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Decision No. SU7I93 _ B [mq@{ri 8 ;
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE SIAIE‘OF‘CALIFORNIA

Application of PACIFIC GAS AND g
ELECTRIC COMPANY for authority to
revise its gas service tariff to )
offset the effect of increases in )
the price of gas from Pacific Gas )
- Transmission Company and El Paso )
Natural Gas Company. i

)

4pplication No. 53552
(Filed August 28, 1972)

(Gas}

Robert Ohlbach, John C. Morrissey, Malecolm H. Furbush
and Robert Ohlbach, Attorneys at Law, for Pacific
Gas and Electric Company, applicant.

Mrs. Svlivia M. Siegel, for herself, 5. F. Consumer
Action, Diablo %aIley Consumer Action, and Alameda
Consumer Action, protestants.

Thomas M. O'Comnor, City Attormey, Miltom Mares, Deputy

City Attorney, and Robert Laughead, for the City and
County of San Francisco; BroEEcE, Paoleger & Harrison,

by Gordon E. Davis and Larxy Bultquist, Attorneys
at Law, for California Manufacturers Association;

Robert K. Booth, Jr., Senior Assistant City Attoraey,
for the City of fralo Alto; Zdwin J. Moore, Attorxmey

at Law, for the City of Santa Clara; william L.

Knecht, Attormey at Law, for the Cali{formiz Farm
ureau Federation, interested parties.

Timothy £. Treacy, Attornmey at Law, and Robert C.
Moeck, for the Commission staff. -

After due notice, hearing was held on this application
before Examinexr Coffey in San Francisco on October 27, 1572 on
which date matter was submitted.

Pacific Gas and Electric Company (PG&E) requests authority
to increase its rates and charges for natural gas service by
$12,680,000 annually in two steps to offset increases in expense
caused by ivcreases in the price of gas delivered to PG&E-from
Pacific Gas Transmission Company (PGT) and El Pasc Natural Gas
Company (EL Paso). Alberta and Southern Gas Co.,Ltd. (Albexta)
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is 2 Canadian corporation engaged in purchasing gas which it transmits
to the U. S. border where it i{s sold to PGT. PGT transmits the gas
to the California border where it is sold to PGSE. PG&E dwns‘52-7 |
pexcent of PGT and 100 percent of Alberta. _

2G&E asserts that authorization of its proposal will
maintain it in the same positioa it would have been in if there were
no such increases in the cost of gas from PGT oxr EL Paso and that
PG&E's Gas Department will be able to earn the same rate of return

Zch it would earn if there were no gas cost increases above those
upon which present rates are based. That rate of return is below
the level last found fair and reasonable by the Comni ssion’ and even
farther below the level that isﬂfair and reasonable at the present
time ‘and for the future. : :

Testimony on behalf of PGSE was presented by its Vice-
president, Rates and Valuation, and by its Vice-president, Gas Supply.
Testimony was not presented by any of the other parties to the pro-
ceedings; however, cross-examination of PGSE's witnesses was
conducted by the parties and by staff coumsel.

PGSE's Vice-president, Rates and Valuation,‘testified that
the cost of gas purchased from PGT had increased $10,830,000 a year,
effective on October 1, 1972, because the price which PGT nust pay
for Canadizn gas bad increased correspondingly at the U. S. - Canadian
border on that date; that the higher border price resulted from com-
Pliance with the pricing requirements of the National Energy Bosrd
of Canada (NEB), which regulates the volumes, prices, and othexr.
conditions of gas exported from Canada. The NEB hsas established
three criteria to govern the price of such exported gas:

(1) The export price must recover its appropriate
share of the costs incurred;

(2) The export price should, under normal circum-
stances, not be less than the price to Canadian
purchssers for similar deliveries in the same
area; aad

The export price of gas skould not result in
prices in the United States market area materially
less than the least cost alterrvative for energy
from indigenous sources.
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The third criterion is the one which causes the presentvincfeése
since the Canadian export price is based on the equivalent border
price of PG&E's altexrnmative gas, namely that supplied by El Paso.
The increase in price of this El Paso gas causes the upward adjust-
ment of the Canadian gas price. This witrmess further testified
that in the Federal Power Commission's proceeding in RP 72-150 the
cost of gas to PGS&E from ElL Paso will increase on January 1, 1973,
by $1,850,000 per year. According to this witness, the proposed
first step offset rate increase would result in an increase of
0.107¢ per therm to PGSE's gas customers and the second step increase

would amount to 0.018£ per thexm. He proposed thet the increases.
~ to classes and schedules be added to the existing xates on a uniform
cents-per-therm‘basis. -

PGSE's Vice-president, Gas Supply, testified that the

NEB's ‘eriteria for pricing gas to be exported from Cansda were set
forth in its August 1970 report which led to the licensing of the.
last volumes of gas obtained by PGT from Canzda and that in imple-
meatation of the third criterion the NEB added Section 1llA to its
regulations, subjecting the price of Canadian gas being exported
to review by the NEB and to increase in the event of significant
increase in prices for competing gas supplies or alternative energy
sources; that to meet the tests established in the August 1970
report and to comply with regulation 1lA, Alberta proposed to the
NEB by letter that the price for Canadian gas at the U. S. f,Canadian
boxder be based on a comparison of the price for that gas at the
California - Oregon border amd the El Paso price to PG&E at the
California - Arizonz border and that any differential between
Alberta s cost of service at the U. S. - Canadian border and the
bordex price itself be used by Alberta for gas acquisition activities;
and that the NEB, in a following letter, indicated that the proposal
was responsive to the Board's pricing policies.
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The witress further testified that in response to inquxry
from the NEB, Alberta wrote a letter Lndzcatxng that if the proposed
boxder price of 28¢ per Mcf, to be effective October 1, 1971, did
not achieve "opportunity cost” because of increases in the price of
El Paso gas at the Arizona -~ Califoraila border, that Alberta wouid
renegotiate with PCT to achieve the new "oppo*tunlty‘cost" necessary
to raintain parity. This witness fuxther testified That the pric
paid for Canadian gas at the Canadian border did not meet the‘equiva—
lent El Paso border price during the latter part of 1971 and in
19723 that to comply with the pricing requirements of the NEB and
the commitments made to it the price was remegotiated and set at
31¢ pex be, to be effective Cctober 1, 1972, which correspends to
the equivalent El Paso boxder price. The witness furthexr testified
that as of July 1972, the average price:of gas exportcd rom Canada
to all pipeline purcbusers was 31.10¢, cecording to the Federal
Power Commission's month: 1y release dated September 29, 1972-

Fellowiag cross-examination of PG&E's witnesses, the
Commiscion staff stated cthet it eculd ﬁot‘support the application
witz respect to the increase related to Cznadian gas for the following
reasors: ‘ ,

1. The Commission has heretofore held, and 2ost recently in
Decision No. 78973 dated July 27, 1971 in PGSE's application No. |
52555 to offset gas price increases from PGT and from.Caleornxa

souxces, thet border prices are not a good criteria of reasomable
prices.~ '

L/ Decision No. 78573 at page 1l states: '
"We plaﬂe applicant on notice that if the anticipated evenrts

-t

coumerated above <O come to pass applicant must carry its
burden of proof as to the rezzonableness of the ¢cost to
it of Czlifornia produced gas when requesting authorizetion
to xXaise its rates.‘ We specifically disclaim, in accepCLng
Sox puzposes 0% this proceeding the reascazbleness of 354
per Mcf of California gas, that the border price is the -
cxiterion for pricing nortaern Calilifornia produced zes."

ol
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2. The fact that PGSE affiliates have remegotiated a price

based on a border price does not make this renovotiated price a
- Just and reasonable price. v ‘ ‘

3. The Canadian government has not issued an order fixing
this price for Canadian gas.

4. The Canadian goverament, or any of its agencies, have
oot issued any order or directive that the price charged by Alberta
to PGT be remegotiated at this time, the timing appearing'to'be
an arbitrary determinhtion by affiliates of PGSE and PG&E, Ltself.

5. The nmew price is based in part on estimated cost.

The staff argues that PG&E has not carried its burden of
proof that the increase is just and reasonable since letters to the
NEB were generated by PG&E affiliates and the response of the NEB
is not an official statement of the NEB, beinz a letter from its
Secretary. Also, PG&E has not been able to indicate that other .
parties to applications in the proceeding before the NEB in 1969
and 1970 are renmegotiating the prices at this time.

The staff recoumended, to the extent the Commission issues
an oxder authorizing an increase based on the increased price of
Canadian gas, that it require the following: (1) That PGSE be
directed to file with the Commission a letter committing PG&E 2nd
Alberta to the proposition that the use of the amounts authorized in
excess of Alberta's cost of service will be directed to gas acqu;sicion
activities and that the letter also state PG&E's and its affiliates’
intention that any gas found as a result of the explofatioﬁ activity
funded by these moneys will be committed to the California market
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insofar asit is within the power of PGSE and its affiliates to do
$0, and (2) that PGSE be directed to file a quarterly report for
Alberta showing the total dollar amount of the difference between
the border price and Alberta's cost of service, and the elements
upon which the cost of service figure is developed, 'an& that the
quarterly report also include a statement of commitments and dispo-
sitions of the gas acquisition funds by projects for the quarterly
period and the accumulated smounts to the date of the report.

The C«liforn' Farm Bureau Federation indicated that it
finds it difficult to understand how the Commission could re;ect
PG&E's application, recognizing that the Canadian government has
imposed conditions on the export of gas, but that the Commission
should further pursue the zas acquisicion cctivities of Alberta.
California Manufacturers Association indicated that it did not know
whether the relatfonships with the Canadian government would permit
2 complete demial of the application but felt that the Commission
should exercise very close supervision over the affairs of Alberta,
particularly serutinizing dividends paid to PGSE by Alberta dis-
position of Alberta's retained earnings, and Alberta's disposition
of the gas acquisition fund. The City of Santa Clara supported the
- staff's position, and stated that in its opinion there should be
. open hearings in Canada concerning the pricing of Canadian gas.

The City of Palo Alto objected to the lmpocition of any rate of
return from Palo Alto under Schedule .G-60 that exceeds the statewide
.Tate-or return. Sylvia Siegel, appearing for herself and'several
consumer action groups, moved for dismissal of the applxcation on
the ground that the proposed increase is unsupported by evidence.

~6-
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Discussion

The record in these proceedings shows that PG&E's cost
of gas £xom Pacific Gas Transmission Company increzsed on Octover 1,
1972, by 3¢ per Mef, or $10, 830,000 per year, as the result of an
increase in the price of Camadian gas at the U. S. Canadian boxder
in the same amount. '

On October 1, 1971, the border price for Canadian ges was
set at 28¢ per Mcf om the basis of the N=B's August 1570 report
which set forth certain criteria for the pricing of Canadian gas fox
export. The relevent criterion insofar as =his proceedzng s con-
cerned is that which states that the "export price of gas should not
result in prices in the United States market area'matehxal”y"ess
than the least cost altermative for energy from indigenous s uzces. '
In response to this criteriom and the stbsequently promulgated
Section 1lA of the NEB's regulatxonsa/-whlch enables the Canadian
goverament to £iIx 2 minimum price for gas to be exported in the
event of significant inerecase iz price for cowpeting gas supplies _
ot alternative enexgy sources, Alberta proposed to the NEB by lett cr, .
dated January 5, 1971, that the price for gas exported from Canada
be based on an equivalent border price of El Paso gas. At that time
this method resulted in a 2&¢ price for Canadian gas at the U. §. -
Canzdian border. Tae NEB indicated, also by letter, dated May 17,
iS71, taat the Proposal was in accordance with its pricing policy.
Alberta fuzther committed itself to review the price of Cacadian
gas xeiative to the price of EL Paso gas zad to maintain parity
between them. rFoll iowing hearings, this Commission issued Decision .
No. 78573, dated July 27, 1571, authorizing FG&E to . increas» its xates
to offset tae 28¢ per Mcf border pr*ce,ﬁo be e¢ffective October 1, 1871,

2/ Agggoved by Order ia Councxl P.C. 197O-L7O6Hdated Sgptepbé:ﬂZQ,,
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Subsequent to October 1, 1971, Alberta reviewed the compar-
able border price with PGT and PGS&E again. Alberta and PGT entered
into an amending agreement whereby the Canadian border price was
increased to 31€ per Mef, effective October 1, 1872, This'amending'
agreement was filed with the Federal Power COm:*ssxon by letter
dated September 26, 1972.

On the basis of the xecord it appears that the 3l¢ price
will maintain parity with El Paso's equivalent border price on an
average basis through October 1, 1973. This method in effect
annually reviews the comparable border prices and would decrease
the frequency of gas rate offset applications of PGEE to track each
specific El Paso incxease as it occurs.

In this general regard, we note that ia Decision No. 78973
we specifically disclaimed the xeasonableness of using border price
as a criterion for prxcing‘Nortbern Calmfornia produced gas. . The

ituation here is differemt. It appears that the Canadian: government-
can regulate bota the volumes of gas which it will allow to be
exported from Canada as well as the price to be paid foxr that gas.
It appears to bave chosen to regulate tbevpricing of\Canadiap‘gas
not by direct order authorizing a given price but rather through
the ¢stablishment of generél priciang criteria. The price increase
in question results from Alberta's coumitment to the NEB to maintain
parity between the price of gas which it exports into the United
States for ultimate sale to PGS&E and the equivalent border price of
gas which PGSE buys from El Paso. It appears that Albexta bhas taus
far satisfied the NEB that pricing Canadian gas, which is a major
source of supply for PGS&E and its customers, on a basis comparable
with PGSE's other major alternative source of gas. El Paso, is 2n
acceptable method. At this tiwe, it-appearsupoiitic that'the re-
quirenents of the NEB be met if that source is to be maintained.

The problem of primary concern, however, both to che‘
parties who appeared in the proceeding and to tne Commlssxon

-8-
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this method of pricing Canadian gas is the possibility of windfalls
to PGEE and its subsidiaries aad of evasion of regulation. Alberta

$ @ wholly owned Canadian subsidiary of PCGE. It is the Canzdian
company which obtains gas from Canadian sources and sells that gas
at the U. S. - Cacadian border to PGT, which is also a subsidiary.
of PG&E. PGT in turn sells the gas from Alberta to PGSE. PGT is
a natural gas transmission compary regulated by the Federal Power
Commission under the natural gas act. PGI's rates for its sale of
gas to PGS&E are established by its tariff on file with the FPC.
Toat tariff is a cost-of-service tariff; that is, the rates are based
upon the costs incurred by PGT in prov1ding its service to PG&E. A
major item in its cost is the price it pays to Alberta for gas pux-
chased in Alberta, Canada, and delivered to it at the U. S. - Canédian
border. The price which Alberta charges BGT for this sale is subject
to the jurisdiction of the National Energy Board_of_Canad2; Toat
price which is a cost to PGT is reported to the FPC and becomes -
included in the computation of rates to be charged by PG" to PG&E
under its cost-of-service tariff.

Although Canada represents a signzf cant source of gas
supply for the California constmer and the requirements of the NEB
are to be met to maintain that source of supply, the fact thnt the
method evolved of s«txsfyzng the NEB's pricing policy anolves agree-
ments between PGEE end its subsidiaries raises certain questions
przma*zly concerning the disposition of the money collected by Alberta
as a result of the border price being in excess of Alberta's own
cost of service. In this regard PGS&E's Vice-president, Gas Sﬁppiy,
testified that 21l momey which results from an excess of the bordexr
price over Alberta’s cost of service is used and wil; cdntinte'to
be used by Alberta for gas acquisition for the benefit of Calxbcrnlu
consumexs. In view of the existing gas supply situation, such ¢is-
position of the money in question may well be highly deezrable»from
the standpoint of the Califormia consumer. Although tbe evidence -

-6-
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in this zecord shows that the increase in the prxce of Canadan gas
Wwill not profit at chis time PGSE or either of its subsidiaries,
€0 ilosure that the pricing of Canadian gas will not result in wind-
£ails for PG&E or its subsidiaries, or permit evasion of regnlatxon,
PGS&E is placed om notice that the books and records of Alberta shall
be made available for examination by the staff upon Tequest and that
in its next gas rate case involving Cancdian gas prices it will be
required to make a complete showing of Alberta's results of operation
and the disposition of all money resulting from revenues in excess
of Alberta’s cost of service.

Representatives of PG&E stated in this proceeding that
PGSE had no objection to makxng such a showing. In addition :he*e;o,
PGSE will be expected to propose appropriate safeguards which will
insuxe that accumulated retained earniags in excess of reasonab*e
costs of service will not result in future windfalls to PGS&E stock-
Rolders. While it is true that such retained earnings help to
Insure adequate suppiies of gas for California coasumers, such
earnings in excess of reasonable costs of serv:ce,xnclud*ng & reason-
able return on stockholder contributed capital, are in essence a
contxibution of capital by consuzers which must be protected and
preserved for California consumer benefit.

Thexe is no dispute that PGSE's Gas Departwent rate cf
Tetuxn under present rates for estimated year 1973 eithexr on PG&E
basis cx on the staff's basis is well below the level last ‘ound
fair and reasonable by the Commission and farther be1ow-the 7 85
pexcent rate of return recormended as f£air ané reasonable oy ‘the
staff Iin PGSE's general gas rate proceedings subm;tted on. August lv,
1972 ic Applicatioa No. 53118. PGSE's proposed offse: increasef will
not lacrease the Tate of returz above the existing Level o f

PG&E's proposal to spread the of Zfset increases on a uniform
cent-per-itherm basis conforms to the rate spread orcered by the
Commission in PGE&E's most recent gas offset proceedlngs, DQCIS-Oﬁ
No. 72488, daced March 23, 1971, and Decision No. 78973, datcd '

-10-
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July 27, 1971, and is not in dispute in this proceeding other than
the heretofore stated position of the City of Palo Alto.
Findings of Fact

_ Based upon a consideration of the record herein, the
Commission finds as follows:

1. PG&E's current gas rates were authorized by Decision No.
78873, dated July 27, 1871, Plus adjustments to reflect El Paso
tracking through August 12, 1972 as authorized by Decision No..
179323, dated November 23, 1971. ‘ ‘

2. PGSE estimates that at present rates it w11‘ earn 2 rate
of return of 5.62 percent on its Gas Department's rate base in 1973.
The Commission staff in Application No. 53118 estimated that PGSE will
earn a rate of retura of 5.73 percent at present rates.

3. Both of these rates of return are below the rate of return.of
7.3 pereeat last found f2irx and rezsonable by the Commission and even
farther below the 7.85 percent Tate of return recommended by the staff
as a fair and reasonable rate of return for PG&E‘S Gas Department
in PG&E's gemeral &3s rate proceeding, Application No. 53118, sub-
witted on August 10, 1572, and the 8.5 percent level recommended by
PGEE as being fair and reasonable in the saxe proceeding.

4. On October 1, 1972, PGSE's cost of gas from PGT’increased
by 3¢ per Mef as the result of a 3¢ per Mcf inercase in the. price
of Canadian gas at the U. §. - Canadian boxder.

5. The 3¢ per Mef increase in the border price of Canadian
gas from 28¢ per Mcf to 314 per Mcf, effective October 1, 1972, is
reasonable and cowplies with the requirements of the' Natlonal Energy
Board of Canada.

6. Momeys resulting from this increase in the border price of
Canadian ges over Alberta's cost of service will be used by-Alberta
for gas acquisition activities to the benefit of the Calzfornia con~

sumexr and will not inecrease at this tire the profrts of PG&E ox
its subsidiaries. ' '
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7. The FEC's order in FPC Docket No. RP 72-150 will xesult
in a 0.45¢ per Mcf increase in the cost of gas which PG&E‘purchases
from El Paso, effective on January 1, 1973.

8. The El Paso increase effective January 1, 1973, in FPC
Docket No. RP® 72-150 is subject to possible refund and rate reduc-
tion and it is rezsonabie to authorize PGEE to file an offsetting
gas rate increase subject to refund and rate reduction to offset
the effect of any refunds and rate reduction oxdered by the FPC.

9. PGEE's estimates of the additionzl gro s revcnue_requxre-
ments of $10,330,000 to offset the jfncrease in the cost of gas to
its Gas Depa=tment effective October L, 1972, and $1,850,000 to
offset the increase effective Jaavary 1, 1973, are reasonable.

10. The $12,620,000 of increased revenues under PGSE's proposed
offset increzses will not increase PGEE's rate of return above the
levels estimated by PGEE and the Comzdasion staff of 5.62 and 5.73"
pexcent, respectively, at present rates.

11. PG&E's proposed rates to offset the ircrezse effective
October: 1, 1972 will increzse rates to its gas customers by 2
uniform 0.107¢ per therm, and its preposed fmerease to offset the
January 1, 1973 increase will increase rates to its gas customers
by 0.018¢ per therm. These proposed increases are reasonable and
should be authorized in this proceeding.

12. The increases proposed by PG&E are solely to pass througb
the effect of increases in its purchased gas expense not in excess
of those allowable’by applicable policles of the Federal Price
Commission.

Conclusions of Law

Based on the foregoing fxndlngs, the Commission concludes

that:

1. The autbority sought by PG&E should be granted to ‘the

extent, and under the conditions, set forth in the order which
follows.
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A
A

2;.~All motions comnsistent with these findings and conclusions
should be granted and those inconsistent therewith should be denied.

3. Rule 23.1(E)Y(1)(c) of this Comm;ssion applies to- this
rate 1ncrease application.

IT IS ORDERED that: _

1. Applicant, Pacific Gas and Electric Company, is authorized
to £ile with this Coxmission on ox after the effective date of this
oxrder revised tariff schedules with changes in rates, charges, and
conditions as set forth in Section C of Exhibits Nos. 2 and 3 in this
proceeding. OSuch filings shall comply with General Order No. 96-A.
The effective date of the revised schedules set forth in Part I of
Section C shall be ome day after the date of filing. The effectlve
date of the revised schedules set forth in Part II of Section C
shall be January 1, 1973. The revised schedules shall apply only
to service rendered on and after the effective date thexeof.

2. Applicant, Pacific Gas and Electric Company, shall pass
on to its customers any reduced rates, and refund to its customers
any refuad from El Paso Natural Gas Company pursuant to order of
the Federal Power Commission in Docket No. RP 72-150. ' '

3. Applicant Pacific Gas and Electric Company, on ox before
the effective date of revised tariffs authorized herein, shall fxle
in this matter a letter signed by a responsible officer of PG&E 5
which commits PGS&E and Alberta and Southern Gas Co., Ltd. that tha
use of amounts previously authorized anmd authorized herein in excess
of Alberta's cost of service will be directed to gas acquisition
activities and which commits PGSE and its affiliates that any gas
found as a result of the exploration activity funded by'such excess

amounts will be supplied to the California market unless prevenced
by government order.
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4. PG&E shall file quarterly and annually reports showing
the difference between the revenues received from Pacific Gas
Transmission Company and the Alberta and Southern Gas Co., Ltd.
cost of service, setting forth the basis on which Alberte's cost
of service was determined including rate of retuxrn and for the _
quarterly and annual periods, a statement of commitments, disposi-
tion, and accumulated amounts of the gas acquisition funds by
projects. , | S

5. All motions consistent with the findings and conclusions
set forth above in this decision are granted, and those incomsistent
therewith are denied. ‘ _

The effective date of this order is the date hereof.

Dated at Son Francis®d | Califormia, this _.57%
day of DECEMBER , 1972. | S

kY

Commissioner Thomas Moran, boing
nocessarily abreat, did not participate
in the Qlsposition of this proceeding. -




