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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

COMMISSION ADVISORY RESOLUTION G- 2900
AND COMPLIANCE DIVISION December 20, 1989
Advisory Branch

RESOLUTION G-2900. SAN DIEGO GAS AND ELECTRIC COHPANY.
GAS DEPARTMNENT. TO.REVISE THE PRELIMINARY STATEMENT TO
REFLECT AN INCREASE IN GAS DEPARTMENT AUTHORIZED BASE . ..
RATE REVENUE WHICH WILL RESULT FROM 1990 OPERATIONAL AND
FINANCIAL ATTRITION. :

BY ADVICE LETTER 692-G, FILED ON SEPTEMBER 29, 1989,

SUMMARY -

1. This Résolution approves a January 1, 1990 increase I
of $8,184,000 to San Dlego Gas and Blectric Company‘s (SDG&E)~'
Gas Departmént authérized gas basé cost amount: ' Of ‘the: - .-
total, $2,517,000 is for o?érational attrition, $5 238,000 is’
for capital-rélated attrition, and $429,000 is for. other ; '
authorized items.

2. . SDG&E is authorlzéd to. ralse non-core rates

efféctive January 1, 1990 by equal ceénts peér- therm. Thé ,
core’s share o6f the incréase will bé booked té thé Core F1iéd S
Cost Account (CFCA) for dlsposition in SDG&E‘’s currént Annual'
Cost Allocation Procéeding (ACAP). , _ o

BACKGROUND

1. In D. 88-12-095 (SDGLE’s test year 1989 general rate;_
case), thé Commission authorized SDG4E to revise gas base o
ratés to compéensate for 1990 f1nanc1a1 and operatlonal
attrltlon.

2. . 0perat10na1 attrition- is a decréase An a utility s -
nét opérating income dué to increaseés in operation and - o
maintenance expénsés attributable to inflation between-,
general rate case test years. -

3. Finan01a1 attrition is a change in a utillty s net
operatlng incomé due to changes in rate basé and cost of
capital betweeén general raté case test years.

4. In D. 89-11-068 (the cost of capital proceed1nq),1 o
the commission adopted the 1990 capital structure and cost of
capital for SDG&E shown in Attachment A. =
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NOTICE

1. Public noticé 6f this advice leétter was made by
publication in thé Commission calendar and by SDGSE’s
mailing coples to other utilities, govéernméntal agencies, and
to all interested parties who requseted notificatlon.

PROTESTS

i. On October 24, 1989, the bDivision of Ratepayer R
Advocates (DRA) protested SDG&E’s advice letters 163-H, 692~
G, and 778-E (steam, gas, and electric attriti bnl ‘Although .
this proétest was made after theé twenty-da¥ time limit had -
expired, DRA éxplained that the San Franclscé area éarthquake -
of October 17, 1989 had delayead 1ts £iling. We will consider~~
the protest. ,

2. DRA alleges

Tthat SDG&E is Operating under substantially reduced-;~
corgorate staffing lévels, résulting in significant
savings in its Results of Operations (RO)' (Protest,g

pgc 1)..\
_'According to DRA,»

*these reductions aré not the product of normal or
expécted changés in opérating costs generally '; .
contémplated durlng attrition years, such as due to o

productivity improvéments. Rathér they are the -
product of the merger, an extraordinary event withln'
management’s control.* (Protést, pqg. 1).;

DRA notes that its Motion to Establish Hemorandum Accounts to_
Récord Expenditures, Savings, and Related Cost Impacts -

Associated With the Mergeér, filed May 18, 1989 in A. 88-12-" .

035, is still pénding. Failing the granting of that Motlon, (f
DRA argues that :

'sav1ngs due to reductions in [SDG&E's] corporate .
stafflng lévéls is an issue timely raised hére and B
ripe for 1nvest1gat10n." (Protest, pg. 2. -

3. On November 6, 1989, SDG&R filed its written s
response to DRA’s protest. SDG&E argueées that DRA 1s asklng
for an o
'unwarranted departure from the COmmlssion S adoptedfr
attrition ratemaking procedures” (Response, Pg. 2)

that would

7underminé the beneficial 1ncent1Ves establlshed by N
the ARA mechanism” (Responsé, pg. 3).

Spec1f1ca11y, SDG&E claims that thé attrition mechanlsm ‘was
-intended to give the benéfits of efficiency gains beéetwéen
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general raté case test years to shareholders, thereby.
encouraging such gains ovér the longer-térm (Response; pg.
2). SDG4E also questions DRA’s assumption that staff '
reductions aré nécéssarily merger-producéd savings, and
claims that }

*tsavings! produced by merger-rélated employee -
attrition are béing offset by the need for rémaining
enployees to work overtimé and by the costs of
hiring independént contractors to perform certain
functions.” (Response, pg. 4) :

4, On Novembeér 17, 1989, DRA filed a written Reply to
SDG4E’s Response. DRA réstatés thé thesis of its protest::

*the pending merger is an extraordinary evént: fully -
within management’s control. As such, the allegéd
significant reéductions in corporate staffing levels-
on which the DRA bases its protésts are not dué to .
thé kind of productivity incréasés or éfficiencies
normally éncountéréd in an attrition year request
for raté adjustment. Théy arée the product of the
merger. : _ : :

By its proteéests thé DRA does not urgé ’an
unwarrantéd départuré! from précédent nor the
undernmining of ‘the beneficial incentives - ..
establishéd by thé ARA mechanism’ as SDG&4E claims. - .
Ratheér thé DRA sééks to draw to this Commission’s -
attention the distinction bétweén thésée uniquely -
merger-rélated efficienciés and thé backdrop of
‘businéss as usual’ against which prior attrition
year analysés have béén conducted.” (Reply, pg. 1)
5.4 - .. Though we undérstand DRA’s desiré to covér its. | A
procédural basés, thé issué raised in DRA’s protest is on its'
facé most suitéd to résolution in thé merger proceéding = =
itself, A, 88-12-035., - We inténd soéon to rulé on DRA’s Motion -
. in that case. As SDG&E corréctly notes; theée Attrition Rate .

Adjustmént (ARA) mechanism is inténded to provide incentives  ~"

for utility managers to improve the éfficiency of the :
- utility, not to serve as a forum to relitigate géneral raté .

case issues,

DISCUSSION

On Septembér 29, 1989, SDG&E filéd Advicé Letter
692-G requésting a 1990 gas base cost amount increase of -~ :
$7,729,000 to compénsateé for attrition, assuming thé 1989
authorized cost of capital: Theé advicé léttéer also notes
that SDG&E’s showing in thé cost of capital proceeding (A.89-
05-023) includes a $2,333,000 gas basée rate increase to
compéensate for financial attrition. , '

2, ' CACD has recalculated SDG&E’s request using the rate -
of return adopted for SDG4E in D. 89-11-068., This and other
revenue changes are shown in Attachment B. - :
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3. aAs authorized in D, 88-12-085, SDGELE requests a
$408,000 inoréase assoolated with the amortization of the
December 31, 1988 balance in its gas départment . .
Conservation/Load Management Adjustmént Account (CLMAC)
balancing account. CACD has verified that this amount is
reasonable,

4, In additfon to thé 1990 attrition items éxpliocitly
adopted by the commission in D. 88-12-085, SDGELE’S request
includes a $21,000 increase to recover fées paid to =
intérvénors pursuant to Commission orders. CACD has vérified
that this amount is reasonable. , :

5. CACD recommends a 1990 incréasé of $251,000 from San-
Diego’s réquést té implément D. 89-11-058, 1In Ordering -~
Paragraph 2 of that decision, thé Commission authorized thé =
utilitiés to ”"recover thé revenue requirément rélated:toé the
changé to flow-through for thé CCFT (California Corporate’
Franchisé Tax) deduction iﬁjestimating~ratémak1ng federal
incomé tax éxpense”. This increasé is émbédded -In the
capital-rélatéd itéms in Attachmeént B. ;
6, . CACD récomménds that thé attrition adjustment he -
placéd in ratés by allocating the incréasé to the céré and
non-coré according té the ratios adopted by theée Commission in
its May 1, 1988 implémentation of D. 87=12-039, [ CACD - =
récomménds that SDGLE bé authorizeéed to file new non-corée . @ -

tariffs effective January 1, 1990 and that the amount
allocatéd to thé core beée bookéd to thé Core Fixed Cost .
Account pénding disposition in A. 89-05-006, SDGLE’s currént
ACAP. CACD reécomménds that non-core ratés bé changed by
egqual cénts peéer therm. :

FINDINGS S |

1. <For thé reasons discussed above, a gas basé cost -
amount increéase of-$8,184,000 éffective January 1, 1990 is -

just and réasonable.

2. It is reasonablé to allocate the increasé accérding . -
to the ratios adoptéd by the Commission in its May 1, 1688 . .
implémentation of D. 87-12-039, to raise hon-corée ratés by -
equal cénts per thérm, and to book thé coré:allecation to the
Coré Fixed Cost Account pénding disposition.in A. 89-05-006: -

THEREFORE, IT IS ORDERED that:

1. ‘San Diego Gas and Eléctric Company is, authorized to -
increase its Gas Départment Authorizéd Gas Base Cost Amount - .

by $8,184,000 effectivé January 1, 1990.

2. . San Diego Gas & Eléctric is authorized to allécate
the increaseé according to the ratios adopted by thé - -
Commission in its May 1, 1988 implemeéntation of D. 87-12-039. .
Non-core rates shall be incréased effective Januvary 1, 1990
by équal cénts per therm. Thé coré portion of the increase




shall be booked to thé ¢oré Fixed ¢ost A¢count pending
disposition in A. 89~ 05-006,

3. Advice Le ter 692-G and accompanyir\g tar‘iff sheets
shall all be marked to show that thex wereé approved tor
filing by Commission Resolution G 2900. )

4, This Resolution i.s effectiVé today.

I certify that this ResolutiOn was: adbpted by thé Publio "
Utilities Commission at thé December 20, 1983 continuation of
5 The following

its regular meeting of Decémber 18, 198
Commissioners approved it: _

mrcurLL w.Lx ‘
Prés
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STANLEY V¢, HULE n‘_ _ : ActinngxetﬂﬁiVe Difector -
JOHN B. OHANAN 57 - E f) . ‘_ S \\‘ L
PATIRCIA . ECKEAT RN ),] T s,\ -

- Commissioners © . o J !
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iégo Gas & Eléctric :
1990 Attrition Allowance .

Attachnent A

Prior Autherized C@pital Structure

(D.88-12-094)

‘Component

Long—Term Debt
Preferreéd Stock
cOmmon Equity

TOTAL

capital Ratio . Cost Factor
. 45.75% : 9.23%
. . 6.25 ‘ ‘ 6.97
48,00 13.00

160.060%

HéiqhtédiCost
4.29%
- 0.44.
: §-24

10.90% |

ested ca ital Strggtugg ,; S

(Attrition Year 1990)

. component
Lorg-Term Débt
. Preferred Stock’
" CoOmmon Equity

Ca gi;al Batio
44.25% '
6.25
49.50

.9, 13%
7.18
13.75
TOTAL 100.00% |

*Late-filed Exhibit 40, A.89-05-023

o Adopted Cagltal structure"
(D 89-11- oss) o

cOmgonent

Long-Term Débt
Preferréd Stock
“Ccommon Equity

capital Ratio :
- 44,25%
6.25
~49.590

.100.00%

' 9,08% -
- 7.18
12,90

TOTAL

.'Cost:Faétbr

Cost Factor-

-W i h ed Cos

4 04%
0.45 .
6.§1

‘: 1. 30%

}Welqhted Cost

4. 02%
0.45
_6.39

10s86%
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Attachment B

san Diego Gas & Eleotrio Conpany
Gas Departmént :
1990 Attrition Allowance
Revénue Requirements
($000)

e _ Consolidated
Descriptioh Réquested Requést 1/

Operational Attrition:

Labor Inflation
Non-Labor Inflation

capital-Related Attrition
ARA Mechanism for 1990
Othér Itéms:
RD&D Expensé (CIEE Funding)
Intérvenor Fees Paid

Consérvation & Load Hanagement Adj

Total 1990 ARA Baseé Rate Révenue Change ‘

Prev1ously Author1zed ‘Basé Rate Revenue
Add Attrition Incréase for 1990

Adopted Base Rate Revenué for 1990

1/ Reflects SDG&E's requested cost of capltal._,See A;89405;011 et al.
and D.89-11-068 ' T .




