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PUBLIC UTILITIES OOKKISSIOM OF TUB STATB OF ~FORNIA 
COMMISSION ADVISORY 
AND COMPLIANCE DIVISION 
Advisory Branch 

BIi~~I"YT'!QH 

REsOLUTION G~29~1 
December 18, 1989 

RESOWTION G,;,2901. SAN DIEGO GAS AND ELECTRIC COMPANY. 
STEAM DEPARTMENt. TO REVISE THE PRELIMiNARV STATEMENT 
TO REFLECT AN INCREASE IN STEAM DEPARTMENT AUTHORI2ED 
BASE RATE REVENUE WHICH WItL RESULTFROK 1990 
OPERATiONAL AND FINANCIAL ATTRITION. 

BY ADVICE LETTER 163-H, FILED ON SEPTEMBER 29,1989. 

SUMMARy 

L, This Resolution approves it January '1, 1996, inct~ase Of 
$60, 000 ~o san' Diego' G~s and :Si.,ectt'ic Cq:rnpany's (SOO&E) :<ste~~:~ 
~epartmen,t, authorized, l~vel t;>f base rato re\.'enues 'to 'COmpe'!'lsa~e 
,for6pera.tional A!\d tinancial a~triti<?~. Of the total; ,$63jOOO, 
is for operational attrition and ($3.000) is for capital-related 
attrition. ' 

BACKGROuND 

1. In D. 88-12-085 (SDG&E'S test year 1~89 general t,at~ 
case), tne Commission autho~i~ed SDG&~ to reV1se steam base 
rat~s to compensate for 1990 financial and operational 

'attrition. ' 

2. , operat~Ol)al attrition is a decrea'se in a ut~i.ity,1 s 'het 
operating income due to incre~se$ in operation and maintenance 
expenses attributable to infla~ion between general. rate ca5~, 
test years. : 

3. F'inancial attrition is a change in a utility's 'fiet' '.,' ,,' 
operating i~co:rne due to 'changes {nrate'base and cost of capital 
between general rate case test years~ 

4. ' ' In D. 89:-11-068' (the cost,ot' ~capitai proce~dinql~'" th~ 
C6mmission a40pted the 1990 capital'structure and cost of ' 
cap~tal for SDG&E shown in Attachment A. 

NOTICE 

~ • " ... •• '. ~- - -. > 

1. Pub11c not1ce of th1S adv1ce letter was m~de bY'" " 
publication in the commission calendar, and by SDG&E's mailing' 
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copies to oth&r utilities, governmental agenoies, and'~ll 
interested parties who requested notification. 

PROTESTS 

1. On Ootober ~4, 19~9, the Division of Ratepayer . 
Advocates (DRA) protested sOG&£'s advice letters 16~~H, 69~-G 
and 778-E (steam, 9as, and electric attrition). AlthoUgh this 
protest was made afte~ the twenty-day time limit had $)(pJ.red, 
DRA e)(plained that the San-Franoisco area earthquake of October 
t7, 1989 had delayed its filing. We will consider the protest. 

2. DRA alleges 

-that SDG&E is operating under substantl~llY reduced· 
cor~orate staffing levels,.~esulting in significant 
sav1ngs in its Results of Operations (RO)- (Protest, 
pg. 1). 

According to DRA, 

*these reductions are not the product of n9rmai or 
expected changes in operating costs qener~liy. 
contemplated during attrition years, such as due to . 
prOductivity improyement~ •. Rather they.are the product 
()f the merqer, an ~xtraord!nary event vlthin . . 
management's control,- (Protest, pg. 1). 

DRA notes that its Hotlon to Establish Mem6ra~dum Accounts to 
Record Expenditures, savings, and Related Cost Impacts ._ . 
~ssoc!a~ed ~~th the ~,r<Jeri £~iet! May. 18, 1989 in A: .8S"'12-035, 
~s st~ll pend~ng. Fa1l1ng the granting of that Mot1on, ORA . 
argues that 

·sa,?~ngs ~ue to reductions in tSDG&Eis) ·c.orpor-ate 
staffing levels is an issue timely raised here and ripe 
for investigation.* (Protest, pg. 2). 

l. On NoVember 6, 1989, SDG&E tiled its written response 
to ORA's protest. SDG&E argues that DRA is asking for an . 

"unwarranted departure from the Commission's adoptl!d _ 
attrition ratemaking procedures* (Response, pg. 2) 

that would 

*undermine the ben~ticial incentives established by the . 
ARA mechanism" (Response, pg. 3). 

specitically,.SDG&E claims that_th~ at~ritiofi mechanism was 
intended to give the benefits of efficie~cy qains between 
general rate case test years to shareholders, thereby 
encouraging such.qilins OYer the longer-term (R~spon~~t pq. 2). 
SDG&E also qUestions DRA's assumption that staff reductions are 
necessarily merger-produced saVings, and claims that 
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"'Savings
' 

prOduced br •• tger-related •• ptoyee 
attrition are be 09 offset by the ne.d for 

reJIIC\ining eJDployees to "'ork overtime and by the costs 
of hiring independent contractors to perform certain 
funotions." (RespOnse, pg_ 4) 

4. On Novellber 17, 1989, DRA tiled a written Reply to 
SDG&E's Response. DRA restates the thesis of its Protest, 

"the pending merger is an extraordinary event fully 
within management's control. As such, the alleged . 
signifioant reduotions in corporate staffing levels on 
which the DRA bases its protests aren6t due to the 
kind of produotivity increases or effioien6ies normally 
encountered in an attrition year request for'rate 
adjustment. They are the product of the lIlerger, 

By its protests the DJitA does not urqe ian unw~ria(lt~4' 
depat;ture" from precedent nor the undermining 6£" 'th~, 
beneficial incentives established by the ARA mechanism' 
as $oo&E claims. Rather the DRA seeks to draw to.this 
commission's attention thedistincti6nb&tW~en the~e" 
uniquely merger~related efticienciesal1d the backdrop,' . 
of 'business as usual' against which prior atttition" 
year analyses hav~ been cotl(iuc~ed.· (R~piy, pg. 1) 

5. ,Though' we understa'nd D~IS desi~e t9 cov~r its, ' ' 
procedural' bases, the issue raised ip DRAis pr6te~t· is ',6n its ' , . 
face most suited to resolution in the merger pr6~'e~din~' itselt, , 
A. 88-12-035. We intend soon to role on DRAis Hotion 1.11 that' 
case. As ~DG&E correctiynotes, the,Attriti6n Rate Adjus~ment 
(ARA) mechanism is intende~ to provi~e incentives f6rutility 
managers to improve the efficiency of the utility, not to serve 
as a forum to relitigate general rate case issues. 

DISCUSSION 

L On september ~9, 1989, SOO&Efiled Advi<?e Letter 163"::8 
requ~sting a' 1990stea.m b~se rate reyenue increase ot $60,000 to 
compensate for operational attrition. In calculating this. ' 
request SDG&E ~ssumed its current authorized cost of capital. 
The advice letter also notes that SDG&E's showing in the cost of ' 
capiti!l p~oc~eding (A~89-()~-~2~) .fequ~~ts a $2!09osteam base 
rate 1ncrease to compensate for f1nanc1al attr1t10n. 

2. CACD has recalculated SDG&E's re~test using the rate of 
return adopted for SDG&E in D. ,89-11-068. 

3. CACD has verified that the resulting $60;060 increase 
for operational and financial attrition complies with D.88-12-
085 and D. 89-11-068. 
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1. For the tea$ons discussed aboVe, a steam bas& rate 
revenue"iraorease of $60,000 etfeotive January 1; 1~90 is just 
and reasonable., 

THEREFORE, IT IS ORDERED that, 
1. san Diego ~Gas arid EleotriocolllP'any 'is authotized to 
increase its Steam Department ~uth6rlzed Base Rate Revenue by 
$60,000 effective January 1, 1990. 

. -
2. , c Adyice' Lette'l" i·6~·H· and a,C¢6J1lpanYing taritf sheflis' 
shall. all be inark~d to show that they ver& appioved for tU.ing 
~y Reso~ution G-2901. '. ,,',. 

3. This Resolution is. 'effective t6day. 

, I ,hereby. certJ fy -that,: this . ~esoi utio.\ was ad6pted' by th6 PUblio 
Ut U. i ti~s c~llllDiss ion at -, its regular, meeting on Deceinber 18, . 
1989. The following commissioners approved itt-. .-; . 
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Attachment A 

Component 

LOng-Termfiebt. 
preferted'stock 
COmmOn Equ ity 

. TOTAL 

component, 

:Long~Teim ,Debt ' 
preferred stock 
Common Equity 

TOTAL 

San Pleg6 Gas &: Eleotrio ¢6mpany 
199 Attrition Allowance 

Prior AuthQrized Capital Structure 
(D.88-12-094) 

capital Ratio 

45.75\ 
6.25 

48.00 

100.00\ 

Cost 'FactOr 

9.23\ 
6.97' 

13.00 

R¢gyested capital structure* . 
(Attrition Year 1990) 

capital Ratio 

44.25% 
6.25 

49.50 

100.00\ 

Cost Factor 

9. i3% ' 
,7.'ia 
13.75 

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

Component 

Long-Term Debt 
Preferred stock 
CommOn Equity 

TOTAL 

Adopted capitalstriictui-~ 
(0.89-11-068) . 

capital Ratio 

44.25% 
6.25 

49i50 

100.00% 

cost Factor 
9.09% 
7.11f 

12.90 

WeiShted Cost 
4 ,'2~\ 
0.44 
6.24' , 

10.90\ 

Welght:ed'C?st 

4.04\ . 
6.45 ' 

, 6.81. 

11. jO\:' 

Weighted Cost 

4.02% 
0.45 : 
6.)9 

10.86\ 
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l\ttachment B 

San Diego,cas ".El.otrl0 COapahY 
st... Depart.ent 

i~~O Attrition AllowaJ\c4f 
Revenue Requirements 

($000) 

Description Requested Adopted 
---~-~-----------------------------~-------Operational Attiitlont 

LabOr Inflation 
Non-Labor Inflation 

capital-Related Attrition' 

ARA Mechanism for 1990 

Other Items: 

RD&D EXPense (CIEE FUnding) 
Intervenor Fees paid 
Other 

Total 1990 ARA Base Rate RevenUe Change 

Previously Authorized Base' Rate Revenue 
Add Attrition Increas~ for 1990 

Adopted Base Rate Revenue for 1990 

. --;..---~-

$0 
() 
o 

--------
$60 . 

$35 
29 

(3) -------_ .... 
"$~6 

$0 
o 

,0 

$60 

$1,454 
60 

---------

===============================--~-====-~--==:==~===============~= 


