capital Ratie  Cost Factor
Long-Térm Débt , 45,75% : - 9:23%
Preféerréd Stock - . 6.25 - 6,97
Common Equity 48,00 - 13.00
TOTAL © 100.00%
equested Capital Structures
(Attrition Yéar 1990)
Comgonent a Cépi;gl Ratié
‘Long-Term Debt  44.25%
~ Preéferred Stock T 6425
J Ccommon Equity 49,50
TOTAL | 106,008
' sLate-filéad Exhibit 40, A.89-05-023

Adogtéd capital Structure
(D.89-11-068) ,

cbmgénént . capital Ratio Cost Factor

Long-Term Debt . 44.25% ' 9.08% -
- préférréd Stock 6.25 7.18
Common Equity . 49.50 12.90

TOTAL 100.00%

Egightég Cost

4.22%
0 44
. 6.24

10.90%

Weighted Cost

- 4.02%
 0.45
6,39

10, 86* )




- Attachment B

san biago Gas & Electric Company
Electric Department
1990 Attrition Allowance
Reévenue Requirements
($000)

_ consolidated
Description Requéstéd Request 1/ Adopted

opérational Attrition:
Labor Inflation X > $5,562 $5,562
Kon-Labor Inflation 5,319 5,319
Nucléar Reéfuéling - 2,507 2,507

capital-Related Attrition 4,743 32,567 17,258

ARA Mechanism for 1990 ' 28,13 1$45,955 $30,646

Other Itemst » ' o

RDLD Expense (CIEE Funding) : 128 $128 . %128
san onofreé Disallowances ‘ 2 ( (27) (27)
Intérvénor Fees Paid » . 79
consérvation & Load Hanagément Ad). , ) (444) (444)

Total 1990 ARA Base Rate Revenue Change  $27,874

Previously Authorized Basé Rateé Révenue
_Add Attrition Incréasé for 1990

'Adopted Base Raté Revenue for 1990

1/ Reflects SDG&E's requestéd cost of capltal. sée A.89-05-011'ét al.
and D.89-11=068 -




