. B .
. . . -
- . .

Decision No. 80878 | o Lo
BEFORE THE PUBLIC UTILITIES COMMCISSION OF THE STATE OF CALIFORNIA
g plication of Pacific Gas and %

=

Application No. 53118
(Filed Februery 1, 1972)

ctric Company for authority,
anmong other things, to increase its
rates and charges ;ior gas sexrvice. g
Gas '

(List of Appearances ir Appendix A)

OPINION

Pacific Gas and Electric Company (PGSE) filed its appli~
cation on February 1, 1872 for authority to increase its rates for
gas sexvice in an amount sufficient to increase its gross operating
gas revenuss on a 1973 test year basis by 11.8 percent, thexeby
inereasing the gas department’s rate of retuxn from 5.65 percent
Lo 8.5C pexcent. As a Tesult of 2G&E's stipulatior accepting
certain Staff estimates, the revenue reguirement to achieve the
2.50 pexcent rate of retura was reduced from the $63,767,000 of the
original application, am incwease of 11.8 percent, to $C0 770 OOO
an insrease of 1C.4 percent. '

PGAE has zlso proposed, axong other things, to’ t:erm.;.ne.te |
certain interruptibie rate schedules and to curtsil the approximately
thirty largest interruptible customers om an equal basis with PG&E's
steam-electric plants. The rates for these :.nterrupt:.ble sc.hcd.n.es
would be on cn equal basis.

The proposed increase by class of serv:Lce is as fol?..ous.
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Present Proposed Pexceat
Class of Service Rates Rstes Increase

Genexal Sexvice $305,967,00C $336,221,00C 9.9
Fira Industzial 6 467 ,000 18 9% 000  15.0
Resale 5, 459 ,CCO 6 028, 000 10.4

Intexruptibles’
Regular 161,926,000 177,142, 000 9.4
Steam-~-electric 96.218.000 108.472. C00  12.7

Total $586,037,000 $646,807,000 10.4

Altogether 13 days of hearing were held tefcre
Commissionexr Symons and/or Examiner Clime in San Franciscc. Some
43 exhibits were introduced into evidemce, cad thexe wer‘e\‘ %,585 pages
of transeript. -

Eieven opening briefs were filed on or before September 18,
1972, by the following partics: ‘ .
Pacific Gas and Electric Company (PGSE).
Commission staff (Staff).
Mrs. Sylvia Siegel (Siegel).
California Manufacturers Associatioa {(CMA).

Kexx-McGee Chemical Corp., California Portland
Cenent Compeny, and Riverside Cewent Divisioa
of American Cement Cowpany (Desert Customers).

Southwestern Portland Cement Cempany (South~
western Cement).

California Ammonia Corpany (Calamco).

Valley Nitrogen Producers, Inc. (Valley
Nitrogen).

City and Cowrty of Sar Francisco (Sam Frescisco).
10. City of Palo Alto (Palo Alto).

il. Consumer Interest of ALl Executive Lgencies
oZ the United States (United States).

Mine closing briefs were £iled on or before October &,
1872, by the following: | | | B

. DGSE.

2.  Staff.

3. QM.
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Desert Customers.
Calamco. '
Valley Nitrogen.
Palo Alto.
Coalinga.
United'Sta.es.

Oral argwent was held in San :rancisco on October 12,
1972, vefore President Sturgeon, Commissioners Symons, Moran, and

Vokasin, ané Examiner Cline. The matter was taken undexr submzssxon
at the close of the orel argument. '
Tsgues

The following issues have been raised by the parties and
requixe resolution by the Commission:

I. VWbat 1s a reasonsdble rate of return?

II. Wbat estimate of operating revenues for the

test year 1973 should be adopted?
IiI. Opcrat_ng evpenses.
A. What amownt, if any, should be u1.‘.owed
£or sales promotion expense?
B. Should the wage inereasc ef £fective Aprml 1,
1873, be included in the 1973 test yea~
on a £full yeaxr basis?
C. What amount, if any, should be allowed
for exploration expense?
is the original cost valuation of thp MtDong;d
Island underground storage fac 11ty £air and
rcesonaole and consistept witk the method
prescrived by the Uniform System of Accaun~s
for natwral gas companies?
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V. 1Is the financial treatment by PGLE of its
interests in Standard Pacific Gas Lines, Inc.
(Stanpac) and Pacific Gas Trazgmission
Coopany (PGT) inimical to the interests of
the ratepayers? _

What results of operation during the test year
1573 at present rates and what additional
revenue requirements are falr and reasonable?
Proposed rates. o
A. Is PGSE's proposal to place curtailment of
its steam-electric plants on an equal
basis with large interruptible custcomers
fair and reasonable?
Lxe PGSE*'s proposals to withdraw inter-
ruptible Schedule No. G-56, which applies
to the desert customers, and interruptibie
Schedule No. G-57, which applics to |
Southern California Edison Company®s steam-
electric plant near Dsggett, fair and
reasonable? . |
Are PG&E's proposed interruptible rates
fair and reasovable?
Are PGEE's proposed firm irdustrial rates
fair and reasonable? '
Are PGSE's proposed resale rates fair and.
reasonzble?

Should the rate spread incorporate modified.
reverse rate structuring? L
Sbould a minjmum use rate be provided for
low use customers?
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1. What is a reasonable rate of retura? |
The following table shews the rates of return on rate
base and the returns om common equity autkorized for San Piego Gas
& Electric Coxpany and Southern Californmia Gas Company in recent
decisions issued by this Commission and those rates of Teturn oz
rate base and returns on common equity'which the various paxties

to this proceeding have urged that the Commission ado*t as fair
and ressonables

Propoéed\Rate—of'Return on
Rate Sase  Common. Equ;_g _
2G&E 8.50% 13.03%

Dec. 80432 issued
August 29, 1972 in
Apol. 52300 {(San
Diego G&E) -

Dec. 80430-1ssued

Avgust 29, 1972 in
Appl. 52695 (So.

Cal. Gas Co.) 8.00%  11.65%
Staff and San S

Fraacisco 7.857% 11.50%
Siegel | 7.50%

PGSE contends that on the basis of the Price Commiscion
regelations and the standaxds establis hed by the U. $. Supreme Couzt's
decisions interpreting the U. S. Comstitution it is entitled to an
8.5 perceat xate of return on rate base, as such rate is the minimm
Tate of return on rate base required to ensble PG&E to (L) maintain
its credit standing, (2) attract new capitel at a reasonable cost,
2ad (3) provide a fair and reasomabdle return on equizy-whiéh wil
jestify the reinvestment of intexnal fumds. PGSE points out that
& rate of retuxn of 3.07 perceat is required to compensare POSE
for inercases In the embedded cost of tonds and preferzed stock
since the 197C genexal gas rate Sncrease proceedﬁng‘zn walch,a_

-5-
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7.3 percent rate of return was found to be fair and reasonable.
The remsining portion is required to increase the return on common
equity to 13.02 pexcent which Is compaxable to that carmed by the
companies with which PGSE must compete for the imvestor's doliar.

An 3.5 percent rate of return would provide times irterest
coverage less than that provided by the 7.3 pexcent rate of return
authorized in 1970. The rating agencies which evalvate PGEE's credit
standing place great reliance on PGEE's ability to obtain timely, '
Tate relief to maintain adequate coverage for its bond irnterest.

The Staf witness predicated his rate of return recommend-
ation upon provision for an allowance for servicing PG&E's fixed
charges and provision for am allowance for return on equity that
permits payment of a suitable dividend and provides for additicms
to earned suzplus. A major factor im his increased rate of retum
recommendation is the irncreased debt coct. He testified that z rate
of return of 7.85 percent, which is an increase of .55 percert in
a period of about 3 years, is the minimm rate of return roquired‘
to enable PG&E to attract capital at reasomadvle costs and Is suf-
ficient not to impair PGSE's credit. The increase is sizeadbie, and
in fairness the customer should not be buxdened withk any add...t:.onal
costs not absolutely essential. _ ‘

The allowance for common equity is 2 judgment Sigure. At
the tizme of the last gepexal PC&E gas rate decision, intexest costs
were at i higher plateau. Since late 197C, interest xmates have
declired and the goveramment has established its price control stabil-
ization policy. The policy of tnis Comuission in wegard t{)‘ ‘tracking
znd offsets for purchased gas increases is another factor more
favoxrzble to PGEE.

In the period 1962 to 1971, PGS&E's book value increased
74 percent; rnet earuings after preferred dividends inmereased 83
pexcent; dividends paid on common stock increased 77 percent;
earnings to book value increased 5 perceat; dividends to book valte.




A. 53118

@ ®
imd - A : ‘ | ,

increased 2 pexcent; the dividend payout ratio declined 3 percent;
shares outstanding increased 3 percent; book value pexr share in-
creased 51 percent; carmimgs per share increzsed 85 percent; and
dividends per share increased 54 pexrcent. These gains were achicved
at eguity eaxnings rates in the neighborhood of the Staff recommgnd'-
ation. . |

PGSE's high bond rating bas been meintained rotwithstandieg
a decline in the times interest coverage for PGSE in recent years,
a trend common to similar utilities. DPGS&E has used electric and
combiration utilities for purposes of comparisom, rathexr than 3as
utilities. The Staff contends that statistical data of the gas
utilities would be more appropriate to the development of recommend-
ations for PG&E's gas department. The Staff also points out that
over reliance upon comparative data can give rise to the prodblem
of cirecularity criticized by the Staff witmess and which ke ‘avoided.

PGSE's cost of debt for new issues was developed by
consideriag costs of bonds In 1970 aud 1971, whereas the Staff
witness considered current tremds and government action. The PCEE
witness used an 3 percent estimate for 1572 debt placement,
whereas the Staff witness used 7.3C perceat. The actuzl was 7.62
percent. ' S

iegel conteads t the embedded cost of ‘c‘.eb‘t“'.?.s over-
stated by PGEE in view of the actual cost of debt, the downwaxd
trend in prime interest rates and discowmt rates, aad stricter money
centrols. She points out that PGSE has zlways maintzined its Az
rating for its bonds despite any alleged unsatisfactory rate of
return, and she claims that 2 7.5 perceat rate of return would be
falr both to PGE&E and to the comsumers. ' «

Sen Framsisco neints out that this Commission In the lact
two maior rate cases iavolwving PC&E's gas departuens in 1658 and
1969 ellowed PGEE increased rates which would produce a xate of
veturn of 5.25 pexceat and 7.2 percent, respectively, azd 2 re_tx.irn ,

T
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on comnon equity of 10.3 percent and 11.3 percent, respectively.

Such returns on equity bave allowed PG&E to increasc its earnings per
share from $1.25 in 1959 to $2.58 in 1969 and $2.77 in 1971. PGSE
bhas been able to increase its dividends per share from 87¢ in 1959
to $1.50 in 1969 and to $1.72 presently.

San Francisco contends that a rate of return of 7.85 percent
would be reasonable for PGE&E's gas department as it would allow PG&E
o earn emough to cover all costs, including a return on equity of
11.5 percent. There is no justification to increase the return on
common equity above ll.5 pexcent at this time comsidering PGSE's
anticipated growth and commensurate risk, it being the largest com~
bination gas and electric utility in the United States. o

After a careful review of the record the Commission finds
that a rate of return on rate base for PG&E's gas department of 8.0
percent is falr and reasonable. Such rate of return on rate base is
the minimum required to enable PGSE to (1) maintain its credit stand-
ing, (2) attract new capital at reasonable cost, and (3) provide a
fair and reasonable return on equity which will justify the reinvest-
ment of internal funds. It {s the same rate of return on rate base.
as the Commission allowed San Diego Gas & Electric Company in Decision
No. 30432 issued August 29, 1972 in Application No. 52800 and Southern
California Gas Company in Decision No. 30430 issued August 29, 1972
in Application No. 52595. For purposes of comparison it is noted
that San Diego Gas & Electric Company is a combination utility and
that Southern California Gas Company is a gas utility.

The following table shows the figures used to compute PG&E'

11.88 percent return on equity:
Wemghted‘ ,
Ratios Rates Cost Total
Long~term Debt 51.8% 5.70% 2.95%
Preferred Stock 12.2 6.35 .
Common Equity 36.0 | 11.88 - 4.28

© Totals 100.0% | 8.00%
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The following table shows the ratios of long-teerdébt
prefexrred stock, common equ::y, and rates applicable to each, as
well as the rates of return on rate base, which were adopted in
Decision No. 80430 for Southern California Gas Company and in
Decision No. 80432 for San Diego Gas and Electrxc Company.

So. California Gas Co. San Diego Gas & »lec. Ceo.
Decision No. 80430 Decisicn No. 80432

Weighted . Weighted -
Ratios Rates Cost Total Ratios Rates Cost Total:

1Long-term Debt 50.0% 5.807% -2.90% 55.47% 5.97% 3?32%'
Preferred Stock 10.7 4.83 52 13.10 7.07 -7

Common Equity 39.3 11.65  4.58 31.43 11.96. 3.76
Total 100.07% 8.00%  100.00% 8.00%-
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IT. What estimate of operating revenues for the test year 1973
should be adopted? :

The Staff estimate of PG&E's gross operating revenues for
1973 at present rates exceeds PG&E's estimate by $215,000. Of this
amount, $192,000 results from a higher Staff estimate of use-per-
customer in the gemeral service class, and the balance of $23,000
results because Staff's showing Is based on PGS&E's present curtailment
practices while PG&E's showing is based on the proposed curtailment
practices.

We find that the revenue estimate should be based on
present rather than proposed curtailment practices, because we hexe-
inafter find that the preseat curtailment practices sh'ould‘-'be con-

tinuved in effect. - |
| The remaining revenue issue concerms the $192, 000 difference‘
in revenue estimates. The Staff witness developed his 1973 test-
year estimate of average-use-per-customer through the least-squares
straight-line trending of historical data for the period 1967

through 1971, adjusted for temperature and billing abnormalities.
PGSE's witness developed his use-per-customer estimate for 1973 by
projecting the 1966 through 1970 recoxrded use-per-customer, likewise
adjusted for temperature and billing abnormalities. The PG&E
witness then adjusted his trend downward to reflect the first four
nonths of recoxded 1971 data, adjusted for temperarure and billing
abnormalities. These four months were considerably below the
corresponding months based on historical trends. As the remaining
eight months of 1971 became available, the PG&E witness' judgment

in reducing the 1971 estimate was confirmed. PGS&E's actual experience
in 1971, in fact, showed a decline in use-per-customer compared
with the preceding years. The declining use-per-customer reflects

the increasing number of multiple units being built, units which are
lesser users of natural gas than the larger single-family home wnits.

L
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The Staff witness' application of the straight-line trend
fails to recognize that in the two most receat years of adjusted.
xecorded experience, increases in the use-per-customer dropped off
and, in fact, in 1971 actually dropped below what it had been for
the preceding year.

The PG&E estimate is based consistently on recorded data
adjusted for temperature and billing. At no time, as the Staff
brief alleges, does PGE&E's estimate "jump'betwen'adjusted and
recorded data."

We find that an estimate of $586,357,000 for gross opera-
ting revenue for the test year 1973 is fair and reasonable. This
estimate is $23,000 higher than the PGSE estimate—of $586,334, 000.
III. Operating expenses.

A. What amount, if any, zhould be allowed‘for salcq promotion
expense? :

The Staff and Siegel have refused to recognize any of the
estimated $1,801,00C expenditures for sales promotion for the 1573
test year. They both contend that promoting additional gas usage
will not comserve existing scarce supplies of gasQ

PG&E contends that its sales promotion expense is directed
toward energy conservation and lower gas rates and is falr and
reasonable.

The PGEE witmess testified that the only gas appliance
which PGSE continues to promote throughout its combination area is
the gas range which is 50 percent more efficient as far as energy
consexvation is concerned than is gas-generated electricity used
through an electric range. PG&E promotes the use of gas ranges to
counter promotion of electric ranges by manufacturers. In the
154C's and 1950's two gas ranges were sold for every electric range
sold. The trend reversed itself, and in the early 1960's two
electric ranges were being sold for cvery gas raunge eold. PGEE
undertook its sales promotion effort inm 1963. The trend has again
reversed itself, and at the present time ome gas range is sold '

~10-




A. 53118 3ind

for every ome and one-half electric ranges. The custower who pur-
chases a gzs range instead of an electxic range saves approximately
$3.00 per year in enexgy costs. o

PG&E also points out that coupled with the energy con-
sexvation aspect of the sales promotion program is its tendency to
keep gas rates lower than they otherwise would be. During the period
when electric ranges were replacing gas ranges, it became apparent
that PGSE's gas facilities were not being utilized as fully as they
were designed to be used, thereby creating unnecessary upward
pressures on gas costs and consumer rates.

Electricity which is used to serve electric ranges 1ncreases
tke peak on the electric system and has a megative net benefit on
PGSE’s system. Thae gas which is used in gas ranges has a positive
effect becavse the gas system does not peak at the time of such use.
PGSZ is able to get about $3.50 per gas range per year in net
benefit. The total such net benefit per year is in excess of
$8,000,000 over and above expenses. This keeps gas rates gererally
lower then they otherwise would be.

PGSE must compete with the Sseramento Municipal Utllity
District in the Sacramento area. In the recent Southern California
Gas Company rate case proceeding the Staff included an allowance
for promotional expenditures for the competitor, ‘Southern California
Edison Company. PGSE contends that it likewise should be . authormzed
to make expenditures for sales promotion to meet its competition,
to conserve emexgy, and to promote more efficient use of its plant
facilities in the Sacramento area.
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PGSE's exploration program and its sales promotion program
are couplementary. The first seeks additional gas whereas the
latter seeks to conserve gas while increasing plant.efficiency -and
keeping rates lower. | ‘ |

We f£ind that the estimate of $1,801,000 for sales pro- -
motion expense during the tezt year 1973 is reasonable and should
be adopted.

B. Should the wage increase effective Apri}. 1, 1973 be
included in the 1$73 test year on a full year basis?

As the California Supreme Court held in Pacific Telephone
and Telegraph Co. v. Public Utilities Commission, 62 C 2d 634, 635
(1965), "test period results are adjusted to allow for the effect
of various known or reasonably anticipated changes in gross revenues,
expenses or other conditions, which did not obtain throughout the
test period but which are reasonably expected to prevail during
the futu.re pexiod for which the rates are to be fixed". *

PG&E coatends that the April 1, 1973 wage level will be
the minimum wage level which will prevail during the future pexiod
fox which the rates in this proceeding are to be fixed, and that the
use of less than the full year level will result in a revenue
deficiency. '

The Staff points out that the 5.5 percent wage mcrease
applies only for S months of the test year, and contends tb.a.t: o
anaualize the 1973 wage increase would result in a level of wage
expense not in effect for the entire yeax. This would be inflation-
ary and contrary to the Price Commission requirements. ;

S:.egel also contends that the wages effective April 1,

1978 cannot properly be annualized.

We £iad shet the Staff est:!.m‘.*'ﬁ of wage expensec is reecsonm-

able and should be adopted in this proceeding, as this estimate

rcpresents the actuzl waze. e::pense to be incurred by PGEE- dtr'ing
the- test yeaxr 1973,
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C. What amount, if any, should be allowed for exploration
expense?
1. PG&E's Proposal and Position
Because existing supplies of natural gas are diminish-

ing PGSE must compete more vigorously for new gas supplies for its
customers.

As one phase in PG&E's exploration program, Natural
Gas Coxporation (NGC), a PGE&E subsidiary, together with E1 Paso
Natuxal Gas Company 2ud Southern California Edison Company, has
extered into a partmership arrangement with Atlantic Richfield
Company related to exploration for gas im four prospect areas south
of Prudhoe Bay in Alaska. Negotiations are also currently being
conducted with other producers who hold acreage in the vicinity of
the Prudhoe Bay area, and the Home Oil Company has committed its
acreage to exploration development. In addition to these efforts to
expand the scope of PG&E's exploration in Alaska, opportunities are
being considered in the Rocky Mountain Regiom and in the
Guif of Mexico in the years ahead.

PGEE 1s committed to providing NGC with a minimum of
$3,000,000 per year beginning January 1, 1973. The $3,000,060C
received by NGC will be charged as expended by it to a suspense.
accomt. That portion of the su:;pehse account which does not restlt
in producing wells will subsequently be charged as exploration
expense. When an exploration venture results in a producing well,
development of that well will be financed through separate funds
provided by PGSE, which funds will be placed into an appropriate
account and made part of PG&E's rate base as an advance or prepayment
for the future delivexry of gas. NGC's expenditures for development
of producing wells will be capitalized as developmental capital on
NGC's books. No funds used for the development of producing wells
will be charged to the ratepayer as an expemse. It is proposed  that
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at the end of the five-year period all moneys‘which‘PG&E"has-pro- |
vided NGC which were not properly chargeable to exploration expense
will be refunded upon Commission oxdex by NGC to PG&E, and in turn
by PGSE to its ratepayers. | |

Gas found and brought to California as a result of
NGC's exploration activities will come to the Califormia consumers
at cost. The agreement between PGSE and NGC contemplates that thexe

will be no profit charged by NGC for gas that it finds for the Cali-
fornia consumer. The Califormia consumer will bengfxt not only from
the additional gas supply but also from the cost basis of pricing
the gas. If gas is found but not in sufficient quantity to make
delivery to California feasible, NGC may sell gas to someone othex
than PG&E. In this event any net revenuves derived will be used to
offset the cost of gas sold to PGEE for its customers.

The allowance Zor gas exploration activities prouosed
by PG&E conforms with the cost of service method advocated by
consumer representatives and approved by the U. S. Supreme Court fox
natural gas pipeline transmission companies regulated by the Federal
2ower Commission. [Federal Power Commission vs. Hope Natural Gas
Company, 320 US 603, 614, fu 25, 615, and City of Detroit vs. FOC
(1955) 230 Fed 2nd 810, cert. dem. (1956) 352 US 829.] PG&E's customers
are fully protected by the cost of service method of treatirg éxpidr-
ation expenses as proposed by PGSE and the Staff witness.

The methods of accoumting for all exploratién'funds by
PGSE and NGC have been designed so that all benefits from the pro~
gram will be passed on to PGE&E's customers. The Commission staff
has been reviewing the proposed accounting, and Commission approval
for the accomting will be sought. Through PGSE, the Commission can
exexcise its jurisdiction over NGC's treatment of exploration;funds.

PGEE is a pudlic utility and those investing in it do
not anticipate that it will engage in exploration ventures other than
on a cost of service basis. Companies which engage in exploration
at the =isk of their stockholders must maintain a‘much'léwer‘débt-to-‘
equity ratio. The great bulk of their capital is common equity.

-13-
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The investor in exploration activities requires a much higher xate
of return thaan that earned by public utilities on the basis of utility
inves tment.

If PGSE were required to imvest stockholders' fumnds in
explorxation ventures, PG&E would be required to maximize the return
on this activity and sell the gas discovered at the highest price
obtainable thus frustrating its desire to obtain new sources of
supply at the lowest cost to its customers.

PGSE contends that the $3,000,000 annuval exploration
expenditure is reasonable and necessary and should be allowed £or
rate-making purposes.

2. Stafif Position

The principle of a distributing gas uoxlxty engag;ng
in gas exploration ventuxes may be commendable under present supply
conditions, but the question of the financing of such ventures is
not simply resolved. For example:

Should the ratepayer bear the risk of such
ventures solely or should the utility participate?

I£ the ratepayer alonme beaxrs the risk, wkat
incentive does the utility ox its suos*dzary or
partner have to control ¢osts or exercise
selectivity among risky proiects?

How can the Commission deternine whether the
ratepayer advances are being propexiy or

improperly spent?

The offexr of potential refunds by ”G&E s 111usory,
according to the Staff coumsel, since if the Commission once finds
the annual charze reasonable and includes it in the rate structure,:
it could not thereafter order refunds of these charges retxoactively.
(Pac. Tel. & Tel. Co. v. Public Util. Com., 62 Cal 2d 5634.)

The Commission has adopted the concept of consumer
financing of exploration activities in Southern Californmia Gas Co.,
Decision No. 80430 in Application No. 52655, dated August 29, 1972,
but has required Southerr Califormia Gas Co. partlcipate equally

.
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with its consumers in the financing of gas expioration ventures.
Toe sare equality of participation should be required of PG&E, in
which case the allowable annual expense for gas exploration would
be reduced from $3,000,000 to $1,500,000. ,

A conclusion should be imcorporzted in the PGSE decision
similar to the following conclusiorn in the Southern CaliforniaVGas’
Co. decision: |

“So Cal and its affiliates skould comtinue to
keep the Commission's staff fully informed
of the status of on-zoirg gas development
projects and proposed new ventures under
their gas exploration and development pro-
gram by periodic specizl reports and con-
ferences.”

PG&E points out that in the Southemrn Califormia Cas Co. .
case the Commission did not require Southern Californiaz Gas Co. to
assuwme the "risk"” of onc-half of its entire program but did require
Southern California Gas Co. to assume “'temporarily" the risk for
one-half of ome-third of the program, or ome-sixta of the prograz.

PGSE contends that the rate treatment adcpted by the
Commission in the Southerm California Sas Co. case is of no preceden-
tial value to the PG&E propocel, for the PGSE proposal zo follow
the tradizional cost of service method 'is different from the
proposal of Southern Califormia Gas Co. That company's program
involved full rate base treatment, full amortization of all expendi-
tures (both capital and expensés) over a five-year period, a rate
of return in the meantime on the wmamortized portion‘of_ﬁhé‘expendi-
tures, and 2n allowance for income taxes on the return and amortiza-
tion. . | - TR

3. CMA Poszition o
, Q. contends that PGSE should be required to use its ‘
own xisk capital to finance its exploration and developmesnt progran.
It axgues that the investment risk should be boxne by those kaving
the responsibility for the managesent of capital. If_risk.free~funds

-15-
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are provided by the ratepayer, there can be no reascnable protection
against questionable management. Also, if the public supplies the
capital, it cen make a strong claim for public ownership of th»
product of that capltal

CV¥A claims that PGE&E's proposal should be rejected
because it saddles the ratepayers with the cost of all the failures
(dzy holes) but gives PGSE the benefit of the successes. CMA also
contends that PG&E's nroposal for the exploration of gas in Alaska
has the least chance of making any new gas supply availsble in the
near future at any reasoaable cost.

Deliveries of gas from Alaska will be a long time
coming. The gas which has been discovered on the nortk slcpe of
Alaska has been associated gas and its disposition is dependent upon
the disposition of the assoclated oil reserves. The tramsportation
of oil from the norta slope has encountered aumerous difficulties.
Also, in ozder for the Alaskan venture o be a success, gas reserves
in excess of five trilliom cubic feet must be discovered.

Tke exploration program of PGEE through its subsidiary
Pacific Gas Tramsmission in the Rocky Mountain area is finenced
with sharcholders' capital. CMA assumes that the Rocky Mountain
program has a good chance of success, dbut that the Alaskan veature
involves the greater risk, especially because of the need to discover
such large reserves. CMA contends thzat the ratepayer should not
oe zeguired To finance suck a high risk progras.

C¥A. points out that if PGEE were to propose a program
of prepayments for gas that would be delivered by a pipeline supplier,
the risic would then be on the supplier that it would develop tke
aéditional gas suppliec. The ratepayers would be buying gas, or
would zeceive a refumd if nome is found. They would be encouraging
the scarch for more gas and providing tae time wvaive of moﬁey'to
the pipeline companies iz advance payzeats, but would not be bturing

dry noles.
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L., Siegells ”osmtion

Siegel contends that fumds required for gas cxploration
soould be provided by the investoxr and not the ratepayer, aod that a
precedent for requiring ratepayers to provide risk capital for gas .
exploration should not be established. If the e:cploraz:.'.on yields
dry holes, the ratepayers -lose. If the wells are product:.ve the
conswmer benefits only by continuing supplies.

Siegel argues that since xates will a.lready have been
esteblished, refunds of unexpended or improperly expended sues for
gas exploration cannot be ordered oy the Comxission. Since the NGC
is oot a utility, the Commission canmot regulate NGC, and the price
of 3as sold to PG&E by NGC will be an inflated border price.

Siegel suggests that if the Commission is concerred
with the supply of gas, it should order an investigation of gas
sources available to California users.

5. TUnited States' Position

Tae Depaxrtment of Defense and the Execusive Agerncies
of the United States oppose the request of PGEE to charge $3,000,000
to expense each yeaxr for gas exploration. Tac Tnited States points
out that the negotiaticns between PG&E's gas department and NGC can
never truly be at arm’s length, and sugges s that if PGSE's gas
departaent wishes to explore for gas iz Alaska with ratepayers®
money, it should do so directly and be subject to the direct comtrol
of this Coxxission. The United States also points out that while
the present waragement of PG&E is agreeable to passiag on tae bulic
of the benefites of their evpioration ordposa" to the ratepayers,
future managerent officials of PGSE may not be so agreeaole.‘

6. Resolvtion of the Issue

~ The Commission is of the opinion that PGSE should be
permitted to advance $3,000, G0C pexr year for the next five years to
its sudsidiary NGC to be used for 328 and oil exploration purposes
oz 2 cost of service basis. The Commission, however, does not Llook
with favox upor PGEE’s proposal to defer a fimal acco'.:n‘.:ing of the

vge of the fuads To the end of the five-year period at waich vime the

Coxmission would determine what rvfzme i1f aay, skould: oe ma.d"‘ 3

et -
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PG&E's customers. Over a long period of time there is no resl com-
tinuity of PGSE's customers, and those customers who might receive
the refunds at the end of the five-year perlod would not be the same

as the customers who have beer providing the funds for ges acd oil
expicration expense in the form of higher rates during the five-year
pexiod. ZHowever, a refund would be appropriate in the eveat NGC
sold its iaterest in a developing or developed project for an amoant
greatly iz excess of its investment in the project.

It is not enticipated that gll of the $2,000,000 to e
advanced by PGE&E to NGC each year will be experded for dry holes. |
The anticipatiorn of reascnably successful ventuxes is the justifica-
tion for the epproval by this Commission for the unde:takings;

The Commission £inds that of the $3,000,000 to be advanced to NGC
by PGSE duxing the test year 1973, $1,500,00C should be charged to
exploration expense aad $1,500,000 should be added to rate base as
iavestment by PGEE. | _ | , )

PGSE will be oxdered to keep the Commission and its
staff fully infoxrmed of the status of gas znd oil development
proicets, the allocation of suspeuse funds of NGC to exploration
expense and to rate base, and proposed new ventures uwader its gns

and oil exploration and development program by per:od:c Sp&ClaL
I@C- S.
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As PGEE gains actual experience with respect to the
success or failure of its gas and oll exploration and development
programs, 1t may request the Commission to modify the allocation of
the portion of the $3,000,000 to be charged to exploration expense
and to rate base and to adjust PGSE's gas rates accordingly. Such
Tequest may be made in comnection with any tracking, gas-offset, or
general gas rate application which may hereafter be filed by PG&E
or it may be made by special application at any time. The revisxon
of the allocation to exploration expense and to rate base of the
$3,000,000 annual advance by PGSE to NGC, together with appropriate
gas rate adjustments at reasonable intervals, will obviate the neces-
sity for making provision for refunds as originally proposed‘by PGSE,
except in those instances where the revenues derived from the gas
and oil exploration program are of an unusually large magnitude and
of infrequently recurring nature, such as might occur from the sale
of an interest in a developing or developed project. Gas is to be
sold by NGC to PGSE om a cost of service basis. The net profit on
g2s sold by NGC to others than PGSE and on oil and other hydrocarbon
substances sold by NGC to PGSE and to others than PG&E is to be
applied to the reduction of PGS&E's cost of gas. The order below
will require PGSE to submit its agreement with NGC for gas and oil
exploration to this Commission for approval.
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IV Is the origimal cost valuation of the McDoneld Iclacd undergrownd
rage facility fair and reasomable and cons:.stent with the
nethod prescribed by the Uniform Sy.;tem of Accounts £or Netural
Gas Companies?

FGSE acquired the McDonald Island underground storage
facility from its wholly owned subsidiary, Natural Gas Coxpor -
ation (WGC), which kad obZained the property originally from
Standaxd Oil in exchange for NGC gas property in Rie Vista. The net
bock value of the Rfo Vista gas property traded for the McDonald
Island property was $300,000 as of Aprii 1, 1958. PG&E has claimed
that $6,800,000 is the value of the McDorald property, based on an
estimate of the discovexry value of gas resexves of the RLo Vista
propexty, which should be included in PGSE's rate base.

Siegel claims that the use of an appraisal versus a cost
basis for the McDorald Island promerty is inequitable, She points out
that appraisals are not allowed in resl estate evaluation for rate
base puxposes and argees that they should not be allowed in trades.
Siegel contends that only the $300,000 book cost of the Rio Vista gas
propexrty should be included in the rate base for the McDomald Ysland
property. | : R

PGSE points out that the McDonald Islend tramsaction,
including the trade and the methods used to establish the valwe for
the traded property was carefully serutinized im the 195 procceding
(see D2cision No. 53705 issued Juiy 7, 1955 in Applicatlion No. 41032).
and that all pertinemt valuations are mow & metter of public Tecexd,
as requested by the Commission. S .

The Uniform System of Accounts for Naturzl Ges Cempanies,
in its instructions for setting gas plaat cost, provides that
oziginal cost De determined as of the time of the property’s £irst
devotion to utllity cervice znd that 'waen the concideration g:x.v.u-
for proporty g other than cesh, the value of scch cons idexation
sbgll be determined on 2 cash basis'. PG&E follewed these :.ns"*uction.,
precisely. The 1859 valr.,e, when the propexty was f£ixst devoted to
public service, aecesserily included d:’..,covered but uaproouc\.d 3
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which was a prominent part of the total value traded for McDomald
Island. The expext appraisal used to value those gas reserves weas
ar essential weasure commonly used to set such values.

No paxty to the 1959 proceeding or to this proceeding,
including Siegel, has presented any evidence that the valuat:.on was
improper.

We find tkat the origimal cost valuation‘of the McDoneld
Island underground storage facility used by PGSE and the Staff in
this proceeding is £air and rzasonzble and should be adopted.

W Is the financlal treatment by PGSE of its Interests in Starderd
Pacific Gas Lines, Inc. {Stampac) and Pacific Gas Transaission
Company (PGI) inimical to the interests of the ratepayexs?

PGSE ovms a §/7 interest in Stanpac. Stanmpac is deoignated
as 2 nou-profit corporatioz and, in fact, actually suffered szall
losses during the years 1970 and 1971. A weighted aversge rate base of
$7,635,000 which represents 2G&2's irterest in Stanpac kas been
Incluced as paxt of P s gas plant In the pavent company's rate hase,

PCLE has invested approximately $23 million to acquire
approzimately 2 50 percent interest in PGI, The irvestment in plant
by FCT is mot ircluded in PGSE’s gas departuwent rate base nor do
revenues dexived by PGT's operations appear In PGSE’s operating
reveoues, IGI dividends end interest totaling $2,030,051 in 1971
were pald directly to PGSE stockholders.

The United States contends that by xeason of the divexse
finouciel treatment accorded Stewpac and PGT, the ratepayers of PGAE
are beirg buxdened (1) by absoxbing the losses of Stampac and paying
2 zate of return on its plant, a2nd (2) by not perticipating ir the
revenues received from the investment mzde by PGSE In . EGT out of
ratepayer'c fimds. -

The United States requests the Commission o oppraise
thoroughly the finzncial treatment of Stampac and PCT 2nd make sucia
adjustuments 2 axe necesssry to iasure that the Celifornia TITEPIYCXS
axe receliving fair and just consideration for their contributed fumds.

-20-
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The following statement appeaxrs as paragzraph 3 of Chapter
on page 6-2 of the Commission Staff Exhibit No. 15:
"3. Utility data showing various txansactions
between Pacific Gas and Electric Coumpany and
its subsidiaries, such as billings for facific
Gas and Electric Company services, pipeline
Tentals, and gas sales and purchases, weze
exgnmined and appear to be reasonable and in
oxder as stated by the company. Certain ofliicers
and employees of Pacific Gas and Electric Coumpany
devote various percentages of their time to
associated companies, This time is dilled to the
Tespective subsidiaries each month at the rate of
P2y of each executive or other employee."

Based on the foregoing evidence the Commission £inds that
10 adjustments to PGAE's revenues, expenses and rate base should be
wade in this proceeding by reasons of PGSE's twamsactloms with its
stbsidiaries,

Howevexr, in view of the request made by the Unlted States,
the Commission hereby directs its Staff sgain to veview the traas-
actions between 2GAE and its subsidiaries Stanpac and PGT, bhaving in
wind the contentions of the United States in this proceeding, and
file a report of such review and recoumendations. pertaining thereto
with the Commission in the mext proceeding involving an adjustuent
of PGSE's gas rates, .- |

VI Whzt results of operation during the test year 1973 at present
rates aund what additiomal xeverue requirememts are £air and
Teasondvle? '

- The £ollowing table shows the estimztes of results of
operation of the PGSE gas department for the test year 1973 ar gas
rates in effect as of November 24, 1571, which are recommended by
the Staff and by PGEE and those walch are adopted as just a2nd reason-
able by the Commission in this proceeding. -
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TABLE 1-
PACIFIC GAS AND ELECTRIC COMPANY
CAS DEPARTMENT RESULIS COF OFPEZRATION

AT GAS PATES OF NOVEMBER 24, 1971
TEST YEAR 1973

-

Tem Staff : Utility : 4dopted
' (Ooliazss 1n Taousands) |
Gross Opexrating Reveaues 586,549 § 586,33¢& $ 586,357
g%ratini Expenses | | ‘ |
st of Gas . 361.749 351,749 360,249

Sales ~ Promotion 1,801 1,801
Cthex Expenses 104,646 104,611 104,611
Wage Increase Adjustment _r&,%f 1.324) —Z%%%AT)
Subd Total Ol A 2O, ‘
Tanes Othee Than In 2372 32’598 357592

axes (o oy cowe oA 2 '
Sub Total 332,481 T 335,265 532,747

Taxes Based On Tncome (4,869) (6,785) (5,245
Tot2l Cperating Expenses 527,612 528,480 527,502

Net Reveaue for Returzn 58,927 57,85 58,855
Rate Base - Adjusted 1,021,067 1,021,480 1,022,547
Rate of Retwxn 5.77% 5.66% . 5.76%

The adopted operating results of PG&E at rates Lbeing
authorized herein axe surmarized 2s follows:

_ TABLE 2
Adooted Onerating Results

&t Autihorized nates
Cpexating Reverues $ 634,580,00C
Operating Expenses 552,774,000
Net Revenve for Return 81,806,0C0
Rate Base | - 1,022,547,000.
Rate of Return 3.C0% .

The estimated additional revemue required to increase
PGE&E's rate of retumm from 5.76 percent to 8.00 percent is
$48,223,00C.

-22-
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VII. Proposed rates.

A. Is PG&E's proposal to place curtailment of its steam-
electric plants on an equal basis with large interruptible
customers fair and reasonable? '

1. PG&E's Proposal and Position

Historically, when the gas supply was inadequate to
meet demand, PGSE curtailed its steam-electric plants before curtail-
~ing any other interruptible customers. PG&E had no object;‘.bn to '
doing this because the price of altermate fuel oil which was burmed
during periods of curtailment was approximately comparable to the
pr:.ce of natural gas.

- At the present time the price of £fuel oil hes increased
considerably beyond the price of natural gas. As & consequence, when
PGSE's steam-electric plants give up natural gas to burn fuel oil,
the cost of fuel is increased, and this cost is passed along to
PGSE's electric customers. The demand for natural gas on PG&E's
system will increasingly surpass available supplies in future years,
necessitating increasing curtailment of interruptible loads. PGEE
bhas proposed to place curtailment of its steam-electric plants
served under Schedules Nos. G-55 and G-55.1 on an equal basis with
the approximately 30 largest interruptible customers served under
Schedule No. G-53, including the proposed transfers from Schedules
Nos. G-56 and G-57. The rates for all these customers subject to
equal curtailment would likewise be equal. ‘

Under PGE&E's present curtailment procedure, in 1981 the
level of service is expected to be 62.2 percent for G-53 customers,
39.7 percent for G-56 customers, and 15 percent for PG&E's steam=
electric plants. Under PG&E's proposed curtailment procedure, the
level of sexvice for both Schedule No. G-53, including transfers from
G-56 and G-57, and steam-electric plants, would decline from $8.4
pexcent in 1972 to about 40.3 percent in 1981. The tightening gas
supply situation will require large intexruptible customers to use

-23-




alternste fucl supplies, thereby increasing their costs, uadex eithes
the present or the proposed curtailment procedure. They are going
to khave to make provision for oil traasportation and storage of
fuel and provide for whatever air pollution facilities are required.
2oth the large interruptible customers and PG&E will
have increased “swing" problems, i.e., fluctuations in annual alternate
fuel requirements, caused by warm as opposed to cold years. PGSE
will have additional “swing" problems arizing from differences Im
wet years when PGSE's hydro facilities are able to provide more power
as opposed to dry years when PGSE has to depend more on fossil fuel
plants. , L
0f the approximately 30 largest interruptible customers
affected by curtoilment, eight sre cement plants which do not have
to use low sulfur fuel oil to meet existing air pollution comtrol
requirements because virtually all of the sulfur in the oil is
absorved in the product. In addition, seven of these 3C largest
intexruptible customers axe oil refineries which presently comsume
approximately 40 pexrcent of the volume of gas supplied to the 30 ox
$0 laxgest interruptible customers. As PG&E has to obtain fuel oil
from such refineries these customers are at no greater disadvantage
than PGSE in obtaining aiternate fuel. As the demand for low-sulfuxr
fuel inmeresses, additionzl refinery capacity may heve to be buwilt for
desulfurizing high-sulfur crude oils. -
PG&ETs interruptible gasc customers have seccess o sueh 2
relatively good supply of gas that the proposed curtailment procedure
will not place them in 2 pooxr competitive posi tion. Tke level of
sexvice in Southermn Californiz is not as favorable as in Nbr:nern
lifornia. The situstion that has caused PCEE to prOpose 2 new
curtailment procedure is nationzl in scome. '
PG&E contendo that its promosed curtailment procedure ic
the most equitable metiod of shaxing gas supplies. Under‘PC&u‘” “
present curtailment procedure, the large 1nter~upt;b*c cu5uomers

Y
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will suffer increased costs and increased inconvenience as their.
level of cervice declines. Under PG&E's proposed curtailmext
procedure, these customers will be bearing a share of an additional
¢ost which under present cuxtailment orocedures would be oome by
PGE&E's electric customers.

PGSE has accepted the proposal of the Commission Staff to
limit Schedule No. G-50 to customers whose total :equiremcntfdoeS]not
exceed 24,000,00C therms per year to preclude intexrruptible custoxers
from chifting to avoid curtailment. G-53 customers whose uségef. =
ary month drops below 2,00C,000 therms by reasom of curtailment will
be paying less for gas on Schedule No., G-53 under the Staff's pro-
posed xate of 4.36¢ per therm ‘than undex the present Schedm.e No.
G-53. |

PGE&E contends that the proposed curtailment procedure-
will not have an adverse impact on air quality. PGEE points out that
under either cuxtailment procedure the interruptible customers will
have increased costs in order to meet whatevc:: air pollution contr rol
zeguletions govern the burning of fuel oil. The situation is nmot
one wbere the interruptible customers are going frow gas to oil, m..t
one where they are-going from scme oil to more oil. '

The concern of the Legislature has been to comoat aix
pollution within air basins by establishing ambient air quality
standarxds. PG&E comtends that a stean~-electrie plant in a basin
enitting more pollution into the atmosphere than 2 numbder of smaller
plants in the same basin will have z greater impeact oa the ambient
air quality in the basin than will the number of smaller industrial
boilers, although the smaller industrial boilexs may have m.ghez'
meximum ground level concemtzations of pollution at hypothetical
points where the maximum is measured. PG&E also points out that
vecause the PGEE steam plants operate zt such higk tempe*&tures, they
wiil produce more oxides of anitrogea per umit of fuel than wiil the
smaller boilers. Hemea the oxides of nitrogen emissions Zrom the
controiled PGEE boiler could 3zill be higher than such e:nissidn s
from comtzolled smailer boilers consuming the same guentity of fuel.

" -25-
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PG&E contends that the Friends of Mammoth case is not
applicable in this proceeding, because the decision in this proceeding
will have no significant impact on the enviromment of the State.
PGS&E suggests that PGSE and every industry in this State burning
fuel oil is going to have to comply with the local air pollution
rGQua.rements which are designed‘to avoid any sxgnzfxcant impact
on the enviromment.

PG&E hes pointed out that the comtractual provisions in
the interruptible contracts which require the intcrrup.:ble
customers to use gas if gas is available make it difficult for these
customers to contract for an alternate supply of fuel oil. PG&E
has suggested that if its curtailment proposal is authorized by the
Commission that PGEE be required to submit a proposal fox modifica-
tion of such exclusive use provisions in its contracts within a
specified time after the issucnce of the‘Commission'decisiOn;

PGEE points out that if California Ammonia and Valley
Nitrogen, which use about 67 percent of the gas they purchase £xom
PG&E as a raw material, are allowed to continue om Schedule No. G-50
and thereby avoid their share of curtailment, tken the othex inter-
ruptible customers must bear that share of curtaiizent.

2. Staff Position

The Sta2ff supports PG&E's curtailment proposal. The
Staff points out that in prior proceedings the interruptible industrial
customers have contended that value of service considerations oaéed
on the cost of alternmate fuels justified lower rates. Now they
contend that the economic impact of the cost of alternate fuels is
such that the high levels of interruptmole service previously -
enjoyed by them should be continued. :

The Staff's proposal to limit G-50 customers to those
whose requirements do not exceed two million therms per month is in
accordance with a previous direction to Southern California Gas

Company in Decision No. 30430, issued August 29, 1972, _n.Applxcatxon
No. 52596.

.
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The Staff contends that the Friends of Mammoth case
is 2ot gpplizable to thiz proceeding because rates and not projests’
axe the subject matrer.

The positior of the raw product type interzuptible
customers in this proceeding is that wmder the proposed curtailment
policies the cmmonia plants will have to shut down and that Cali-
forniz agriculture will suffer a fertilizer shortage in consequence.
This “doomsday” position must be coantrasted with thelr positicn one
yeax 2go to the effect that without special rate consideration the
ammonia plants would be forced out of busizmess because of competition.
The Staff contemds thet it is not the Commission's responsibility to
provide economic advantages for an industry such as ammonia produc-
tion. Their alleged »light can best be solved by the Legislature;
not by this Commizsion throusk a subsidy extracted from the
electric customers. -

In Decision No. 57455, in Application No. 40321,
Cetobexr 15, 1953 (unreported), im which interruptibic sexrvice to
California Ammonia was first authorized and which exempted the custoxm-
er Zrom providing standby facilities, cxdering paragraph 2 provided:

“2. Applicant 2nd customer skall join in a

written stipulation which shall be £iled with

this Commission prior to the coxmencement of

acy sexvice under this oxdex, whick stipulation

skall provide tkat wnder no circumstances will

customer request nor applicant provide gas cerv-

Z¢ce To customer foxr the facilities covered oy

the oxder wader am interruptible schedule with

pricrities of curtailment Jiffering inm any

m2aner from any other interruptivle custoner

served under tne sane schedule during the pexiod
cevered oy the agreemeat.”™

PG&E wroposes to reduce its level of gas storage iz
order to provide gas to interruptidlc customers. The Staff recosmeods
that PGEE De directed not to use gas im storcge to provide service
to the intexruptidbles to the extent that the net cffect of such use
is to reduce the emount of gas that PGSE has in storage.
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Rotation of curtailment ks been in use in the past
and has cpparently been satisfactory to the customers affected. It
is Impzactical to reduce deliveries in part to all interxruptible
customers to effect a minor curtailmeat.

The curtailment rules should not specify the needed
standby facilities that may be required. It is the customer's buxden
to provide whatever facilities are necessaxy to use the 2lternate
fuel waich he selects. | |

3. CMA Position .

QA states that the proposal to lower the priority
- of sexvice of the larger interruptible customers to that of PG&E's
own steam-electric plants presents the most significant issue
confronting tiie industry in meny years and conteads that the pro-
posed change in curtailment policy is against the public interest.
CMe. recognizes that contiruation of the present priorxities will mean
higher electric rates thaa would the pxoposed change. The increase
in electric rates will affect substantially mere of the membexs of
QA then would the proposed change in cuxtallment. Nevextheless
CMA tzkes its positioz on the curtailment issue because it contends
it is based on sound principles and is in the public interest.

For customers served in 1974 om Schedule Neo. §G-53 there
will be 98 perxcent satisfaction umder present policy as compared
to 73.4 perceat satisfaction umder proposed policy. Curtailmeats
will inevease vntil as projected inm 1931 satisfaction wnder present
poiicy is only 62.2 perceat. The projected low poiznt of 37.4 mexcent
for satisfaction under the proposed policy occurs in 1975. .

' The projected deficiency in ges supply will require
sudbstantial increases In use of fuel ofil, ceme with high sulfer
conteat. The pxesent suppliecs of low sulfur fuel oil on the Pacific
Coast are imported from Indonesia and Alaska and are virtually all
comuitted to existing markets. Creation of refinery capacity for
desulfurization would vequire three yoars, end no refinery has
anrounced its intention to instell such cecpacity. Someone is going
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to have to burn high sulfux fuel oll in 1974 and 1975, and it

sbaould oe PGS&E. Under the presert priorities, curtailment would 20t
be so great that much of industry could mot use diesel oil or obtain
adequate quantities of iow sulfur oil. Under existing priorities,
1L desulfurized oil decame availzble in 1976, industry may not be
faced at all with the problem of how to burn high culfur oil. Under
The proposed priorities there is a strong likeishood that both PGSE
and 4ts customers would have to fimstall control equipzent.

Alternate fuel supplies are more "eauu.ly availabie o
PGSZ than to industry and at a much lower cost. PGSE hes a much |
greatex ability to coantract for oil supplies than do its induserial
customers merely frow the size of its market which will juotn’fy
refinery in meking capital investment to supply that market. While
PGSE is mow looking to its fuel supplies through 1679 tc 1986, its
customers are having a difficult time obtaining commitments for aay
oil supnlies beyoad 1572.

PGSE’s steam~electric gemerating pleats aze all located
on waterways whexe oil deliveries cam be made by barge oxr tanker.
There Ls no way that industrial plants which zust take oil deli very
by Land car obtaia deliveries of oIl at prices as iow as PG&E can.
Adequate facilities do not now exist to provide growad tranSportation
fox the amounts of oil required under the forecast by PGSE if the
priorities were to be revised. New facilities wouid have to be
coastructed bdefore any significant deliveries of low sulfur oil could
be made by land. a

it is more efficient to uvse gas for cn.rect keat
processes than for eclectric generation. Tke assigmment of gas sup=
plies to their most efficient uses would requixe a denial of the
proposed change Inm priority. It is incomsisteat for PGSE =o Xy to
persuade ftc domestic customexs to use moTe gas for heating Imstead
of electxicity im oxder To comserve gas aad 2t the scme time for 2C&E
to TXy to take 3a.§ away from irs industrial customexs o use for
electzic gemexatiom. ‘ ‘
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01l can be uced in PG&E's stean plants with less impact
on air quelity than use in industrial boilers and heaters. PG&E’s
plants have higher stacks and their levger boilers produce 2 plume
with a nigher heat content and more buoyancy than do the smaller
industrial boilers and heaters. The result is a much greater dis~
pexsion of pollutants into the uppef atmosphere and lowexr ground
level zoncentration of pollutants. A4 250 Mw plant with 2 350-foot
stack could successfully burm oil with a 2.5 percant sulrur content
aad produce no greater ground level concentration of sulfur dioxide
than would result from burning the same amount of .5 percent sulfur
oil in five Mw plents witk the same stack beight. A Ctypical PG&E

- steam-clectric plant while burning 12.5 times the fuel oil as a
neighboring industrial plant witk smaller boilers and stecks 1/4 as
high would produce ground level concentrations of pollutants less
than 30 percent of those caused by the industrial plant.

The history of exdisting priority cla.ssificatiéns' justify
their continuance. : :

The proposed restriction on changimg rate scheaules to
avold curtailment should not be zpproved. For zt least several
yeaxs the supposed need for such a restriction would not exdist if
priorities were to remein the same 2s at present. Only if the
pricrities are changed is the problem presented.

The counsel for CMA stated that CMA is not tak:.ncf, the
position that the Commission must issue an enviroumental impact
repoxt prior to chaonging the rules of PGSE pertaining to curtzilment,
but that ke personally is of the opinion that a very strong case
caz be made that there can be no change in curtailment prioxities
without the issuance of a2n envirommental impact report urnder the
State Zavirompental Quality Act. Ee 2lzo suggests that consuitation
with the 3ay Axes Pollution Control District mzy be requir'ed. under
te State Envivommental Quality Act beforz the oroposcd cnangc‘.. in
cuxtailzent reles could oe adopted.
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CMA joins in PGSE's suggestion that the Commission
direct PGSE £o propose z revision of the exclusive use contract
provisions to emable the interruptible customers morc easily ©o
contract for alternmate fuel oil supplies. CMA would urge such
revision even though the preseat curtailmeat rules are not changed.

4. Desert Customers Position |

The Desert Customers contend that the proposed curtaile
ment policy is discriminatory, burdensome, and contrary to pudliic
policy. Ever under the present curtailment policy, the level of
sexvice for the desert customexrs will declime to S1.7 percent in
1974, 64.4 pexcent iz 1977, and 43.6 pexcent in 1980. Under the
proposed curtailment policy, the level of service will decline to
73.% pexcent in 1974, 49.2 percent in 1977, amd 42.9 percent in 1930C.

The Desert Customers contend that the buxden which would
be imposed or them by virtue of PGSE's curtailment proposal ramges
from $350,000 in the test year 1573 to 511,540,000 in 1977. PGS,
however, points our that the $11,540,000 figuwe Ineludes 58,370,000
in increased fuel costs that the Desert Customers must face at.
present gas rates without any change In cwrtailment procedcre.

In 1977 PGSE steam-electric plants would save
$25,000,000 wader its proposed curtailment procedure. The Desert
Customers cemtend that although they comswme orly 15 nercent of the
' amount of gas coasured by PGSE's steam-electric plamts and less then
6 pexcent of all iInterruptibie gas, they will bear 50 pexcent of the
durden from which PGIE's steame-clectric plants will be relieved if
its proposal is approved. : o

The Desert Customers point out that wmder both the
piesent and proposed curtailzeat procedures they will De competing
for delivery of fuel oil 2t a relatively remote location, and they
contend that PGEE is better able to deal with lower levels of service
thar they ere. Shifting additiongl curtailmeat :o'smaller,'cutlying
loads iz comtrary to gocd dispatching. -
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Up to the present time both the desert customexs and
the G-53 interruptible customers have been recelving essentially
a 100 percent level of sexrvice. BHence, the Desert Customers contend
that they should continue to have a rate below the G-33 rate, but
be placed on equal priority with the G-53 customers, both retaining
priority ovexr PG&E's steam-electric plants.

5. Southwestern Cement Position

Southwestern Cement points out that although PG&E
has made no firm commitment as to rates, by contractual provisions
it has bound itself to an interruptible priority for its steax
plants below the priority of Southwestern Cement. Southwestern
Cement acknowledges that the Commission on its own initistive wmay
wodify the contractual provision with respect to priority of inter-
ruption but urges that the Commission not countenance a repudiation
by PG&E of its comtractual oblxgatzous through its. applzcation for
an increase in rates.

6. Calamco Position

Ammonia producing capaclty of Califormia plants has
been reduced to 750,000 tons per year by the shutdown of three
plants. Ammoniz is in short supply in Califormia and woxrldwide.
Ammonia costs £rom $35 to $40 per ton fO‘oh;p from the Gulf Coast
to California. That freight cost is equal to the costs toAproduce
a ton of ammonia in California today. Thexre are perhaps two vessels
in the whole United States that are legal for the del*very of
ammonia within the United States.

Ammonia plants use about 1/3 of the natural gas they
receive as a source of fuel and the remaining 2/3's as a raw material.
Neither of the nitrogen producers appeariag in this proceeding have
standby altermate fuel storage facilities. The Commission permitted
this deviation because there is no substitute for natural gas as a
raw material for these plants, and, therefore, standby facilities
would serve no purpose. To convert the Calamco élant to use an

alternate fuel and to provide storage facilities for the fuel would
‘cost at least $2,000, 009.
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It i{s expected that G-53 customerS'wmll be curtailed
39 pexcent in 1975 while G-S5C customers will be curtailed only
.2 percent. Ammomia plants are damaged by repeated shutdowns. It
takes about 100 hours to get back into full production from a cold
staxt, and about 145,000 therms are wasted. ‘If the nitrogen pro-~
ducers are compelled to stay om G~53, they claim that they will be
out of business when the curtailment gets to 40 percent in 1975.

Calamco uxges the Commission to permit nitrogen
producers to continue to use Schedule No. G-5C without the require-
ment that they be subject to the curtailwent provisions of Schedule
No. G=53 for three years from the date of last service under such-
schedule. Under revised Schedule No. =50, Calamco will pay PGEE
approximately $1,757,000 for 36,000,000 thexms per year as compaxed
to $1,569,000 undexr revised Schedule No. G-53. Calamco and Valley
Nitrogen use ounly about 2 perceat of the gas now sold under Schedule
No. G-53. | o o

Calamco contends that PGEE shouid be given the widest
latitude in developing and administexing curtailment poli¢ies so.
long as the annual curtailments do not reduce the gas supply delow
the customers' 1972 requirements. The fact that curtailment is
rotated among customexs or that customexs are placed in dlfferent
groupings that are curtailed at different times can. conserve‘gas
by permitting a more efficient curtailment.

Calamco points out that in Midway Gas Co., 17 CRC 761
(1520), this Commission held that only such industries as can use
o other fuel will be given preferxence.

7. Valley Nitrogen Position

Natural gas is the only raw material available and
feasidle for the production of ammonia. The intexxuptible schedule
proposed for ammonia plants would waste huge amounts of natural gas.
At the Valley Nitrogean plant 65,00C therms o natural gas are wasted
in the start-up process. Unless the proposed curtailment rules are
rejected, Valley Nitrogen claims it will be forced out of_bus;ness,v
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Valley Nitrogen argues that a gas user hdﬁiﬁg'no way of
substituting an alternate substance is entitied to a higher priority
than a user which can substitute another substance. Both the Con-
stitution of the State of California and the Pubifc Utilities Code
place the primary responsibility for allocating scurce gas upon the
Public Utilities Commission and not upon the legislatuze. The
Commission’s job is to allocate the scarce gas in the public interest
and in a non-discriminatory manmer. .

Valley Nitrogen requests the Commission to impose a
‘grandfather provision which would permit Calameco and Valley Nitrogen,
both of which are presently on Schedule No. G-5C, to continue using
that schedule but which would not permit new enterprises using
natural gas as a raw material to avail themselves of the G-50 schedule.

3. San Francisco Position |
c San Francisco contends that the proposed curtailuent
rules are fair and equitable to 2ll gas customers as well as bene-
fiting to the electric customers. ‘
S. United States Position
The United States contends that:

a. PGEE should never interrupt a customer paying
wore per therm when a customer paying less
per therm is still being served.

b. PG&E should be required to curtail service, when
necessary, within each group all at the same
time and should not be permitted to rotate
curtailment of service from customer to
customexr within a group.

PG&E should be required to curtail its own
electxic power plants prior to any other
curtailment. 7This would assure that PG&E

would not curtail service wmtil it is actually
necessary.

Proposed Rule No. 21 should be amended to
spell out in detail what type of standoy fuel
facilities are required and should specify
the number of days of fuel storage required
for each interruptible rate schedule.
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10. Resolution of the Issue

PGS&E's proposal to placé curtailment of its steam-

electric plants oz an equal basis with large interruptible. cus toners
should not be adopted.

Historically PGSE has emjoyed the bemefits of the
present curtailment rules. When gas was not available, PGSE used
the alternate low cost fuel oil. The level of PGS&E's rate for gas
used in its steam-electric plants was established in the light of
the relative priority for curtailment under PG&E's rules. The
curtailment rules should not be changed just because the relatiomship
between the price of gas snd the price of fuel oil has changed.

Under either the proposed curtailment rules oxr the
preseat curtailment rules, PGSE will have to imstall additional
storage space for alternmate fuel oil. PG&E's plants are already
designed to meet the anti-pollution requirements of the local
authorities and to burn low sulfur oil. Under the present priorities,
for several years curtailment will mot be so great that much of
industry cammot use diesel oil or obtain adeguate quantities of low
sulfur oil. Under existing priorities, if desulfurized oil becomes
available in 1976, industry may not be faced with the provlem of
how to burn high sulfur ofl. Under the proposed priorities there is

o)

2 strong likelihood thzot both PGEE and itc customers would heve o
instell control equipment,

Alternate fuel supplies are more readily available
to PGSE and at a much lowexr cost than to many of its large intex-
ruptible customers. PGS&E's steam-electric generating plants are
all located on waterways where oil deliveries can be made by barge
' ox tanker,

PGSE's plants bave higher stacks and their laxger
boilers produce a plume with a higher heat contemt and more
buoyancy than do the smaller industrial boilers and heaters. The
result is a much greater dispersion of pollutants into the upper
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‘atmosphexe and lower ground level concentration of poilutants. The
record does not contain sufficient information to enable the Com-
zission to determine the ceomparative ambient 2ir quality in eny
particulaxr air basin which would result under the present curtailment
rules and the proposed curtailment rules.

PGS&E has not sustained the burden of proving that the
proposed curtailment rulies should be adopted.

Calamco and Valley Nitrogea should dbe authorized to
coatinue om Schedule No. G-50 even though their total requirements
exceed 24,000,000 therwms per year because zpproximzstely 2/3's cf
the gas they purchase is used as a raw material in the manufacture
of axmonia, and there is no satisfactory substitute for naturzl gas
as a raw material for these plants. California agriculture has 2
critical ne=d Zor the ammonia waich is produced-by'Calamcc\and '
Valley Nitzogen.

PGEEts proposed Rule No. 21 will be revised to vrovmde
that all interruvptible customers shall be classified as follows:

Group 1l: PGSE which is served under Schedules
Nos. 5:55 and G=-55.%1.

Group 2: All customers served wder. Schcdules
Nos. 56 and u-57

Groun 3: All customers served umder Schedule
LEO - \7-53. .

Gro: : All customers sexved under Schedules
Nos. G:SO and G~51 who have recuired or will
Tequire more than 1,20C,00C therzs in any
consecutive 12-Tonth perlod

Gzoun S5: ALl cus~ome s served wmder Schedules
Nos. ¢~50 zad G-~51 not in Grouvp 4.

Tae approvrizate Inmterruptidle schedules will provide
that customexs otker thaa Calamco and Velley Nitrogen whose total
aonuel gas requirements equal or exceed 24,000,000 therms should be
required Lo be served under Schedules Nos. G~55, G- 55.1, 6~55, C~- ~57,

-~

oz G=53, and the cuszomers served wder such schedu¢e¢ should not be
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permitted to transfer to any schedule other than the one under which
they are served so lozng as - their totzl annual gas requirements equal
or exceed 24,000,000 therms.

PG&E will ve directed not to use gas in storage to
provide service to the interruptible customers when the met effect
oX such use would be To reduce the amownt of gas that PGEE has in
stoxcge. : | | |

It is impractical to reduce gas deliveries in part to
all interruptible customers to effect a minor curtailment. Rotation
of curtallment of service from custower to customer within a group
can conserve gas and should continue to be used by PGSE.

The curtagilment rules will not specify the standdby
facilities that may be required. The customer should provide
whatever facilities are necessary in order to use the alternate fuel
which he selects. ,

PGSE will be directed within sixty days to propese &
revision of the exclusive use contract provisions which reguire the
Interxuptivle customers to use gas if gas is aveilzble. Suck revision
is necessaxy to emcble the interruptible customers moze easily
to contract for the alternste fuel supplies which thev will need
as 2 resuit of the curtailment of gas. _

3. Are PGSE's proposals to withdraw interruptible Scheduie
¥o. G-56, which applies to the Desexrt Customers, and |
interruptible Schedule No. $-57, whkich applies to Souzzern

lifornia Edison Company's steam-electric plent near
Daggett, fair and reasconable?
1. PG&E Position

PG&E proposes to cancel Schedeles No. G6-56 and No. G-S?
and to place the customers presently served cn these schedules on
Schedule No. G-53. In supoort of this proposal, PG&E con:enc:s
existing conditions no longer justify a rate lower for Desext
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Customers than for other large interruptible customers. Fuel oil is
no longer competitive with gas. In Decision No. 56967 dated July 9,
1958 the Commission maintained a lower rate for the Desert Customers
than for other intexruptible customers because of competition from
fuel oil and because it cost less to serve the Desert Customers by
reason of their closer location to the source of supply. At that
time the relative proximity of the Desert Customers' load to PG&E's
principal source of supply, E1l Paso Natural Gas Ccmpany, permitted
mainterance of a higher load factoxr on gas puxchased from El Paso

to secure the lowest possible cost for all gas from that sourxce.
Undex Schedule No. G-53, other large interruptible loads (over three
times the sales to the present Desert Customers) have developed else-
where on PG&E's system which now contribute in exactly the same
manner as the Desert Customers' load to maintain economic utilization
of sources and system capacity. '

PGSE points out that the Desert Customers will continue
to receive gas through the transmission facilities for which they
have paid at rates, either under Schedule No. G-53 or No. G-56 whn.cb
compare extremely favorably "with altermative fuel costs.

2. Staff Position

The Staff contends that the Desert Customers are seeking
the continuance of a favorable rate treatment oxiginally justified
but presently unwarranted, The Desert Customers' cost allocation
studies are based on peak responsibility methods of cost allocat:.on
which have never been acceptable to the Commission. -

The Staff claims that due to the plpeline d:.st:ance
between the G-56 customers and the heart of PGSE's system in the
San Francisco Bay Area, a2 suddenm increase in demand in the lattex.
area cannot be met by a curtailwment of G-56 customers, since the zas
flow has already passed the G-56 customers' tap. The gas already
taken by these customers cannot be directed to the Bay Area.
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3. San Francisco Position
San Francisco contends that the proposal to climinare
the G-56 schedule and to include the Desert Customers or the G-53
schedule is fair and reasomable to all gas customerxs.
4. Desert Customers' Position
- As a group the Desert Customers will require 4C,C00
MMef of natural gas in 1973 of 2 total interruptible load of
605,000 Micf. This compares to 170,000 MMef required by other lexge
interruptible industrial customers om Schedule No. G-53 and 250,u00
Wef required by PGSE's steam-electric plents. |
‘The Desert Customer contracts with PG&E’have sene*ally

provided:

a. The customer is to purchase its total fuel
requirements from PGE&E to the extent intex-
ruptivle gas Is available.

b. The customer is to pay for such interruptible
gas at base rates lower then those accorded
to other jaterruptible custowmers having
higher nriority.

Certain of the Desert Customer contracts bave required the customers
to pay for the comstruction of transmission mains from PG&u's Main
No. 300 to the customer’s plant. o

The Desert Customers contend that there is nc justi-
fication for canceling Schedule No. G-56 and placing the Desert
Customers or Schedule No. 6-53. Since 1958 the Desext Customero have
paid rates gveraging 2 percent below those charged the large inter-.
Tuptible customers on Schedule No. G-53. ,

The Desert Customers comtend that costs of serving thex
have not increased as much as for other customer classes. Tn the
Lignt of increased costs of alternate fuels, lower levels of sexviecc
will subject imterruntivle customers to»hnge* total fuel costs and

thexeby magnify cthe impact of increased gos rates. Tae Desert
Customers are captive customers of PGSE. |
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The Desert Customers contend that the Staff’s proposal
for a single biock rate cowpounds the inequity, as the single rate
gives no recognition to either customer size or load xactor, except
through the minimum charge. The Desert Customers point out that in
proposing an avexage 16.36 percent increase for £ira industrial
customers, PGSE eliminated about half of the existing rate diffex-
enticl between firm industrial and gemexal service customers so as
not to burden the £irm industxial custowers with too great an inecrease
at one time. Nevextheless, PGEE proposed a lessex percentage inerease
for G-53 customers than for the Desert Customers.

Tke Desert Customers comtend that the design peak day
method of cost allocation is the only method which emables the
Coumission to measure chauges in cost of service sinmce the last rate

proceeding.

Exhibit No. 38 shows the marg;.i.n of profit based on cost

allocation to be 12.97¢ per decatherm for regular irnterxuptible |
customers 2nd 6.74¢ per decatherm for the Desert Customers. The
De.;cr* Custemers claim that margin does not measure the benefit to
systewm derived from sexrving a particular class, but that the
bene":s.t to tae system genmerated by sexviee to a particular class is
measured dy relating margin to investmen At rates pzoposed fer the
est yeaxw 1973, & 13.8¢ per decatherm ma...gin on serwvice to the Desert
Cus*ome*s will xesult f£xcm an iavestment with carrying chaxrges of
only 94, yielding a zate of return of 1S5.5 6 pexrcent, This compares to
2 16.58¢ per decathera maxgin on service to the other :.n.te:ruptible
classes, on an investwment with carxying charges of 34¢, or 2 xate of
xetun of &4 pexcent. Apart from rate of retn, the Desext Cuotoc:ecs

oatend they provide a substantial 'benm.:.t to firm sexvice cc.stomeru
by vixtue of a relative load equation. ' !
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5. Resolution of the Yssue
We £ind that the Schedules Nos. G-56 and G=57 should
w0t de withdrawn. The zates authorized for Schedules Nos. G-~56 and
G=57 will be lower than those authorized for G-53 because the
customexs sexved under Schedules Nos. G-55 a=d G-57 will be cuxta;;ud
vefore the customers served under Schedule No. G-53.

C. Are PG&E's proposed interzuptible rates fair and reascnable?

PGSE contends that the changed circumszances and factoss
which suppoxt PCSE's proposal with regavd to the Desert Customers
also suppoxt PGEE's proposal with reference to fmter-uptidle rates
genexrally, which have been depressed because of competitive fuel
costs. The Staff supports PGSE‘s zpproach to interruptible rates
and points out that the cost of alternate fuel exceeds the rates
proposed by PG&E. Both PGSE and the Staff argue that cost alloca-
tions are only one factor to be comsidered in fixing rates and that
PGAE's proposal is based on a consideration of all the factors.

PGEE points out that if interruptible industrizl rates
and costs as presented by CMA im 1555 in Exhibit No. 23 of Applicatioz
No. 36635 are used, it would reveal that interruptible: induvstrial
Tates were 45 perceat higher than costs in 1955 compa*ed zo 4C pemeent
uder PG&E's proposed ratec in this proceeding. This indicates
that Interwoptibie sexvice is of lesser 2fit to f£lrm customers
toan 17 years ago. PGEZ argues that since there ave no limiting
value cczziderations at this time, it makes little semse to perpetuate
3 lesser benefit from interruptible sexrvice at 2 time whez nctural
ges is in shoxrt supply. o

CMA contends that the proposed rates would require inter—'
ruptible customers to pay for increases in cost of serving gemeral
sexrvice customers. CvA points out that under the extreme peak day
zmethod the cost of serving interzuptible industria’ cusromers kas
incressed ouly 1.9 pexcent of present rates waile the cost *or general
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service customers has increased 22.0 percent. The anauval average
day method allocates decreased costs without regax<d to the inter-
ruptivilicy of soze classes and the Sirm xights to sersvice for
othexrs. No allocation method wmore unfavoradbly to interruptibles
has been suggested. Even under this method, the increzses in cost
of serving interruptibles is less than derived under the ratxonal
spread suggested in the table below. : 5
CMA contends that on a basis of a rational spread_of cost

increases to customer classes, the following increases im revenus
for each customer class are required: |

General Sexvice 3Z§¥%73' I’ESFZ“

Firm Indugtrial 982 6.35

Intexruptiole Iandustrial 10,911  6.74

Steam-electric Generation 6, 836 7.05
Resale 348 6.38

$68,753  11.77%

CMA also axgues that for years rates for reguiar‘intez-_
ruptible cervice have been zet at high leveis in relat sion: to cost
in recogrnitien that curtailment kas been smzll. Now that g:ow:ng-
demands of £irm customers will czuse greater curtailment, it Is time
that the subsidy of £irm service by interruptible customers be.reéuccd,
not increased.

The increases in intexruptible rates to be zuthorized In
the oxder which follows are not based solely oz a considerztion of
cost studies but are also based on 2 a2 consideratior of other factoxs
in the record justifying the imcreases im the interzuptible rates..
The xates avchorized for the various classes of interruptible
customers tzke into conmsideration tke curtailment prmo*:“xes whick
presently exist and which have been contimuved in the wvars oas _nce"
*uptdb e schedu¢e¢. '
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D. Are PG&E's proposed f£irm industrial rates fair and
reasonable?

PGS&E proposes an overall increase of about 16.4 percent
for firm Industrial sexvice or 4.6 percent wore than the average
proposed increase for all gas service. Lower rates for firm ,
industrial service than for gemeral service were introduced 40 years
ago to make natural gas more competitive with oil as a fuel for
industrial use. At the present time the relatively high price of
oil has taken it out of competition with gas. The increase proposed
by PG&E for firm imdustrial serxvice iz to eliminate about one-half
of the differential between firm industrial service and gemeral
sexvice schedules. The utlimate objective is to transfer the
existing firm industrial customers to general service schedules, thus
eliminating a differential which PGSE claims is no longer justified.
The Staff approves of PG&E's approach to increasing the rates for
the firm industrial customers. The Staff points out that the Com-
mission has repeatedly refused to rely solely on cost studies in
allocating increases in gas rates to the various classes of service.

CMA argues that the elimination of competition is mo basis
for raising a rate unless the existing rate is depressed by the
prior existence of that competition. CMA contends this is not txue
with regard to the firm industrial rate.

As the existing firm industrial rate exceeds the cost of
sexving the class under all methods of allocation, CMA claims it
is discriminatory to increase the firm industrial rates by a greater
amovnt than the increase for any other rate.

CMA contends that an increase of 6.35 perceat based on
allocated increases in cost of service is entirely adequate for firxm
industrial service. | . | |

The United States contends that thevproposal ultimately
to transfer the firm industrial customers to the gemeral service
schedule is unfair and wmreasonable and argues that PG&E and the
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Staff have not given appropriate weight to the factors of cost of
service and relationsbip among the several classes of service.

The Commission agrees with PGSE and the Staff that the
spread between the firm industrial and the general service classes
should ultimately be closed. The increase authorized herein will
eliminate about one-half of the differential between the schedulev
for these two classes of customexs. '

E. Axe PG&E's proposed resale rates falr and reasonable°

PGSE contends that the proposed resale rates are falr and
reasonable. The cost of gas was spread to all rate schedules on
a uwiform cents per thexm besis. The balance was assigred primarily
on a percentage of revenue basis to the various classes. This
approach resulted in a system average increase of 11.8 percent and
an increase to the resale class of 11.8 percent.

Palo Alto contends that the proposed resale rate increase
{s wnfalr because it would provide an ailocated rate of return of
11.36 percent as oppesed to the 3.50 perceat proposed overail.
Furthexr, the unrecovered cost increase since the last genmexal rate
increase is cnly 5.0 percent for the resale customers but 12.2
percent for the system as a whole. These comparisons arc essentially
based on cost allocationms. Cost allocations to PGSETs own general
sexvice customers include transmission level costs and distribution
level costs, whereas cost allocation to Palc Alto iIs restricted to
traasmission level costs. Thus, there is no basis for meanimgful
cost allocation comparison. Although the increase proposed for
resale customers is only 11.S percent, there has been a 16.9 percent
increase In costs alloested to resale customers.

If Palo Alto passed the increase on to its customexs doilaw
fox dellar, Palo Alto customers would experiecce a lesser increase
then DGE&E’s general sexvice customers. Palo Alto's past practice
has been to mateh PG&E's xates. Thus, if Palo Alto follows its past
practice, it will recover revemues SC perszect in excess of its |
increased cost. EHemee, 1t may be argued that the inc*»ase to rﬁqoleu
customexs s teo low.
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The Staff points out that the dollar increase per customexr
is less for the Palo Alto customer (.64 cents per therm) than for
PGSE's general service customer (.96 cents per therm) end contends
that the increase proposed for Palo Alto is reasonable and certainly
s0 in relation to the genmeral service customers. Both PGSE and the
Staff point out that the Commission heretofore has not relied on
cost allocation concepts as an excluszve guide in assigning gas
rate increases.

Palo Alto contends that the proposed increase-in resale
rates is so grossly disproportionate that it will amount to a denial
of the equal protection of the law. Palo Alto also contends that
no greater rate of return should be collected by PGSE from Palo Alto
than from the system average as a whole. It argues that to permit
a higher rate of return is prejudicial and disavantaggous, in
violation of Section 453 of the Public Utilities Code, and wmjust:
and unreasomable in violation of Section 451 of tke same code. Palo
Alto urges the Commission to order PGSE to respread the rate of
return to be authorized to all of the resale customers at a rate
not to exceed the rate of return authorized for the systenr as a
whole or to fix such rates itself. _

Coalinga adopts the arguments of Palo Alto and mzkes the
same request for revision of its resale rates as that made by Palo
Alto.

The Commigsion will authorize an increase fn resale rates
for Palo Alto and Coalinga which will approximately equal the overall
percentage increase in the authorized rates of PGSE for tbe reasons
set forth by PGSE and the Staff, :

F. Should the rate spread incorporate modified Teverse raue

structuring? .

Siegel contends that modified reverse rate structuxzng
should be considered as a means to provzde an’ incentxve to«promo~e
efficient use of scaxce resources.
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The reduction in the block rates for imterruptible customers
to one block rate for each interruptible schedule and the curtailment
of the gas supplies to be offered to the interruptible customers
provide an appropriate fncentive and proper allocation for efficient
use of the gas supplies which will be availsble. It is not neces-
sary to resort to modified reverse rate'structuring in this proceed-
mg ° :

G. Should a minimum use rate be provided for low use customers?

Siegel contends that a minimum use rate such as the "life
llne" Tate in the telephone industry is urgently needed by low use
gas consumers. Under Schedule No. G-1, the minimum charge authorized
herein for two therms of gas per moath to & domestic customer ia San

Francisco will be $1.37. This rate is already low enough to qualify
as a "life line" rate for gas customers.

HE. Sumary of authorized increases.

The following table is a summary of the authorlzed in-
creases by class of sexrvice for the test year 1573 showing the
revenue estimates when the transfers are inecluded, and the revenue
estimates when the transfers are excluded. Because of the transfer
of Calameco and Valley Nitrogen from Schedule No. G~53 to Schedule
No. G-5C and the tronsfer of other customers which is contemplated
by reason of revision of interruptible rzte schedules, revenues
for regular interruptible customers, excluding tramsfers, have also
been sacwn to reflect more accurately the percentage increzses in
rates for the various clesses of regular intexrxuptible customers.
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TABLE 3

SUMMARY OF AUTHORIZED INCREASES
TEST YEAR 1973

t  Adopted : Revenue at Authorized Rates

: Revenues at  : Inecluding Transfers : Exeludin Transferg
Class :11-24~71 Rates: Total :incressc: % : Total :Incroase: o
of Service : S : M3 oz M : N - S - S

General, Service 305,967 329,544 23,977 7.84
Firm Industrial 16,467 18,57¢ 2,111 12.82
Resale 2,459 5,914 L55 _8.33

Subtotal 327,893 354,436 26,5L3 8,10

Regular Inter-
ruptible

G-50 0,276 78,451 8,175 11.63 75,858
G-51 3,196 3,467  27L 8.8 3,460

-

G-53 70,813 %,097 3,284 L.6L 76,27
G-56, =57 20,121 22,185 2,064 10.26 22,359
Steam Sale L1 907 &6 7.85 907
Subtotal 165,247 179,107 13,860 8.39 172,801
Stean Electric |

G55 91,850 99,581 7,731 8.2
G=55.2 1,070 1,159 g0 832

Subtotal 92,920 100,7L0 7,820 842
‘Totall Sales 586,060 634,283
Other Gas

Rgvenucz 297 257
Totel, Operating

Revenues 526,357 634,580
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Findings , ‘
Eased upon a comsideration of the recoxd herein the Com-
mission fiads as follows:

1. In this proceeding PGSE is seeking authorlzatlon for a
genexal increase in gas rates in the amount of $60,770,000-above
the rates in effect November 24, 1971, an increase of 10.4 percent.

2. A rate of return of 3.0 percent for PG&E's gas operations
is fair and xeasonable. A corresponding return on common equity
on the capital structure adopted is 11.83 percent.

3. The revenue estimates should be based on present rather
than proposed curtailment practices.

4. An estimate of $586,357,000 for gross operatinmg Tevente
for the test year 1973 at present rates is fair and reasonsble.

5. The estimate of $1,801,000 for sales promotion expense
during the test year 1573 is reasomable and is adopted.

§. The negative wage increase adjustment of the Staff of
$2,334,C00 based on a 5.5 percent wage inczease for § moaths imstead
of 2 7 pexrcent wage increzse for twelve moaths is reasonable and
should be adopted.

7. PG&E shouid be authorized to sdvance $3,000,000 per yeaxr
to NGC for ratural gas exploration. Of the $3,000,000 to be
advanced to NGC by PGSE during the test year 1973, $1,500, Cee should

be charged to exploration expense and $1,500,000 should be added to
Tate base 2s an investment by PGSE. '

8. It is reasomable that the econonic benefits, if any, of
PG3ETs gas and ofl explozation program thmough its subsidioxy NGC be
passed on to 2GGE's gas customexs as a reduction ju PGEE's cest of
gss. -

3. Tae original cost valuatiorn of the Mcbomald Island umder-
g=oumd storage ‘acility used by DG&E and the Staff I this proceeding

s falr and xeasomable and should be adonted. ' '

~43-
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10. No adiustments to PGE&E's xeveaues, expenses, and rate
~ base should be made in this proceeding by reason of PG&E's trans-
actions with its subsidiaries Stempac and PGI.

11. The adopted estimates in Table 1 and Table 2 of the
foregoing opinion of operating revenues, operating expenses, net
revenue for return, :ate'base,and’rate of return for the test year
1973 at gas rates as of November 24, 1971 and at authorized rates
are appropriate to determine PG&E's gross revenue deficiemcy wnder
present razes and should be used for that purpose.

12. PG&E's net revenue for return at gas rates as of
~ Novemper 24, 1971 from its operations during the 1973 test year produce .
a rate of return of 5.76 percent on a rate base of $1,022,547,C00. b///

~ 13. PGSE is in need of additiomal revenues, but the: increase¢
it Trequests would be excessive.

4. PGS&E is entitled to inereases of $22,551, 000 in annual
et xevenue for return to raise its test year rate of_return from
the preseat 5.76 percent to the 8.0 pezcceat hereinabove found to be
Teasorabie. o :

15. An increase of $48,223,000 in annual gross revenue based
upon the tect year 1973 is justifiad. Accordingly, PGSE should be
authorized to increase its existing gas rate levels to the extert
indicated in Appendix B hereto so as to yieid additioral amnual
gross revenues in the amount of $43,223,000 based upon the test
yeaxr 1573, :

16. The authorized increase is corsistent with Rule 23.1,
2ffective August 2, 1972, of the Coxmission’s Rules of Procedure:

2. The increase is cost-justified and does mot
refleet future inflationsry expectations;

b. Tke increase is the minimum required to assuze
contlnued adequate, and safe sexvice and o

provide S0 _Zecessaxy expansion to meet
futeze requirements;
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The increase will achieve the minz—um rate
of return needed to attract capital at reason-

able cost and not to impair the cxedit of
PG&E.

The increase does not reflect labor costs in .
excess of those alliowed by policies of the
Federal Price Commission; and

¢. The increase tazkes into account expected and
obtainable productivity gains.

17. All classes of service should bear a portion of the
required revenue increase of $43,223,000.

18. The rates authorized by this Commission as set forth in
Appendix B hereto reflect a fair and reasonable apportiomment of
the authorized increase in gross revenues of $43,223, 000 to the
various classes of sexvice.

19. PGSE's proposal to place curtailment of its steam—electric
plants on an equal basis with large 1nterrupt1b1e customers should
not be adopted. :

20. Calamco and Valley Nitrogen should ‘be auxhorlzed to con-
tinue on Schedule No. G-50 even though their total requlrements
exceed 24,000,00C therms per year.

21. PG&E's proposed Rule No. 21 should be revised to provide
that ail interruptible customers shall be classified as follows:

, Group 1l: PG&E which is served under Schedules
Nos. G~55 and G-55.1.

Gro + All customers served under Schedules
Nos. 5-56 and G-57.

Grog% ; All customers served undexr Sdhedule
o - -» n

Group 4: All customers served under Schedules
Nos. G-50 and G-51 who have required or will
require more than 1,200,000 therms irn any comsecu-
t:ve 12-month period.

Gro : All customers gserved under Scnedules Nbs.
C:Sg and G-51 not in Group 4.

=50~
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22. The sppropriate interruptible schedules should provide
that customers other than Calamco and Valley Nitrogen whose total
annvel gas requizement equal or exceed 24,000,000 therms should be
required to be served under Schedules Nos. G-55, G~-55.1, G-56, G=57,
or 6-53, and customers served under such schedules will not be
pexrmitted to transfer to any schedule other than the one wnder which
they are sexved so long as their total annual gas requirements
equal or acceed 26,000,000 therms.

23. PG&E should not use gas in storage to provide servxce to
the intexruptible customers to the exteat that the net effect of
such use is to reduce the amount of gas that PGSE has in storage.

24. PGSE should continue to be permitted to rotate curtailment
of sexvice from customer to customer within a class. :

25. The curtailment rules should not specify the standby
facilities that may be required. The customex should prov:‘.de what-
ever facilities are necesszry in ordexr to use the alternate fuel
which he selects. |

26. Schedules Nos. G-56 and G-57 should nct be withdrawn, &ad
/the rates authorized for these schedules should be lower than those
™ authorized for G-52 because the customers served under Schedules
Nos. G~56 and G6~57 will be curtailed before customers sexved undex
Schedule No. G-53. |

27. The increases in the mterrapt:.ble rates to be authorized
herein are based on 2 consideration of cost studies, competitive
fuel costs, the benefit to fixm customers whick results from PGEE'S
sexving the interzuptidle customers, and the curtailment prmor:.;ev
of the iaterruptible classes. The interruptible rates in Apoenaix 3
are fair and reasonable.

28. As the relatively high price of fuel oil has taken it out
of competition with gas, the spread in xatcs between the Firm
industrizl end the gencral sexvice classes should ultimazely be
closed. The increase in f£irm industrial rates authorized‘heréin‘wiil

-

-51-
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eliminate about one-half of the differential. between the schedules
of these two classes of customers and is fair and reasomzble.

29. An increase in PG&E's resale rates for Pale Alto and
Coaiinga which approximstely equals the overall pexrcentage incresse
in the authorized rates of PGEE is fair and reascmable. |

- 30.. The reduction in the block rate for interruptible customers
to one block rate for each interruptible schedule and the curtailment
of the gas supplies to be offered to the interruptible customers
provide an appropriate incentive and propver allocztion for efficient
use of tke gas supplies which will be available. It is not nccessary
to resort to modified reverse rate structuring in this proceeding.

31. Minimum use rztes are already provided for low use gas
customers. | | | o |

32. The estimated increases in revenues as set forth in Table 3
‘sbove resulting from the rates to be avthorized herein are fair and
xeasonable., :

33. The increases ir rates and charges and the ouhcr ta:1ff
changes authorized herein are justified.

34. Tbke rates, charges, and the other tariff changes aurbor-
ized herein are just and reasomable, and presemt rates amé charges,

insofar ac they differ therefrom, are for the futu:e unJust and’
mxeasonable.

Conclusions

Based upon a consideration of the record and the foregoing
findings, the Commission concludes as Sollows: .
1. The application herein should be granted to the extent

set forth in the preceding findings and in the following oxrder ana
in 2ll other respects should be denied.

2. PG&E should be oxdered to submit its agreement with NGC
Zor gas and oil exploration to this Commission for pproval.‘ ,

3. PGEZ should be ordered to keep the Commission and its staff
fully informed of the status of gas and oil development- FFdjects, the

ailocation of suspense funds of NGC to exploration expense aad to

“52-
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capital investment, and proposed new ventures under its gas and oil
exploration and development program by periodic special reports and
conferences, |

4, PGSE should be directed mot to use gas in storage to provide
service to interruptible customers when the net effect of such use
would be to xeduce the amount of gas PG&E has in storage.

5. PGSE should be directed within sixty days to propose 2
evision of the exclusive use contract provisions which require |
intermpt:.ble customers to use gas if gas is available in order to

enable interruptible customexrs more easily to contract foxr the
alternate £fuel supplies which they will need as a result of the
curtalilment of gas.

6. 411 motions counsistent with these £indings and conclusions

and the oxder herein should be granted, and those inconsi.;tent thexe-
with should be denmed

IT IS ORDERED that: \

1. Pacific Gas and Electxic Company is authorized to file
with this Commission, or ox aftex the effective date of this oxder,
revised taxiff schedules with changes in rates, charges, conditions, |
and rules as set forth in Appendix B attached hereto. Such £iling
shall comply with Genmeral Order No. 96-A. The effective date of
the revised xate schedules shall be one day after the date of \/
£iiing. Tohe revised rate schedules shall apply omly to service
rendered on and after the effective date thereof
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2. Pacific Gas aund Electxic Company Shall not use ges in
storage to provide service to interruptible customers when the nmet
elfect of such use would ve to reduce the amowmt of gas Pacific
Gas and Zlectric Company hes in storage. *

3. Within sixty days from the effective date of this ordew,
Pacific Gas and Electric Cowpany shall £ile a proposed revision of
the exclusive use contract provislons which require interruptible
customexs to use gas If gas is available in order to emable inter-
xuptible customers more easily to contract for the alternate fuel
supplies which they will need as a result of the curtailment of gas.

4. Witain sixty days after the effective date of this oxder,
Pacific G2s and Electxic Company shall submit its agreement with
Natural Gas Corporation Zox oil and gas exploration to this Commission
£or approval. | |

5. Pacific Gas and Electric Company shsll keep the Commissicn
azd its staff fully inforwed of the status of gas and oil developmen:
projects, the allocation of suspence Zunds of Natural Ges Corporation
to exploration expense and capital investument , and proposed new
ventures under its gas and oil exploration and developuent 'program
by £ilIing quarterly reports with the Commission on or before the
Swenty-fifth day succeeding the end of each calendar quarter.
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6. All motioms comsistent with the £indings, conclusions, and

oxder set forth above in this decision are granted, and those incon-
sistent therewith are denied.

The effective date of this order shall be twelve days after
the date hereof.

Dated at San Francisco
day of ___DECEWRER , 197.7 .

» California, this _,27%

Commissioners
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LIST OF APPEARANCES

Applicant: John C. Mowrissey, Malcolm E. Furbush, and Robert Ohlbach,
Attornmeys at Law, Lor Pacrfic Gas and Licctric CompaRy.

Protestants: Cheorles H. McCrea, Attornmey at Law (Nevada), for South-
west Gas Corporation; William M. Bemmett, Attorney at Law, for
Consumers Axise Now; Joan Pattersom, for Cemmuunity Neighbozs near
nis Home; Ireta E. Shuhoim, %or self; Rovert Demnis Soza, for
self; Richard T. Franco and Gilbert T. Graham, Attoimeys at Law,
San Francisco Neighoorhood Legal Assistance Foundation, for William

- Mitchell, a PGE&E ratepayer, and all other customers of IG&E
in Sen Francisco simiiarly situated; Jeffrev Freed, for Teachers
Caucus-Amexrican Federation of Teachers Venceremos Organization;

znd_Mrs. Sylvia M. Siegel, for self and San Framcisce Consumer
etion. |

Intervenor: Curtis L. Wagner, Jr., Chief, and James E. Armstrong,

Regulatory Law Office, Office of the Judge Advocate General, .
Departwent of the Army, and Charles 7. Miller, Jr., Administrative
Law Branch, Cffice of the Army Staif Judge Advocate, Headquarters

Sixth U. S. Army, for the Secretary of Defemse oz behalf of the
congumex Interest of all Executive iLgencies of the United States.

terested Parties: Robert K. Booth, Jr., Senior Assistant City
Attormey, and PeteX G. Stome, City Attormey, for City of Palo

A:’:tO; Thomas M. O'Comnor, City Attorney, Milton H. Mares, Deputy
City Attorney, and Robert Lauzhead, €or City and Cowmty of Saa
Franclsco; Robert E. Eort and Brobeck, Phleger & Harrisom, by
Gorcon E. Davis sxd Laxrv Hultauist, Attorneys at Law, for Cali~
Oornlz Manulacturers Assoclation; willism L. Knecht and Willlaxm S.
}%a_m_g, Attorneys at Law, for Califdrmic rarx sureaw rederation;
Zfoomas J. Gundlach, Afttormey at Law, for Peopie’s Loboy, Inc.:
R. E. Woodbuzy, odbury, R. J. Cahall, ond H. R. Barmes, Attorneys at Law,
Or Soutaern Califoznia Idisoa Company; Jemes H. Lindiev, Attorzey
at iaw, and Edward A. Boehlex, for Calliformia Ammonia Company;
Graham and James, oy Sorss B. Lakusta, Attormey at Laow, aad Jzmes
. Lindley, Attormey at Law, Zor Vakley Nitrogea Producers, i=c.;

vt &y

K- R. Edsal, R, W. McKinney ard F. A, Peaslev. Attorneys at Law,

zoxr Southern CallZornia Gas Company; Tim Depace,for selfs; MorTisen,

Foerster, Holloway, Clinton & Clark, Dy Robert D. Raven and Mare 2.

falrman, Attormeys at Law, £or Kerr-McSee Corporariton, Caiiforzia
2crtland Cement Company, Riverside Cement Division of Americax

- Cement Company; Morrison, Foexster, Solloway, Clinton & Clark, by
Rooert D, Raven and Mare P, Feirman, Attormeys 2t Law, and
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0'Donnell, Waiss, Wall & Meschke, by Frederick S. Waigs, Attorneys
at Law, for Stauffer Chemical Company; Jim Lipary, tor self;
Overton, Lyman & Prince, by Donald H. Ford, Attormey at Law, for
Southwestern Portland Cement Company; and Hernry T. Leckman, City
Attormey, for the City of Coalinga. :-

Commission Staff: Timothy E. Traecy and Richard D. Gravelle,
Attorneys at Law, Colin Garxity and John J. Gibbons.
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- RATES - PACIFIC GAS AND ELECTRIC COMPANY

Applicsnt’s rutes, charges, rules, and céndi‘::ions are cha.ngcd to
the level of extent set forth in this appendix. 4 '

A. Preliminary Statement

Add Section 7.1 "Gas and Oil BExploration Charge and Related
Revenues and Refunds" 4o the Preliminaxy Statements

7-1 Gas and Ofl Exploration Charge and Related Revenues and
Refunds s : ,

The ratec herein contain a charge for the costs of &

grs anc oil exploration progranm. After the end of
calerdar year 2973 and eack year thereafter uxtil such
charges are disallowed by the Commission, the Company

will review the cost of its exploration program. If such
costs are higher or lower than 31,500,000, the Compeny
zay, &S part of a rate application, request adjustwment of
the $1,500,000 allowance. All revemues derived from the
gas and oil exploration program shell be included in the
operating revenues of tae Company and, if of an uzuwsuelly
large magnitude and of infrequently recurring nature, such
as might occur from the sale of an interest in a developing
or develdped project, shall be refundable to its customers.

3 RATE SCZEDULES - EFFECTIVE RATES

File revised tariff schedules with the followirg effective rates, waieh include
tracking offset izcreaces of 0.048 cemt per therm, effective after Novemder 2%,
1972, and on or before August 12, 1972, filed pursuamt to Decision No.. 79383,
and an offset imexease of 0.107 cest per therm effective December. Sy 2972,
Tiled pursuant to Decision No. 807Sh. T .
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GENERAL NATURAL GAS SERVICE - BASIC ZONES

Pear Meter DPexr Nonth
G=1 G=2 G=3 D G .

PATES .

Commodity Charge:

First 2 thexzs, or less $1.365L gr.bhror 4. 5781 $l 71‘03-
Next 23 therms, por therm  §.355¢ 8.725¢ 9.145¢ . 9.575¢
Next 175 themms, per thexm  7.975¢ S.2k5¢ 84758 8.695¢
Next 80O therms, per therm  7.685¢ 7.765¢ 7.805¢ 7.875¢
Yext 19,000 therns, per therm  7.985¢ T.595¢ 7.615¢  7.625¢
Over 50,000 thexms, per therm 7 345¢ 7.345¢ T.345¢  7T.345¢

Mirimm Charge: The cba::ge for the first two therms.

GENERAL NATURAL GAS SERVICE - SUBZONES

Per Meter Per Nonth
G=T7 G=1l G-12 |

RATES

Commodity Charge:

Mrst 2 therzs, or less L.TOML s2.222) $2~‘3971‘ $2.913L
Next 23 thexms, per therm 10.835¢ < 12.085¢  12. 81595‘,_ 14.885¢
Nexct 175 therms, per therm 10.285¢ 21.005¢ 1L RITLYA 12.305¢ ‘
Text 800 therms, per them 9. 51&5¢‘ 10.0L5¢ - 10.275¢" 11.385¢ .
Yext 49,000 therms, per therm 9.455¢  9.T25¢  9.925¢ 11.195¢
Over 50,000 therms, per therm 9-025¢ - 9.025¢ - 9.025¢ 1C.225%¢ -

Minimm Chorge: The charge for the first 4wo therms.

The rete apolicable to gas alr corditioning service on Schedules Nos. G-J.
tarough G-13 shown above shall be 5.912¢ per therz under the corditions
specified in the existing rate schedules.

ZUBLIC OUTDOOR LIGHTING NATURAL GAS SZRVICE

Per Group of L
u*ghtc Per Month
e

RATES

First 10 lights or L ‘ $17.25
For eaf'h additional ge.s light $..73
Jor eack cubic foor per hou- ol total rated capac:tty '
Zor the group in cxcess of either 1.5 cubic feet
Der kouwr per light, or lp O cubic feet per hour

for tze growp, w‘.:icnever is grnat:e* $C.530
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FIRM INDUSTRIAL NATURAL GAS SERVICE - Per Meter Per Nonth
- TG0 6L

RATES
Cammodity Chavge:

First 1,000 thcm.., per therm 7.665¢  £.205¢4
Next 9,000 therms, per therm T.365¢ 7.895¢
Next 40,000 therms, per thern ‘ - T.235¢ - 7.765¢
Over 50,000 thexns, per thern 7. 065¢ T 625¢

Mindrmom Cba::ge- The charge for the first 1,000 therms per meter per month, ‘
accunulative asnually.

Tae rate applicsdle o ges air condi*ionim,, service on Schedules Nos. G—hO
and G- shown above shall be 5.912¢ per therm usder the conditions. .,pec_ﬁed
iz the existing rate ..chedules-

TNTERRUPTTELE NATURAL GAS SERVICT. | Per Meter ‘Per Morth

RATES
Commodity Charge:

First 10,000 therms, per therz ‘ . 6.860¢ -
Next 20,000 therms, per therm: : ' 6.440¢
Next 30,000 therms, per therm | S 6267
Next 40,000 therms, per therm : : 6.108¢
Over 200,000 thexms, Der therm L. 886¢_

M.’z.n.m Chaxge: The charge ror vhe first S,OOO therms per meter ;per mo::t:h,
accurulative smnvally.

Pei' ) 'Metef -Pér‘ Momth
~ Ge5L

RATES
Commodity Charge:

First 20,000 thexms, per therm o 72344
Next 20,000 therms, per therm ' . 6.815¢
Next 30,000 therzs, per therm 66336
Next 40,000 "chems, per therm S 6.NB2¢
Next 900,000 therms, per therm ; - 5.6l
Over 1,000,000 therzs, per them ~.836¢.

Min:i:zum Cherge: The _cbaxge for the first S 000 the*':ns per mete.. per :non'ch
acownvlative scouslly.

Pe:-- Me":.er Pcr' Naﬁtb\ :
RATES S
Commodity Charge:

For all gas deliveries, per therm ‘ k. 11-82¢

Miri=zun Charge: The charge for the *‘irs* 2, OOO yC00 therms per neter
Per momta, accunwlative annuslly.
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INTERRUPTYALE NATURAL GAS - STEAM ELECTRIC GENERATING PLANTS

Pexr Meter
" Per anth
'...52 _22__
RATES '

r——

Commodity Charge:

For all gas deliveries, per therm | ' L.276L¢ L.T3hg

INTERRUPTIBLE NATURAL GAS ~ OTEER

Per Mete
Per V.on'th

v ————

Cormodity Charrge:

For all gas deliveries,per therm - LL-‘357-¢ 1"-353-923

Minimum Charge: The charge for the Jirst 2,000,000 ‘chems per me'ter pcr
moath, accumulative azmnually.

RESALE NATURAL GAS SERVICE

Pérl Month - o
RATES | R
De:na.nd Chexrge:
Based on the moximum billing moath L .
consumption, pexr Mef. o 988 9.8¢
Commodity Charge:

Tobeadded':o*hebem.ndCharge. ‘ S
for all ges deliveries, per therm 1"60_5‘75-’ L.565¢

Minimum Cearge:

'.L'he‘_ mirimum charge shall be the
monthly demand charge.
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RESALE NAQURAL GAS SERVICE (Contizued)

Per Month
2.

Demand Charce:

Based on maximim Hilling monthk consuzption
Per Mef of firzm service in meximum month
Per Mef of interruptible service is maximum month

Commodity Crharge:

20 be added to the Demand Charges:
For all ges deliverie:s, per themm

Mindmum Charge:

The minimm charge shall be the monthly demand charge.

C. BATE SCEEDULES - OTHER CHANGES

1. Zosing

Iransfer Cushemdbury Springs Rate Area from Zone 12 +o Zone 5, and transler
lone - Jackson Rate Area from Zone 12 to Zome 1l. Transfer Schedule ;

No. G-kl customers in the Iome - Jackson Rete Area <o Schedule No. G-LO.
Cazcel the Cushezbuxy Rate Area Maps. Revice the Index of Rate Areas and
Index of Commumities, accordizgly.

Public Outdeor Lih:hting - Nétural Gas Sexvice

in Special Condition 6 of Schedule No. G-30, delete “he fourth from the
last sentence (veginning "These refunds ... ") and substitute:

"For such pew load the Utility will refund an amourt based on the
foctage that the allowable free leagth under Section B of Rule Na. 15
exceeds the length of main (If any) required 40 serve, multiplied by
the wait cost per foot spesified inm Section B.3.a.(l) of the rule in
ezfect at the time the extension was originally constructed.™

Gas Engine Aeyicultural Sérv-ice

Cancel Schedule No. G-L5 ard transfer customers thereon +o the most
advantagecus schedule. - . ‘

Intermytible Sarvdce
&. Schedules Nos. G=50 and §-Sl:

(1) Revise Specifal Corditfions 2 ané 3 to read as follows:
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C. RATE SCHEDULES - OTHER CEANGES (Contiaued)

2. Service under this schedule s subject %o discontinuance

in whole or in part without notice iz case of aa sctual or astici-
Dated shortage of natural gas resulting from an ipsufficlert ,
SUpply in the fields, inadequate transmission or delivery capacity
or facilities, or sStorage requivements. The Compaxy will not be
ligble for damages occasioned by Lnterruption or discontinvance of
sexvie« supplied under this schedule.

3. No customer chall be ertitled 4o service hereunder unless
adequate standby equipment and 2uel are provided and are reedy
at all times for immediste operation in the event that the supply
of gas hereunder shall be diseomtinued in whole or im paxt.

(2) Add Special Condition L, as follows:

4. No customer or spplicant, whose total requirement exceeds or
is estimated to exceed 24,000,000 therms in any consecutive twelve-
zmonth period, shell be served hereunder after December 31, 1972.
Custemers being served on this schedule as of this date whose
Tequirenents exceed 24,000,000 therms in azy consecutive twleve-
zmorth period, have the optiorn to remain oz this schedule or to
Transfer 1o another schedule; however » &€ the customer transfers
t0 & cchedule havizng lesser charges he carnot transfer back to
Thic schedule except under the provisions of Special Condition S.

Add Specisl Condition 5, as follows:

5. A custozer whose total annual requirement exceeds 24,000,000
therms and is served on Schedules G~53, G-56 or G-57 as of
December 31, 1972 cazrot transfer to this schedule unless its
Tequirements are reduced to meet the first provision of Specizl
Condition 4. Further, if, after transferring to this schedule
the customer's requiremerts again inerease to exceed 24,000,000 .
“herms, it will be required to revert to an appropriate lower -
priority sckedule. ' ' ' o

b. Schedule No. G-53:
(1) Revise Territory to read as follows: |

The =ntire territory served natural gas by the Company, except in:
Portions of Kern Coumty as follows:
L. Section 2L, T1IN, lew, S.B.B.&M.

2. Section 19, TUN, R7W and Sections 22, 23 and 2k,
TLAN, ROW, S.B.B.&M.
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Portions of San Rernardino County as follows:
Sections 1L and 14, T3V, RLE, S.Z.B.&M.

Section 4, TSN, RMW, S.3.B.&M. a.nc’. the SE of Section S,
6N, ROW, S.3.3.8M.

Section 18, TEN, RW, S.B.B.&M.
Section 6 T26S, R43E, M.D.B.&M.
Sectior 17, T25S, RU43E, M.D.B.&M.

W& of Section 23, Township SN., Range 1 E., S.B.B.
and M.

(2) Revise Specisl Conditions 2 and 3 %0 rea.d. as foXlows:

2. Service under this schedule is subject to discontinua.nce in
whole or in paxt without notice in case of an actual or ambicipated
shortage of natural gas resulting from an losufficient supply in
the f£lelds, inadequate transmission or delivery capacity or
facilities, or storage requirements. Such discomtinuance will
be before service is disconmtinued under Schedules Nos. G=50 and
G=5L whez in the sodle Judgment of the Company such sequence is
practicable. Service supplied under this schedule shall be sub-
Ject to discomtinuance as provided for ix Rule No. 21. Tke Com-
pany will not be liable for damages occasioned Dy interraption or
discontinuance of ..ervice supplied under this schedt.ﬂ.e.

3. No customer shall be ertitled 40 service beremder unless
adequate standby equipzent and fuel are provided and are ready
at all times for immediate operation in The evezt that the *u‘pply
of gas hereunder shall be discontinued in whole or :.n part. &

c. Revise the Specisl Condition of Schedules Nos. G-55 and G-55.L %0
read as follows: ' o

"SPECTAL CONDITION

Service under this schedule is subject to discortimuance in whole
or in part without notice in case of an actual or anticipated
shortage of matural gas resulting from insufficient swply in
the fields, inadequate transmission or delivery cgpacity or
facilities, or storage requirements. Such discontinuance will
be before service Is discontinued under Sghedules Nos. G-50, G=51,
G-53, G=56 and =57 when such sequence is practiceble. Service
supplied under this schedule shall be subject to discontinuvance .
as provided for in Rule No. 21l. During periods of exdisting or
threatened emergencies, the Compary may serve steam-electric
generating plants with priority over other interruptidle gos
customers. I sald emergency arises, the curtallment of Iinter~
ruptible gas customers shall be held t0 a pmindimum and the |
California Public Utilities Commission shall be :Lm:nediatcly
notified of the circumstances causing the emcrgency. '
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d. Revise the Special Condition of Schedules Nos. G—56 and G-57 o reed
as follows:’

(L) Revise Special Conditions 2 and 3 to read as follows:

2. Sexvice under this schedule is subject to discontinuance
in whole or in part without notice in case of an actual or
anticipated shortage of natural gas resulting from an’ insuffic.».en*
sSupply in the fields, inadequate transmission or delivery
capacity or facilities, or storage requirements. Such
discontinuance will be before service is discombinued wader
Sctedules Nos. G-50, G-951 and G-53 when in the sole Judgnent
of the Cempany suck sequence is practicable. Service supplied
under this schedule skall be subject to discontinuance as pro-
vided for in Rule No. 2L. The Company will not be liable for
damages occasioned by intermiption or discontisuance of service
supplied under this schedule.

3. No customer shall be extitled to service hereunder unless
adequate standby equipment and fuel are provided arxd are ready
at all times for immediate operation in the event that the
SuFply of gas Bereunder shall be discontinued iz whole or in
Daxt. ' '

D. RULES

F{le Rule No. 21, " Llment of Interrptible Natural Gas Service,” as
follows: . .

RULE NO. 21 :
CURTAXIMENT OF INTERRUPTIBLE NATURAL GAS SERVICE

The amount and sequence of reductions or discontimuances of nature.l gas
service (herein called curtailment) to each customer under interruptible

sexvice tariff schedules, ac provided therein, shall be ire a.ccordanc:e with
the following provisions-

A. Classification of Customers - All in rrupt ible patural gas ‘cuébémcis_
shall be classified ac follows: ‘ , .

Growp L: ALl customers served under Schedules Nos. G=55 and G=55.1.
Gréu:p 2: All customers served under Schedules Nos. (=56 and G-ST.‘-
Grouwp 3: AlL customers served under Schedule No. G-53.

Crowp &: ALL custozers served uzder Sciedules Nos. G-50 and G=51 who
‘ have required or will require more than 1,200, OOO thems in any
consecutive 12-month pe*-:.od.

Group 5: A1l customers served vnder Schedules Nos. G-SO and G-S:L not 4
Growp &. g
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D. RULES (Coatimued)

RULE NO. 21
CURTATIMENT OF INTERRUPTIBLE NATURAL GAS SERVICE

3. Definditions:

L)

(2)

(3)

Curtailment Year - The periocd beginning July 1 of each calendar year
and extendirg through Jume 30 of the succeeding calendax year.

Tzdt of Demend - For eack Growp L, Grouwp 2 azd Group 3 customer the
nit of demand shall be the average daily therm requiremert of that
customer during noxmel operations in the immediately preceding
curtailment year or suck aversge daily requirement in the Immediately
Preceding month of May, whichever is higher. In determining the
wnit of demand, changes in a customer's requiremeznt caused Dy an
addition or rcduccion ir facilities or by a definite change in
operations may be consicdered by the Usility.

A unit of demand shall be determized by the Utility for each

Growp 1, 2 ard 3 customer a5 of the Tirst day of each curtailment
year. Or or before August 1 of each curtailmert year, the Utility
skall transmit in writing to eack Growp 1, 2 and 3 customer and to
the Public Dtilities Commission & statement of that customer's
unit of demand and the computation thereof.

Requirement - A customer's requirement Lfor any pericd 1s the sum
of the customer's metered usage in 'thcms and the customer's cu:'taa.led
volume in therms during that period.

c. Procedure :

(1)

(2)

Curtailment of service to each Growp 1, 2 and 3 custbmer.in‘ each -
curtailment year skall be in the pro:po*tion that the customer'’s
wdt of demand bears to the sum of all such units of demand.

Group L, 2 azd 3 curtailed units of demand shall be determined from
metered hourly flows. The average hourly flow during the last fwll
day of rormal operatior (excluding Satwrdays, SundayS and the followirg
holidays: New Year's Day, Washington's Birthkday, Memorisl Day,
Irdependence Day, Lador Dey, Veterans' Day, Thanksgivirg Dey, and
Cerictmas Day, as said days are specified in Pubdblic Law 90-363
(U.8.C.A. Section 6103)) prior to curtailmest, will be the dase

demand rate for the determination of curtailed uzits of demand. The
curtailed volume for caleuwlation of curtailed units of demand or
fractions therest will be equal 4% the zeasured reductior in hourly
flow rate from this base multiplied by the number of hours at each
dlevel of curtailment until the utility notifies user that full sexvice
may be resumed. o ‘

The allocation of curtallment to Groups 1, 2 and 3 customers, _
respectively, insofar as possibvle, shall be rotated to maintain the
sgme aumber of accumulated curtailed waits of dexmand for each

Group 1, 2 and 3 customer during each curtailmest year. Upon writte
request of ary Grouwp L, 2 or 3 customer :za.de prior to the ‘bﬂginnmg o"‘
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D. RULES {Continued)
RULE NO. 21
CURTATIMENT OF INTERRUPTIBLE NATURAL GAS ‘SERVICE
any curtailment year, the wtility sholl allocate curtailment in
fractional uniss of demand 1o that customer ir that curtailmen

year when practicable to do 50 and when full curtailment of
Groups 1, 2 or 3, respectively, ic not required.

Service 4o CGroups 2, 3, 4 and § shall be curtailed in sequence at
‘such times as service $0 Group 1 ic fully discontinued and further
curtailment is required. Each group is to be fully discontinued
before any cuvrtallment is made o the next succeeding growp.

Groups 4 arnd 5 will be subdivided imto blocks of custemers, among
which blocks curtailment will be rotated at such times as full
discortinuance for the growp is not required. In each curtailment
yeaxr, service +o each seasozal customer ir Groups 4 and 5 will be
curtailed in the same proportion of anrual requirements that all.

non-seasonal cushiomers in the same group were curtailed in the pre-
ceding curtailment year.

To the extext that curtailed units of demand are not equal among
users in Groups 1, 2 or 3 at the end of any curtailment year or that
a cycle of rotation among the blocks of Groups % or 5 is incomplete
at the end of any curtailment year, the deviation shall be.corrected
by the UVtility as soon as possidble in the succeeding curtailment vean

As an exception 10 the foregoing Procedures, the first curtailments
in any curtailment year will be rotated among all interruptidle gas -
customers, regardless of groud assigmment, tmtil all Interruptible
gas custozers have beer curtailed once. Such curtailmernt to Growps 1,
2 and 3 customers shall be included in their accoumulated curtailed
vaits of demand, .

(8) Tue foregoing procedures do not apply <o local and emergency condi-
tions that require curtailment, whiek will be handled in such manner
as immediate operating conditions appear €0 require at the time.

terruptible Resale Service - Service under Schedule No. G-62, resold
to Intexruptible customers of other utilities, shall be subject to
curtailment ir the same manmer as if such interruptidle customers
were customers of the UVtllity. Sueh interruptidle customers shall
be included in the grouping of the Veility's customers and service
Sholl be curtailed by tre supplying utility at the same time as the
Ttility's customers it the same group and block. *




a.ssus @ | | - | J

D. W. BOLMZS, COMMISSIONER, Concurring in Pact and Dissenting in Part:

I concur in all the findings of the instant decxsxon wmth the
exception of the $3 million allocation to oil and gas explorat;on.

I am fully aware that the current energy'crzszs demands new'mgthod-
ological remedies in order to provide ¢ontinuing sources §£ pQwer

for the California consumer. Because of this belief.it is'm9§t diffi-
cult to dissent to any new proposal which will obtain fhose sources.
Howevex, in my opinion, there is no more speculative~iﬁvestménﬁ‘than
one in oil and gas exploration. Any time that a speculative invest~
ment is made it should be on a purely voluntary~bésis. ﬁeré.the
conpany is being allowed tO require its ratepayers éo make an invol-
umtaxy invesﬁment in a speculative un@ertaking;

My recommended alternative approach would be to permit the
conpany to ;dvance interest-free moneys in return £or futﬁre'guar—f
anteed sources of energy, or return of the érincipal amounts to the
utility, for the bénefit of the ratepayers, within a five-year period.
This has been proposed by several other companies aﬁd seems tdfbela |
~much sounder approach. In the event that this alternative would not
assure sufficient supplies of erergy for the_California cohsumer; I
would suggest that an OII be instituted by which the COmmissiéﬁ might
determine the best available alternatives for the guarantee:of'
necessary power.

Dated at San Franeiseo, CA commissioner
Decomber 19, 1972 “




