PUBLIC UTILITIES COMMISSION OF THE STATE OF CALItORNIA
COMMISSION ADVISORY RESOLUTION G-2901

AND COMPLIANCE DIVISION Décember 18, 1989
Advisory Branch ,

RESOLUTION

RESOLUTION G-2901. SAN DIEGO GAS AND ELECTRIC COMPANY.
STEAM DEPARTMENT:. TO REVISE THE PRELININARY STATEMENT
TO REFLECT AN INCREASE IN STEAM DEPARTMENT AUTHORIZED
BASE RATE REVENUE WHICH WILL RESULT FROM 1990 .
OPERATIONAL AND FINANCIAL ATTRITION.

BY ADVICE LETTER 163-H, FILED ON ssPTBNBER'zg,'1939.

SUMMARY , _

1. This Resblutlon approves a January 1, 1590 increase of

$60,000 to6 San Dxego Gas and Eléctric Company'’s (SDG&E) . Steéam

Department authorizéd 1évél of basé rate revénués to com sénsate

for operational and financial attrition. Of the total; $63;000

is for operatlonal attrition and ($3,000) is for capxtal-related
attrition.

BACKGROUND

S, - In D. 88-12-085 (SDG&E'S tést yeéar 1989 generai rate
casé), the Commission authorizeéd SDGLE to revise steam base
.ratés to compensaté for 1990 f1nanc1a1 and operational .
attrition. .

2. Operat10na1 attrltlon is a decréase in a utilltY's net
‘opérat1ng incomeé due to 1ncreases in opération and maintenance
éxpenseés attributable to inflation between general rate case.
test years. o

3. - Flnanc1a1 attrition is a change in a utility s nét :
opérating incomé dué to changés in rate- base and cost of capital
between général rate case test years, , :

4. In D. 89-11-068 (the. cost_of ' ‘capital procéédlng), thé

Cémm1551on adopted the 1990 capital structure and cost of
capital for SDG4E shown in Attachment A.

NOTICE

1. : Publlc notice of this adv1ce letter was made by
publication in the Commission calendar, and by SDG&E'S ma111ng
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coplies toé othér utilities, governmental agencies, and all
ingerested parties who requested notification. '

PROTESTS

1, On October 24, 1989, the Division of Ratepayer N
Advocates (DRA) proteésted SDG&E’s advice léttérs 163-H, 692-6
and 778-E (steam, gas, and électric attritien):. Although this
© protést was made atter the twenti-day time 1limit haad explreq,
DRA explained that the San Francisco aréa earthquake of October
17, 1989 had delayed its filing. We will consider the protest.

2. DRA alleges

~that SDGSE is operating undér substantially reduced-
corporaté staffing levéls, resulting in significant
savings in its Results of Operations (RO)* (Protest,
PY: )).

According to DRA,

”these réductions aré not thé product of normal or
expéctéd changés in opérating costs generally _
contémplated during attrition yeéars, such as due to
productivity ilmprovéménts, Rather they are thé product
of thé mérgér,; an éxtraordinary event within S
nanagemént’s control.” (Protést, pg. 1),

Record Expenditures, $avings, and Rélated Cost Impacts

DRA notes that its Motion to Establish Mémorandum Acéounté to
Associateéd With the Merger; filed May 18, 1989 in A, 88<12-038,

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

argues that .
”savings due to reéductions in {SDG&4E‘s) corporate -
staffing levéls is an issue timely raiséd here and ripe
for investigation.” (Protest, pg. 2). _ -

On Novémber 6, 1989, SDGLE filed its written résponse
protest. SDG&E argués that DRA is asking for an =

"unwarrantéd départuré from the Commission’s adbp%é&f};
attrition ratemaking procédures” (Responsé, pg. 2) .

that would

¥undermine the benéficial incentivés established by the -
ARA mechanism” (Résponse, pg. 3). ' '

Specifically, SDG&E claims that the attrition méchanism was
intended to give theée benefits of éfficiency gains bétwéen
genéral rate case test years to sharéholdérs, thereby o
encouraging such gains over the longer-térm (Résponsé, pg. 2).
SDGLE also questions DRA’s assumption that staff réductions are
nécessarily mérgér-produced savings, and claims that = -
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xtsavings? groduced b nerger-related_onployee
attrit 0? aré belng offsét by thé need for |
reraining employéés to work overtime and by theé costs
of hiring indépendent contractoéors to perform certain
functions.” (Responsé, pg. 4) .

a. On Novéember 17, 1989, DRA filed a written Reply to
SDGLE's Response. DRA restates the thesis of its Protest:

*the pending mérger is an extraordinary event fully
within managemént’s control. As such, the alleged
si?nificant réductions in corporaté staffing 1evels on
which the DRA basés its proteésts are not dué to the
kind of productivity increases or éffiolencies normally
encountered in an attrition year requést for rate
adjustment. They aré the product of the mérger.

By its protésts the DRA does not urge ‘an unwarranteéd
departure’ from précédént nor the undérmining of ?thé
beneficial incéntives éstablishéd by thé ARA mechanism’
as SDGLE ¢laims. Rather thé DRA sééks to draw to this
commission’s attention the distinction betwéén these
uniquely mérgér-rélated efficiéenciés and the batkdrop
of ‘business as usuwal’ against which prior attrition-

yéar analyses havé béén conduciéd.” (Réply, pg. 1)

S. _ Though wé undérstand DRA’sS désiré to cover fts =
procedural basés; thé issue rajsed in DRA’s protéest is én its .
facé mosSt suiteéd to resolution in the mérger préoceéding itseéif,
A. 88-12-035., Wé inténd soon to rulée én DRA’S Motion in that -
case. As SDG&4E correctly notés, thé atirition Raté Adjustmént -
(ARA) mechanism is inténded té provide incéntives for utility
managers to improve thé efficiency of thée utility, not to sérve
as a forum to relitigaté general rate case issues.

DISCUSSION

1. On Séptember 29, 1989, SDGLE filéa Advice Leétter 163-H
requesting a 1990 steam baseé rate reévenue incréasé of $60,000 to
compénsate for operational attrition. 1In calculating this
requést SDG&E assumed its currént authorizéad cost of capital. .
The advicé létter also notés that SDGLE’s showing in the cost of
capital procééding (A.89-05-023) réquésts a $2,000 steam base

rate incréaseé to compeénsaté for financial attrition.

2. CACD has récalculatéd SDGEE’s request using thé-rété of

réeturn adoptéd for SDG&E in D. 8§9-11-068, _
3. CACD has verifiéd that the resulting $60,000 increase

for operational and financial attrition complies with D. 88-12-
085 and D. 89-11-068. : , ’
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1.  For the feasons discussed above, ‘a steéanm base rate :
revenueé- increase of $60,000 effective January 1, 1990 is just
and reasonable. .

THERBPORE, T IS ORDKRED thatl

1. san Diego Gas and Eléctric Company is authorized to
‘increase its Steéam Department Authérized Base Rate Revenue by
$60 000 effective January 1, 1990. :

) Advice Letter 163-H and accompahying tarife sheets "
; shan all be markéd to show that they were approved for filing ‘
by Resolution G-2901. 7

3. . . This Resolution is effective today.

I hereby certify that . this Résoiutibn was adopted by the Public t
utilities commission at its regular meeting on- December 18,
1989. The follbwing COmmissioners approved it'

G H:TCH‘LL W’a!.K
C o Presidait
'F EDERICK R. DUDA v ._
STANLEY VI HULE?1: - _ I & £ A
-:u:l B. OHANAN T Acting Eiecutive Dn‘ector '
C PATRICIA ML ECKERT - o 3 ,).‘\ R o
ComnLesonsts - —— ) Gt
- ‘ . )/ ERINR \‘\1 -
1 n I

."g "7_ ,-"
r ‘ i
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" Attachment A
San Qiegﬁ Gas & Eleéotrio ggmpgngl
1990 Attrition Allowance :

jor Authorized Capital
(D.88-12-094)

Component capital Ratjo cCost Factor Weighted Cost
Long-Term Débt - 45.75% $.23% T 402y
Preferred Stock . 6.25 6.97 : 0.44
comnon Equity 48.00 13.00 s 6,24 7

 TOTAL | 100.00% . T 10.90%

uested capital Structuret
(Attrition Year 1990)
Component capital Ratio Cost Facter
Long-Term Debt 44.25% 9. i3% A 04%
Preférréd Stock 6.25 7418 : 0 45
Common Equity 49.50 13 72 . _6.81 -
 TOTAL 100. 00% - 11.30%
*Late-filed Exhibit 40, A.89-05-023 '
doptéd capital Structuré
(D.89-11-068)
Component capital Ratio Cost Factor Heighted Cost
Long-Térm Débt . 44.25% 8. o8¢ 4.02%i f
Preférréd Stock 6.25 7.8 0.45 @ ¢
Common Equity —49:50 12.¢0 - 6.39 -
TOTAL 100.00% | © 10.86%




Attachment B

san Diego Gas & Eleotrio ¢¢-pany
" Stéam Department
1990 attrition Allowance
Revenue Requirements

Description | : Requested
Operational Attrition:

Labor Inflation
" Non-Labor Inflation

capital-Related Attrition
ARA Mechanism for 1990
Othér Items:

RD&D Expénsé (CIEE Fundlng)

Intervénor Fees Paid
Other

Total 1990 ARA Basé Raté Révénue Change

Adopted

Préviously Authorized Base Raté Revénue
Add Attrition Incréasé for 1990

Adopted Base Rate'Revéhué for 19%0




