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In vhis application Pacific Gas and Electric Company (PGEZE)
seeks authorization to increase its gas rates to offset the effects
of inereases in the cost of California gas amounting to 319,422,000
and of Canadiaz gas amounting to $27,401,000, both on a 1973 test
year basis. Initial hearings on this application were held.before
Examiner Gilman in San Francisco on May 21, 22, and 23, 1973. Followb
ing these hearings, the Commission issued Decision No. 81590 on July 10,

1973 ax.thorizing 2 refundable interim rate increase to offset '
$17,954,000 of the increzsed cost of Canadian gas, pending completzon
of tke Commission staff's study of the cost of service of PGIE*s
Canadian subsidiary. The decision noted that the California increase
and a minor component of the Canadiarn increase were temporarlly
stayed by the Price Freeze Executive Order issued by the- Presidenc‘
cn June 13, 1973 and demied relief for those cost increases. The
decision indicated that PGXE should renew the relevant portions of
its application when it was able to make reesonably aceurate predlc—

vions as to the timing and the amount of expected cost of Cdlifown.a_
increases under final price freeze regulatioms. On August. 13, 1973
PGEE filed a second amendment to Application No. 53866 showzng that
vhe California cost increases would become effective in full on
Auvgust 13, 1973 and requesting authorization to make offset *atou
for California lncreases effective on that same date. A.dec;s*on as
o the second amendment is still pending. '

The second phase of hearings on this applzcatlon was.held
or. September 24, 25, 26, and 27, 1973 on 2 common record with PG&E'e
Application No. 54127 whereby PG&E sought to increase its gas “atcv |
to offset increases in the cost of gas purchased from the EL. Pauo

Natural Gas Company, a%iegedly amounting to $15 065,000 annually on
a 1973 test year basis.® .

i/ A rate incmease in that proceeding was aumhor;zed in’ Deciomon No.
- 82137 msoued Novembder 13, 1973.
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Reagonableness of Canadian Natural Cas Prices

There are no grounds to seriously challenge the reasonaple-
ness of the new price levels achieved by the Canadian producers in
the latest round of price megotiations with Alberta and Southern
Cas Company, Ltd. (Alberta and Southern), PGE’s wholly owned Canadian
subsidiary. O

<k the Canadian mational govermment and the Alberta
provincial government have policies relating to the timing and level
of natural gas price negoviations. The new price levels‘agreed o

oy Alberta and Southern are"...from significantly below to'. -
marginally within government—endorsed levels and on average, approxi-
mate the minimum level“;z/ The California comsumer could not realis-
tically ask for more effective bargaining on his behalf, or expect a
lower price. | | | o

Consequently, PGIE must be anthorized'tOfpass~¢n 0 its
customers cost increases mandated by a foreign govermment. o

One of the principal issues in this proceeding it whether
PGEE has met the special burden of proof imposed on it by Decision
No. 8079 in Application No. 53552; that decision declared:

“Although the evidence in this record shows that
the increase in the price of Canadian gas will

net profit at this time PGXE or either of its
subsidiaries, to insure that the pricing of
Canadian gas will not result in windfalls

for PGXE or its subsidiaries or permit evasion

of regulation, PG&E is placed on notice that

the books and records of Alberta shall be made
available for examination by the staff upon
request and that in its next gas rate case involv-
ing Canadian gas prices it will be required to
make a complete showing of Alberta's results of
operation and the disposition of all money result—~

ing from revenues in excess of Alberta'’s cost of
service.”

2/ 1973 report of the Alberta Energy Resources Conservation Board.
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In this proceeding, the evidence shows that forla short
period prior to the most recent price increase, Alberta and Southern
had received from the California consumexr substantially more than
wWas necessary to meet its cost of purchasing gas and its costs of .

neration and its fair Teturn., because of Canadian gas pricing

l‘cxes.z/ As a result of the recent increases, Alberta and
Southern's revenues now f£ail to cover the new costs of Canadian
gas by 2pproximately 0.4 cents per Mef. We believe that this
revenue deficiency may be legitimately comsidered as an- offset to
whatever claims the California consumer might assert. against PGEE
&s the parent of Alberta and Southern as a result of past over— ,
¢collections. We will require PGEE to vpdate the reports made herein
in compliance with above-quoted paragraph in its next rate increase
case. Taese reports should include a stazement of any accrued
revenue deficiencies imcurred by Albertz and Souzhern as a resul*‘
of the last round of producer price increases.

Since Alberta and Southern is not at present ovez\-collecm.ng,
tae issues raised by Deci,icn No. 80794 have no bearing on- the
amount of PGXE's offset rates.

Reasonableness of California Natural Gas Price Increases

PG&Z obtains approximately 25 percent of its natural gas
Trom California gas producers. Under its contracts with those
producers, the previous pricing period ended June 30, 1973. Well
prior to that date, PGXE had instituted its normal renegotiation
process under which it conducts simultaneous negotiations.with
several of its major Califormia producers. When it has agreed upon
& price with one of these majors, that price is then’ adopted by
PG&E and all the other producers for the remaining California gas
supplies. This process produced a uniform srice increase of & cent
pex Mef for 1,000 Btu gas delivered om a 33-1/3 percent load factor

vasis (appropriate adjustments are made for varying Btu content and |
for deliveries at other load factors).

3/ The funds thus accunulated were used by Alberta aad Southern to
stirulate exploration and development activities to imcrease the
re erves available to the California consumer.
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PGZE contends that under its contracts with all California
producers it is obligated to pay the fair market value .for Cali-
fornia gas, that the agreed-upon new price is not in excess of the
fair market value, and that the increase in the price of California
gas represents a reascnable and necessary expense to PGEE. -

The California Gas Producers Association contends that
PG&E's purchases of California~produced gas are a2 bargain to PGEE
and its consumers and that the exploration for, and production oi_‘,,
these low-cost supplies should be encouraged. It also argues that
a comparison with the California border price for PGEE's purchases
of interstate and Canadian gas supplies is a legitimate and practical
way of determining the reasonable market value of PGEE's California
gas purchases. ' o S

Staff contends that we should not comsider the price of
foreign, or interstate gas, or the price of 2lternate fuels in deter-
nining the reasonableness of the California gas prices. It points
%0 Decision No. 78973 in Application No. 52565 which contains the
following stetements - | |

"We place applicant on notice that if the anticipated

everts above do not come to pass, applicant must

carry its burden of proof as to the reasonableness

of cost to it of California~produced gas when

requesting authorization to raise its rates.

o o o We specifically disclaim in accepting for

purposes of this proceeding the reasonableness of

35 cents per Mef of Californmia gas that the border

price is the criteria for pricing northern

California~produced gas."”

Staff claims that, in determining reasonablenéss, we skould
examine the waderlying costs experienced by the producer, or in the |
alternative determine whether the "usual safeguards of bargaining and
competition” are present,&/ The staff notes that the p:oducézs hav¢
been unwilling to supply PGEE with coct datd. Svaff further argues

i/ Lokewood Water snd Power Co. (1957) 55 CPUC 5C8.
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that the fact of a 17 percent price increase in 1971 coupled with a
26 percent increase this year indicates that PGEE's negotiating
practices do not fully protect the consumer interest; it claims that
PGEE should be willing to negotiate with each producer rather than
allowing all producers to obtain the same price. The consumerist
groups claim that the reasoncbleness of Californis prices cannot be
determined until producer cost data are available. They contend that
the wiformity of California prices indicates that PGEE did not pur~
sue its negotiations with sufficient vigor. They further contend
that PG&E's stockholders should be compelled to absorb the difference
between old and new costs until the Commission has determined whether
or not the producers are California public utilities under Sections
Zlé\c) and 222 of the Public Utilities Code and whether anticompeti—
ive conditions exist in the market for California natural gas
(Vorthern California Power Agency v PUC (1971) 5 Cal 3d 370).
PG&E's witness cn this issue deseribed the contracts which

PG&E has with California producers, the included pricing provisions,
thc history of the prices that PGEE has paid for California gos, and .
the basis for the California increase to a range of 35 cenzs_perlmcf_
at 100 percent Load factor to 43 cents per Mef at 33-1/3 percent
load factor. He pointed out that negotiations took place within the
framework of a gemeral energy shortage throughout the United’ Stazes
and that such specific factors as individual p*oduce* denands, ‘border
price of gas, cost of alternate fuels, and competitzon for neW'gas
supplies from large industrial users were congidered in arrmving at
hl° Judgment that the price finally settled upon represenmed ‘the

air market value of California gas. He also discussed the prices
oa;d vy other California utilities for their nagural gas supplies, -
as well as the prices which PG&E pays for foreign and intersvame gas
and the general trend in gas prices. He stated that the PG&E—Cduibrnma |
»roducers' contracts contain an arbitration clause to settle disputes.
over the fair market value price. | I
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He testified that, compared with the megotiated price of
35 sents per Mef for 100 percent load factor gas, Southern Cali-
fornia Gas Ccmpany was paying 43.27 cents per Mcf for intrastate gas
as of April 1973; that PGZE would be paying about 48 cents per Mcf
for Bl Paso gas and 45 cents per Mcf for Canadian gas by the year's
end; that the average price of gas sold by interstate pipeline cow~
panics was 46.43 cents per Mcf at the end of 1972; that prices paid
for intrastate gas were going as high as 76 cents per Mcf; that the
cost of low sulfur fuel oil is about 80 cents per decatherm;< and
that synthetic and liquid natural gas prices will probably range

fweom 105 ©o 200 cents per decatherm.

He also testified that one of PG&E's large industr:.al ,
customers has contracted with a Califormia producer for the delivery
of avout 60 million cubic feet of gas per day. He further indicated
chat, as PGEE's level of service to large intemptibl‘e. customerS‘ "
declines with increasing curtailment, it is likely that other such
custcomers will increasingly compete with PG&E for California
reserves Dby attempting to purchase gas directly. ' :

We have no jurisdiction to order PGLE to breach a.ny' of its
producer supply contracts, nor to relieve it of the civil obliga.v;.ons
created thereby. Even if we were to £ind the basic contract or the
new prices wareasonable, the most we could do is to disallow the
unreasonable portion of the resulting cost thus shifting a paxt of
the economic burden from the consumer to PGXE's stockholders
(Pacific Tel. & Tel. Co. v PUC (1950) 34 Cal 2d 822).

We can find no authority under which Califomiaf consumers
could claim a right to less than fair market value prices for Cali-
fornia gas. We £find therefore that the basic contract which inclt.d
a fair market value test is not uareasonable; we also find. 'ohat. a

5/ 4 decatherm is the enargy equa.valent of one Mcf @f 1, 000 Btu gas.\
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provizion for arbitration to f£ix that value is
Lot uxreasonable.

Since we have found that the contract price determina~
tion mechanism 4is not unreasonable, we think the only appropriate
test for determining waether the negotilated rates are reasonable
is t0 see fthey are substantially above what a hypothetxcal arbzzratore
night have awarded. In determ;ning_thle question, any evidence
waick such an arbitrator might have considered is relevant and any
evidence which he would kave disregarded is irrelevant. We will -
therefore reject the claim that producer cost data should be pro~
vided. We know of no precedent which would justify an arbitrator
acving under a fair market price standard to consider ¢ ost .
evidence. In such an arbltration proceedmng, producer could not
ciaim that extraordinarily high costs justified an award of’more
than the market price; conversely, PG&E could not conzend that
low—cost gas should be sold at lower than fair market. price. :

If any arbltratlon had been conducted before PG&E-had
mede its just agreemenx with a single producer, an arb;trator wculd
certaialy have considered the border price of toth foremgn and int
state gas. We think he would also have considered the pr:ces paid
oy other Califcrnia utilities for Califoernia gus.and the expectod
costs of alternate fuel sources. We know of no cvzdence which woula
rexsuade a Hypothetmcal arbitrator that tiae new Calzfornia vrmce
ghould dbe substantially less than the 35-cent to L3~cent. per Mef
range. 6 We therefore fird thet the agreed upon price 1s not in
excess of the fair market value. | :

Once PG4E had settled with one of the. proqucers, the agreed- '
upon price level would have almost certaznly been adopted as the bee*

Cow

&/ In a recent arbitration groceedlng involving intrastate gas for

the California market, the arbitrator's award was based on &
¢znd1ng that the fair market value of gas was four times the
sting contract price level., That award is now being chal-
¢enged in couxrt procesdings, in which this Commmusmon is appzar-
Cf. E1l Paso Natural Gas Co. v Sun 011 Co. et al., ClV.




and most persuasive evidence in any subsequent arbitration. between
PHE 2nd any other producer. Therefore, wo conclude that once
PGEE has reached a satisfactory agreement with one of its producers
it has no duty to attempt to obtain a lower price from any of its
other producers; such further negot:.at.;ons would be almost’ certainly
an exercise in futility. |
It has been claimed that PGEE has no strong. mot:[ve to
negotiate aggressively with the California producers 'since. 3.ts
officers could assume that full offset relief would be available.
It is obvious. however, that no officer of PG&E could l:z.ghtly ma.ke
Such an assumption. There are a wide range of circumstances. (one of
which oceurredin this proceeding) under which PGEE stockholders could -
be left to absord, at least temporarz" , all or a portion oi‘ the
cost increase. We think it obvious that PGLE has a very strong
active indeed to obtain the lowest possible price from the Cal:ufomn.a
producers. ' ‘
The record justifies a f:.nd:x.ng that the price levels
achieved by PGYE in its latest round of negotiations with. Ca.l:.fomn.a
Producers are not unreasonable. Thereforc PGEE is. entitled to
offset the full amount of the increase attributable to Cal:.:fom:.a gaS.
Moticn = Utility Stotus of Producers :
Consumer Federation of California, and the other partie..,
represented by Ms. Siegel, moved that the Commission n.ni'o:.a
investigation to determine whether PGIE's gas suppliers are publ
utilities under Sections 216(c) and 222, Publi: Utilities Code. (Sece
Richfield 0il Corp.v PUC (1960) 54 Cal 2d 119, Richfield 04l Corp v PUC {1961)
25'Cal2d 187) One of the terms of the motion was that all rate relief
for California costs should be withheld until the investiga‘.:ion wWas
campleted. The motion was supported by San Franciseo Consumer Act.uon,.
PGLE contended that the notion wag :.nequn.tably dilatory.
it further contended that if such an investigation were launchea, it
saould be on a statewide basis and not tied to thio proceed:.np' or

..9..‘
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lirited to PG&E's suppliers.  The staff also took the position that
any investigation should be on a statewide basis. Amerada hzss
Corporation, one of PG&E's suppliers, filed a special appearznce in
opposition to the motiong California Gas Producers Associaxmoa
likewise opposed the motion. o

Under the Richfield doctrine a gas producer may be a public
utility under Sections 216(¢) and 222, Public Utilities Code, if it
sells gas to a public utility for resale to the public. However,
those statutes cannot be read literally; they are subject toan
implicit lummtation,,m.e., the dedication rule. That rule was origi-
nally devised as a rule of constitutional significance (Thayer v Cali-
Zornia Development Co. (1912) 164 C 117) to distinguish between those
activities which could, and those which could not, be subjeéted o
governmental regulation. After Nebbia v New York (1933) 291 U.S. 502,
the dedication rule lost its comstitutional significance. Under the
Richfield doctrine it survives, however, as a rule of ‘statutory inter—
eretation applicable to those parts of the Public Utmlities Code
enacted prxor to Nebbia. :

We note that the Richfmeld case is wbrthy of consideration
in other aspects. It pointed out the practical difficulties 1nheren*
in regulating only a portion of the gas production industry.: It sug-
gested that a regulatory structure that did not cover sales of gas o
srivate users might eaccurage the diversion of a uniquely valuable.
natural resource to less desirable uses. It also poinxed out- the
difficulties of regulating gas but not oil production. :

We think taat the Fichfiesld cases read as a whole contain an,
smplicit cuggesticn that the guestion of whether to regulate California
gas producticn is fundexmentally a legislative rather than a,judicial
question. If the Commission were TO institute the proposed invesw
tigation, it ‘would have to consider the issues in a purely judzcial
manners it would have to determine ac 2 matter of,*aW'wh&r dnfinx--
tion of dedicaticn to use in this context, and makc find_ngs to
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determine whether or not individual producers had, in fact, dedicated:
their reserves to a public use. The ultimate result would be. the
same regardless of whether or not the outcome would be favoradble or
wifavorable to the overall public interest. The Commission would

be compelled to exerciSe whatever jurisdiction it has even if, for
exanple, there were a clear showing that regulation would discourage
exploration and development for new supplies. If it found that only
one or a few producers had dedzcated, it would be required to regubﬂw
then regardless of the problems that would arise when unregulated
enterprises are left to compete. directly with regulated busmnesses.
At this present juncture, however, this is a matter 1nvwhioh'we canu
exercise discretion, since this issue is whether to commence &
proceeding on our own motion, and whethe* to commit our staff'
resources to it. : -

We think it unlikely thaz the major portion of the relevant
market could be brought under regulatory control. We think partial
regulation would disadvantage, rather than protect, the customer.

Nor do we believe that regulation under traditional utility comcepts
will protect the consumer 1nzeresc in ensuring adequate supplies at
the lowest possible price.

We do not think it would be a sound exercise of our dis~
cretion to institute the proposed investigation.

Motion ~ Antitrust Issues

San Francisc¢o Consumer Action, supported by the other con=
sumerist groups moved for an exercise of the Commission's sua sponte
powers to determine whether the California prices were influenced by
anticompetitive activities of the California producers. The Cali~
fornia Gas Producers opposed the petition;arguiug that Northern .
California Power Agency, supra, was inapposite, or that it should be
applied To permit private purchasers of natural gas a better oppor- -
tunity to compete with PG&E, It furtner claimed that the doctrzne

11~
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of c¢conscious parallelist/ﬁs inappropriate for a market where pricing
is largely influenced by a near monopsony such as PG&E. PG&E claims
that the Northerm California Power Agency doctrine is applicable
only to certification proceedings. It further points out that PGEE
is facing increasing private competition for California gas. It
clains the waiformity of price is a direct result of the basic con-
tracts which uniformly provide for a fair market price. .
This market is not like the freely competitive market o
contemplated by antitrust statutes. PGEE is still a near-monopsony,
capable of achieving a uniform price structure for both new and
flowing gas. We see no reason t©o believe that this monopsony power
is not Justified by an overriding publicfintereSt, or-to,believef
that increased competition in the marker will not be adverse to
significant public interests. There is no evidence of record which
would suggest that PG&E has either motive or opportunity to exercise
its moncpsony power in 2 manner adverse to the public interest.
Nor is there even a hint of evidence that the producers have engaged
in anticompetitive conduct. The uniformity of price is not evidence
of producer misconducts; rather, it is the natural and probable con-
sequence of PGXE's forceful use of‘a.monopsony_power which is a product
of its lawful status as a monopoly‘public(utility. There is no
indication that the exercise of our sua sgonte”powers.woﬁld further
the public interest. The motion should be denied. | |
California Gas Rate Spread _
The staff recommended a novel rate spread for California
gas. It took the povitlon that the additional revenuee required o
£fset the cost increase of the minimum contractual volumes of -

7/ Conscious parallelism can be defined as identical behavior by com—
petitors, each knowing what the others are doing. Such conduct in
a conventional market is c:rcumstuntlal evidence of a violation of

Section 1 of the Sherman Act (Theatre Enterprises Inc. v Paramount
Film Distri buzing_upzp. (19547545 US 5373 . o
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Californis gas showld be spréad on a uniform cents per therm dasis;
however, it urged that additional costs associated with "over-
production"§/ofrCalifornia gas should be assigned to the company's
own steam plants. It contends that the completely uniform rate
spread proposed by PGEE uhfairly burdens the gas consumer with costs
that equitably should be borme by the electric customer. It asserts
that the overproduction of intrastate gas is a direct consequence
of the curtailment of interstate gas imposed by the Federal Power
Cormission, and that if PGXE had not compensated for this supply
deficiency by purchasing more than the minimum volumes of California
gas, its own steam plants would have been the first customers to be
interrupted. The staff sought an onder that PG&E develop a plan for
spreading the additional cost to its electrical customers. |
PGYE contends that it would be illogical to adopt the
staff rate proposal; it asserts that while the steam planzs-may be
the primary beneficiaries of the increased take of California gas,
the electrical customer also bears the primary burden of the EL Paso
curtailment. It also contends that the staff recommendation could
not consistently be adopted without assigningrnon-steam-plant cus—
tomers a higher proportion of the El Paso rate increase. It suggests
that an dnternally consistent rate spread which considers the full
impact of both curtailments and price increases for all sources of
gas might result in a lower rather than a higher proportion of the
increases being assigned to the steam plants and, consequently, tof
the electrical consumer. , .
The California Producers Association opposes adoption of
the staff rate spread. It points out that the staff proposal -would
allow PG&E immediate relief for only a portion of the total‘California
increase, leaving PGEE to absorb nearly $500,000 per month until a
final plan is adopted. It also contends that the svaff witness'
estimate of the amount of overproduction is challengable. It-further'

8/ The staff used this term to indicate that PGIE was purcha..ing zore
than its minimum contractual obligatzon of California gas.

ll
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contends that adopting this proposal would be administratively
difficult since the amount of PG&E®s deliverability rights varies
from day to day. Finally, it argues that the Commission should not
adopt the principle of assigning certain sources of supply to certvain
customers even for rate-making PUXPOSES. :

The California Ammonia Company supports the retention of
'‘a pure uniform cents per therm rate spread, and claims that a rate
spread which distinguishes between classes of customers, ‘would be
inequitable.

It should be noted that the PGEE proposal treats the
company S own steam plants as customers to which the cents’ per therm
rate spread would be applied rateably.

PG&E is correct in contending that we could not logically
consider the staff's rate proposal while ignoring the offsetting
impact of the El Paso increase on non=steam plant customers. The
staff will have an opportunity to make a full presentat:.on on a.'!.l
aspects of rate design in PG&E's general rate case. . Slncerthls‘rate
spread is, in essence, a temporary adjustment pending the‘final out-
come of the pending general rate case, we will reject the staff
proposal and utilize the uniform rate spread custcemary in offset cases.
This action is taken without prejudice to the staff's right to make -
a similar proposal in PG&E's general rate case. which is noW'pendlng
Cost and Revenue Requirements

As. can be seen from the aocompanylng table, both staff and
PG&ZE are in close agreement in total revenue requirements. needed to
offset the Califiornia and Canadian price increases.. Staff's higher
wnit increase figures reflect its prediction that PG&E will be able
t0 buy less El Paso gas and that, consequently, its revenue require—
ment will have to be covered by a smaller total sales volume., o
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COST OF GAS AND OFFSET REVENUE REQUTREMENT

RESULTING FRQM INCREASES IN PRICE OF GAS
FROM CALIFORNIA AND CANADIAN SOURCES

s California Gas - Canadian Cas =
:5ompany s Swarf sCompany ¢ Soail .
:Estimate . Estimate :Fstimate :Estimait_e._;

Item - Units

Increase irv Cost of Gas M$ 19,450 19,450 27,441 27,441
Less Net Ad:j-. for Stor. | | . , | .
Injection, Franchises, , ‘ ) ' S
& Uncoll. - j 28 32 40 A
Offset Rev. Requirements - 19,422 19,-1;18‘.‘_ R7540L - 27,397 |
Sales Subject to Incr. Mdth  994,507% 979,2092/ 994,597/ 979,299%/ |
Unit Increase . g/therm  0.195 0.19¢  0.276  0.280

1/ Based on purchases from El Paso Natural Gas Co. of 343, 090 MVIci‘. ‘:

2/ Reflects reduction in El Paso purchases from 3@3-,090;"',150
328,855 MMef as estimated by EL Paso in FPC Docket No. .
RP73-104, effective November 2, 1973. ‘

PGIE estimate of total increase 0.471g/therm.
Staff estimate of total increase Q.478z/therm.

The record contains evidence to Suppert an even more 'pessimis‘tic ’
prediction of 1974 deliveries of El Paso gas. Since our best esti-
zate of El Paso sales is 311,000 MMef per year, the appropfiéte unit
increases should be readjusted upwards.g We will adopt the slightly
lower staff estimate of revenue requirements and apply it to the
votal sales of 960,110,000 decatberms resulting in a 0.202 cents per
them increase for California gas and a %285 cemts per therm increase
for Canadian gas. | - :

9/ This is the figure adopted in Decision No. ‘82137 in. Application
No. SLIZ7 as the basis for caleculating revenue requirements..
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Effect of Prior Decision , X : ‘ :
The rate increase granted by Decision No. 81590 as modified -

by Decision No. 81609 was interim in nature. The relief authorized
herein is final and supersedes the prior rate increase which w111 be
canceled when this increase is actually put into effect.
Findings
1. PGEE since uuly 1, 1970 has experienced an'increaée of at
least $27,441,000 annually in the cost of Canadian gas as a result
of price increases negotiated between its wholly owned Canadman Sub~-
sidiary and Canadian gas producers. Such increased coststwould be'
offset by a2 revenue inerease of $27,397,000. ’

2. The government of the Province of Alberta and the Canadman
national govermment indirectly regulate the price of exported natural‘
£3Se

3. The new price levels referred to. in Finding 1l are. ¢onuidé*ed

by the Alberta govermment %o be at the Llower end of mts range of
acceptable prices. :

| L. The increased costs borne by PGEE for Canadzan &3S are not

unreasonable. ‘

5. On August 13, 1973 PG&E experienced an increaSe in the cost
of gas purchased from Califormia producers in the amount of $19,450,000
anauallys this cost increase can be offset by a reﬁenue,increase‘of
$19,418,000. . .

6. The price PGEE pays for California gas is dete:mined under
contracts which require that PG&E pay, and the producer receive, the
fair market value of the gas sold, and which provide for'arbitfation"
if the parties fail to agree upon the fair market value. PG&E, when

renegotiating California gas prices, makes offers to several major
producers- when a settlement has been made nzth one such producer,
that.price becomes the basis for settlemenxs with all other California




producers; as a result, all of California gas at a particular load
factor has a uniform price on a per therm basis. In light of the
prices paid for natural gas in other markets, the price pald for
natural gas from foreign and interstate sources in the California
narket, the price paid by another California utility for Calmforn;a
natural ges, and the price of alternate fuels, the new prices
achieved by PG&Z in its latest round of renegotiations with the
California producers are not significantly above what would have
been awarded by an arbitrator. The uniformity of price would not
suppoert an inference of unlawful corduct by producers, but is the
product of aggressive bargaining by a near mOROPSONy.

7. PG&E has a strong motive to negotiate aggressively wmth
the California producers and to make final-offers which are at or
below the amount it predicts would be awarded by an arbitrator.
Utility contracts which call for periodic renegotiation of prices
for natural gas at a fair market value arec not tnreasonablo-'it is
a0t unreasonable in suck a contract to provide for arbitration to
deternine the fair market value. :

8. The new price levels for Callfornla gas are the product
of axrms=—length- bargaining are not in excess of fair market value,
and are not unreasonable. | |

9. An increase of .L87 cents per therm in PGEE*'s present gas
rates will offset the increase prices PG&E pays for California and
Canadiar natural gas. An increase of 437 cents. per therm will not,
increase PG&E's rate of return above & percent. PG&E's present gas

2tes are unjust and unreascnable; if increased by .487 cents per
Taerm, they will be Just and reaoonable. -
10. It is reasonable to spread this rate 1ncrease un;fonmly on.

3 cents per therm basis to all of PG&E's customors and to PG&E°s own :
Stean plants.
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Conclusions

l. In light of Finding No. 5, it would not be a sound exercise
of our discretion to initiate an investigation of alleged anti- °
competitive effects in the market for intrastate natural g85.

2. It would not be a sound exercise of our discretion to |
institute an investigation to determine whother Calllfoinia natural gas
producers or aay of Thom have dedicated their property to & public
usc.

3. PGE is bound by contract to pay the fair market value for
intrastate gas. Cost data are irrelevant in determining fair market
value. _ ‘ '

Le PGEZE is entitled to recoup the fair market value of
California aztural gas from its consumers unless there is a'clear
showing of a lack of arms-length bargaining. PGZE is likewise entitled
to recoup its increased cost of Canadian gas.

QRDER

IT IS ORDERED that:

l. Applicant Pacific Gas and Electric Company is authorzzed on
or after the effective date of this order to increase its gasvrates
by 0.487 cents per therm; tariff filings to reflect this increase
shall be made in accordance with General Order No. 96-A. The revised
schedule shall apply only to service rendered on and after the e’fec—-
tive date thereof.

2. The rate relief granted. by Decision No. 81590 is rescinded
concurrently with the tariff filings authorized herein.

3. All pendmng‘motiong.are denied.




4. Before submission of its next gas rate case, Pacific Gas
and Electric Company shall update the reports made herein, con—
cerning the results of operations of Alberta and Southern Nazural
Gas Company, as an exbibit in such proceeding.

The effective date of this order is the date hereof.

Dated at San Frameiseo  , California, this &/7%
day of DECFMEED y 1973 |
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