
PUBLIC UTILITIES COMMISSION OF T8& STATE OF CALIF01NIA 

EVALUATION & COMPLIANCE DIVISION 
Energ), Branch 

RESOLUTION 

RESOLUTION G-2706 
December 17. 1986 

SAN DIEGO GAS AND ELECT*IC COMPANr (SDC&E). GAS OEPARTHENT~ 
REQUEST FOR AUTHORIZATION 10 INCREASE THE BASE COST AMOUNT TO 
COMPENSATE FOR OPERATIONAL AND FINANCIAL ATTRITION AND 
CERTAIN EXPENSE ADJUSTMENTS. RESULTING IN AN INCREASE OF 
$10,270,800 IN THE BASE COST AMOUNT. 

By Advice Letter No. 593-G, filed October 27, 1986. San Diego Gas 
and Electrit COmp~n7 (SfiG&E) requested atith6riz~tion to intte~se 
its Base Cost Am6unt.- The filing was amended by Advice L~ttet 
593-G Supplement filed December 3, 1986. ~n w~ieh -SDG&E requests 
a Gas Department attrition intrease of $10,270,800. The facts are 
folloys: 

1. The purp~se ottbis filing is to tevise the-Preli~i~~ry 
Statement to reflect 60 increase in the ~~s Department Base C6,st 
Amount to 6ffset 1987 financial .~d operati6nal attrition And 
certain expense adjustments, This filing is being made pursuant 
to Decision 85-12-016 dated December 18, 1985 in Application 
A.84-12-015. 

2. SDG&E requests that the increase in Base Cost Amountbetome· 
effective J6nuary I, 1987 ~s eontemplat'd by Decision 8$-12-016, 
but requegts nO change tn tates. This could result in an , 
undertollection in SDG&E's Consolidated Adjustment Hechariism (CAM) 
account, depending on future adjustments for the Tax Reform Act of 
1986 and other factors. 

3. The ratemaking elements of SDG&E'srequested intiease are_ 
shown in Attachment A. SDG&E1s adopted capital structure for Test 
Year 1986 and requested tapital stru~ture for Atttit~on ~ear 1981 
are shoyn in Attachment B. 

4. SDG&E requests ~n attrition increas~ relating to general 
operating and maintenance expense of $1,246,200. SDG&E should be 
authorized to inttease suth expenses by $1,119,800. an amount 
calculated by an indexing formula approved by this Commission-in 
Decision 85-12-076. The disallowed amount of $126.400 has been 
te~uested by SDG&E fot escalation of postage costs. The increased 
postage costs are due to customer growth. not an increase in 
postage rates, and as such ate not allowable attrition expenses. 
This adjustment to SDG&E's request is shown in Attachment A. 
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5. SOG&E has used a five year average to esti~ate net plant 
addition in 1987. 

• 

6. SDG&E has included in this attrition ft1ing 8n updated 
embedded cost of debt and forecast of embedded cost of debt during 
1981. The 1987 cafita1 ratio is that adopted by Decision 
85-12-108 tn SDG&E s last General Rate Case, Application 
84-12-01S. The 1987 return On eQuity was 6dopted iri Detision 
85-12-076. The total weighted cost of capital is 11.61%. 

7. AdVice Letter 593-G Supplement ~orrectly includes a net 
revenue reduction tor interest synchronization. 

8. SDG&E's request includes intome taxes based on 1986 tax 
ratestn effect. Consideration Of the revenue requirement impacts 
of the Tax Reform Act ot 198~ is deferred to Order Instituting 
Investigation (011) 86-11-019, which orders that all revenues 
collected in 1987 are subject to refund pending outcome of that 
proceeding. 

9. SOG&E's request includes $6,504,SOO to reverse a 
tonservation-relat~d relund previously ordered for 1986. Th~ 
relund AmoUnt is now am6itized,and the 1986 reduction is 
ieVersed~ appearing as in increase fbr 1981. 

10~ the Ev~luation and tompliance Divi~i6n h~s reviewed SDG&t's 
attrition re~uest snd ass6ciatedworkpapers, and reto~~ends that 
an increase of $10,144,400 tn Base Cost Amount be authorized. The 
total and its elements ste shown in Attachment A. 

11. Although SDG&E tequestsno inciease in r8tese~ual to the· 
authorized increase in Base Cost Amount, as a matter o£ policy it 
is preferable to match authorized revenues and tates wherever· 
possible. thet~fore, SDG&E should b~ *uthorized to intr~A$e B~se 
Cost Amount by $10.441,400 on the effective date of a , 
corresponding increase in base rates. The earliest such effective 
date authorized should be January 1, 1987, snd the latest date 
should b~ the eflective date of revised tariff ~chedule$'fited iri 
compliante with a Commission order in SDG&E's pending ECAC/ERAM 
Application 86-07-008. 

If SDG&E elects to defer the eff~ctive dAte of the attiition~~fe 
increase (e.g. to the ~ffective date of the new ECAC/ERAH tates, 
or earlier), then the authorized inciease in Base Cost A~o~nt 
should not accrue interest until rates are in place. In this 
instance SDG&E should not increase Base Cost Amount, but should be 
authorized to record in a deferied debit account pro rata debits 
based oil $10,441,400 in annual revenues. These entties sh6uld' be 
calculated in the same vay that CAM account entries are 
calculated, vi th the exception that durin-g the interim period 
between January 1. 1987 and the effective dat~ of the rate 
increase the deferred debit account should not accrue interest. 
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When the atttition-related Tate increase does become effective. 
the balance in the deferred debit account should be ttansferred to 
SDG&E's CAK atc6unt~ and authorized Base Cost Am6unt should be 
increased by $10.441.400. 

12. In Advice Letter 593-0 SDG&E reque~ts an atttitioninc~ea~e 
assuming that the Stipulation and Agreement approved in Deiision 
86-08-025 will become effective by January 1. 1981. That deci~lon 
adopted a return on equity of 13.9% for 1987. According to its 
terms, the stipulation do~s not become effective until the : .' 
Commission otdet is final and no longer subject to appeal, 
Hovever. the Federal E~ecutive Agencies (FEA) have tiled a 
peti~ion for writ of review of Decision 86-08-025 vith the 
California Supreme Court. 

The Commission should· nov authorize an increase in SDG&E's' Base 
Cost Amount by $10.441,400. which ~~.based on ~he assumptioh that. 
the stipulation in Decision 86-08-025 vill become eftectiye~ . 
Betauje that decision is not Jet final, the Commission ~ho~ld als6 
auth6rize SDG&E to file. At'the utility's election, ~n ad~lce 
letter establishing. memorandum atcou~~ which shOuld~r~tett. . 
SDG&£'s,rew~nues l~ the event the sti~ulation approved inDe~isi6n 

.86-08-025 does not become effective. SfiG&E could rec6td in th~ 

. memotandum account monthly debits based on the'between th~'. ___ _ 
$10,441; 400 authoti.zed hei-ein and a t ti-itloi't r~v~nues c-altulated a~ 
if the stiuplation does not become effective. The memorandum 
account should accrue Interest at the same rate as allowed In 
SDG&E1s CAM account. 

If SDG&E chooses to requejt the memorandum accOunt,. it should 
provide ~upp6rtlng work papers showing revenue requirement 
calculation~similar to those used to calculate the $10,441,460 
adopted herein. 

13. The $10,441,400 authorized by this R~soluti6n should be 
subject to refund, plus interest, if the Stipulation and 
Agreement appro~ed in_DecisiOn 86-08~025 doe~ not bec~me 
effettive and if the COmmisji6n should in a final decision adOpt a 
return on equity lower than 13.9%. 

14. Pu~ltc notice of these tilings has been made by ~ailin~ 
topies of the advice letteis t~other u~ititle~, *Overriment 
agencies and a11'intetested parties vho rquested thein. The 
Commission has reCeived no protests in this matter. 
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THEREFOREa 

1. San Diego Gas and Electric Compan1 is authorized to incre~se 
Gas Department Base Cost Amount (SDG&E) by $10,144,400 to . 
compensate fOr operational and financial attrition and tertain 
expense adjustments. to become effective January 1, 1~87t and to 
coincidentally file revised tariff schedules to inttease base 
rates by $10,441.400 in annual revenues, also effective January 1. 
1981. Rate changes shall be calculated on a system average 
percent change basis. 

2. If the attrition-related rate increase is not made effective 
January 1. 1981, then the defetred debit mechanism discussed tn 
Paragraph 11 above shall be put into place.SDG&E shall lile 
revised tariff schedules which include the $10,441,400 in base 
rates, to become eftecti~e nO later tha6 the effecti~~ d~te of 
r~te revisions authorized by Commiboi6n decision in SDG&E's 
pending ECAC/ERAM Ap~ltcation 86-01-00Q. 

3. SDG&E is authorized to file, at its election. a~d advice 
letter to record in a memorandum attount m6nthl~debits based on . 
the pro rata difference betveen $10.441.400_1n annual rev~rities and 
attrition revenues calculated assuming the Stipulation and 
Agreement adopted in Decision 86~08~()25 does- n-6t b-ecome 
effettive. The mem6randum .ttou~t .h~ll accrue tnt~~est at th~ 
same rate authorized for SDG&E'. CAK account. 

4. Should the Commission as a result of the Federal Executive 
Agencie. petition to the California Supreme Court, thereafter_ 
issue an order providing f~r ~ 1981 return on ~quitJ lovet than 
13.9%, then the $10.441.400 authorized in the this Resolution is 
subject to refund, plus interest at the same tate as authorize~-
for SDG&E's CAK account. ' 

5. The tariff sheets filed shall be marked to .hov that they are 
authorized for filing by Commission Resolution G-2106. This 
Resolution is effective today. 

I tertify that this Resolution va. ad6~ted by the Public Utilitiei 
Commission at its regular meeting on December 11, 19Q6. Th~ 
following Commissioners approved it~ 

OQNAlO VIAL 
Pres~ent 

VlCTOO CAL \10 
FREOERCi{ R. DUDA 
STANLEY W. HULETT 

Comrnissk>neis 

Exeeutive Di~ector 

"I.. ".< 



RES. 0-2706 
ATIACH-4ENT A 

SAN DIEOO GAS &: ELECTRIC t()fPANY 

1997 AmITION All.OWANCE SltfofARY 

GAS £f:PAR1MENT 

Operating ar.d Maintenat.ce f:xpen5es 

Rate Base 

Finar~ial (Rate or RetUrn cna~ges) 

Interest Syr~hr6nizati6n 

Total At.trition 

COr.servation Ren,.~ Reversal 

T(1fAL 

Requested 

$ 1,246,200 

5.721, ljOO 

(2.713,000) 

(~AA. 3(0) 

$ 3.766.300 

6150lJ.SOO 

$10.2101800 

Adopted 

~1.119.000 

5"121.~OO 

(~.7B.06O) 

(ljM.300) 

·$3.639;900 
. 6!50lJ 1SOO 

$'0. 14Q.ljOO 
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RESOLUTlON C-2706 
A'l"I'ACHMENT 8--" 

SAN DIEGO GAS AND ELECTRIC cOMPANY 

ATTRITION YEAR 1981 CHANGES IN cost OF CAPItAL" 

T~st reat 1986 (~.85-12-108) 

Lon~-Term Debt 
Preferred Stock 
Common Equity 

T6tal 

Long-Term" Deb"t 
Preferred Stock 
Common Equity 

Total 

CapJtai 
Ratio 

"43,001 
9.00 

48.()() 

100.00% 

42."00% 
8.50 

49.56 

lOO.OOt 

Cost ot 
Capital 

10.()1% 
9.64 

15.00 

9.54% 
8.52" 

13.9() 

W~i8hted 
Cost '6f " 
Capital" 

4.304% 
0.868 
1.~()() 

12.312% 

4~()07% 
0.724 
6.881 

11.612% 


