
Decision No. __ 8_3_1_27 __ 

BEFORE 1'IlE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA·' 

Application of PACIFIC GAS~ ~ 
ELEC'l'RIC COMPANY for authority 
to revise its gas service. tariff 
to offset the effect of increases 
in the price of gas, from 
CALIFORNIA· SOURCES. 

(Gas) 

,:.w Application of PACIFIC GAS AND 
ELECTRIC COMPANY for authority 
to revise its gas service tariff ~ 
to- offset the effect of increases 
in the price 'of gas from.· EL PASO 
NAl"IJRAL GAS COMPANY. 

, (Gas) 

Application of PACIFIC GAS AND 
ELECTRIC COMPANY for authority 
to revise its gas service tariff 
to offset the effect of increases 
:Lnthe price of gas. from PACIFIC 
GAS TRANSMISSl. ON ca!:PANY. . ~ 

(Gas.) 

Application- No~54616 
(Filed January 31, 1974) 

Application No. 54617 " 
(Filed January 31,1974) 

Application No. 54618-
(Filed January :31, 1974) 

(Appearances are listed· in AppendfxA) 

OPINION -- ...... - .... _--"*-
Nature of Proceeding 

On .Jamary 31:, 1974, Pacific Gas and Electric Company 

(PG&E) filed a series of three applications requesting authority" 
to increase its rates and charges for natural gas service to offset 
increases in expense caused by increases in the price of gas 
delivered to PG&E from. its three sources of supply, Cal:t£orn1a gas 
producers., the El Paso Natural Cas Company (El Paso), and" frem. 
Canacl1an sources delivered by the Pacific Gas Trausmission' Company 
(PG'r). 
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The matters were assigned to CODDiss:toner David VI. Holmes 
and referred to. Exmn1ner Parke L. Boneysteele for hearing. 

In the applications" ~ states that the increases of 
price of gas obtained £rom California sources and PGT" will become 
effective July 1, 1974, and from El Paso on July 10, 1974. PG&E 
therefore proposes to increase its gas rates to. its customers for 
service after those dates to offset the increased cost: of gas and' 
related franchise payments and uncollect1bles on a urdform cents per 
therm. basis as follows: 

Cents Per 
Source Tberm. Effective 

California Producers 0.042 .July 1, 1974 

El Paso 0.354 July 10, 19:74 ' 

Canadian Gas (PGT) 1.427 July 1, 1974 

Total 1.823 

PGOE estimated, in the three applications., that the off
set rates would increase annual revenues., based on an estimated 
1974 test year, $156,263,,000, broken down as follows: 
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A.~46l8 
0\ 

A,~46l6 A.,)46l7 ~ Canadian rt 
Callfornia Sources E1 Paso Sources {PGT} Tot.al • Olass of Service Dollars Percent Dollars Percent Dollars Percent Dollars Percent .... e • 

General Service 1,546,000 0.4 1),056,000 ).5 52,59.3,000 14.0 67,l9~,OOO 17.9 
6 Finn Indust.rial ll5,()(X) 0.5 91.3,000 4.4 .3,918,000 17.6 5,OO6,QOO 22.5 

Resale 4J,QO:) 0.6 )66,QO:) 5.2 1,476,000 20.8 1,885,000 26.6 

Interruptible 

Regular 1,50),000 0.7 12,697,000 6.2 51,146,000 24.8 65,)46,()(X) )1.7 

I St~am eleQt.rio 387.000 0.8 3.270.000 1& 13.174.000 28.1 l6.8l1.ooo 1hl 
c,..> 
I )0,,62,000 4.6 122,307,CX1J 18.6 1~6,263,OOO 2).7 Total .,. 3,594,000 0.5 

e 
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PG&E claims that, unless it i8 to beperm1tted to make 
tbe proposed offset rates effective on the dates requested; it-will 
suffer an irreparable daily loss. of approximately the following 
amounts: 

To Offset Cost 
Of Gas From: 

C811fom14 Producers 
El PaSo 
Canadian Sources (pGT) 

Total 

Daily Amount 

$10,000".' 
83,000 

335t OOO 
$428,000 

The rate of return, according to· PG&E~ would drop by: 

Effect of 
Increases 
From: 

california Producers 
El Paso 
Catl4d:i..an Sources (POT) 

Total 

0.161-
1.34-
5.39 -6.897. 

PG&E claims that) should the offsets be granted' as proposed)' 
during. the year 1974, as estimated, it would ooly earn a 6.50 percent 
rate o~ return on its Gas Department rate base, which :return is below 
the 8.,0 percent last found to be fair and reasonable for the Gas 
:oe~t by the Commission ill Decision No. 80878 datedDeeember 19, 
1972; in Application No. 53183. 
Stated Rea sons- for Proposed Increases 

California Sources 

In its: Application. No. 54616, PGOE explained that it 
obtains approximately 20 percent of its natural gas from california 
gas producers. Under the terms of PG&E t s contracts with these 
producers the base price for the ga-s was subj ect to renegotiation in 
1973. The last price redetermination which occurred tbat~ year" 
provided for new base price levels of 431 par Mef effective 
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July 1, 1973 and 451. per Mef effective .July 1, 1974, was the sul:>ject 
of review by the Commission in its cousiderati.on of Application No. 

53866. The Cocmission, in its Decision No. 82224 dated December 4, 
1973, authorized an increase in FG&E's rates to, offset the increase 
iu the cost of california gas to the 4U per Mef price level. PG&E 
claims that when the new price level of 45t per Mef becomes effective 
on .July 1, 1974, i.t llNSt pay 2;' per Mef more for 1,000 Btu heating 

value California gas delivered on & 33-1/3: percent' load'· factor 
basis. 

PG6E expects that, as a result of the July 1, 1974 base 
price increase for california gas, its annual expense will increase 
$3:,594,000, effective July 1, 1974, based on a 1974 test year. 

E1 Paso 

In Application No. 54617, PG&E said that it obtains 
approximately 40 percent of its natural gas from El Paso, which 
obtains its gas from out-of-state sources (primarily New Mexico and 

West Texas). On January 11, 1974 El Paso fUed increased: rates with 
the Federal Power Commission (FPC) amounting to 7. 09t/. per'Mcf for gas 
purchased by PG&E (Fie DOcket No. RP 74-57). It was anticipated that 
the FPC would suspend the effective date of El Paso-' s filing until 
.July 10, 1974, at which time thi.s increase will become effective. 
Further, au amendment to El Paso's filing was anticipated. l'his 
amendment was expected to increase the requested increase to 9 ... 211 per 
Mcf to be effective after FPC suspension on .July 10~ 1974. Approxi

mately 2t/. of the 7.09" per Me! of the presently requested increase 
aud the 2.12¢ of the anticipated amended increase of 9.21t 
represent disputed costs Which El Paso would be forced to pay if 
overriding royalty payments of 4Ot/. per Mcf of production should· be 
determined by the courts to be owed by El Paso to Sun Oil Company. 

The disputed costs were the subject of an arbitrat1onaward~ 
effective J'anaary 5, 1973~ which is. now on review before the. " courts. 
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The anticipated amendment seeld.ng to increase the filed rates by 

2.12t:~ to be effective July 10~ 1974 through September 30~ 1975~ 
was expected to be designed to recover the disputed costs from the 
effective date of the arbitration award~ January S~ 1973:,. until the 

effective date of the filed increase should the arbitrat:ton award 
be determ'h,ed by the courts to be valid; however,. approximately 
24/. of the presently f11ed increased rates are sought for prospective 
recovery of the same d1sputed costs .. 

As a result of the El Paso rate increases,. PG&E· expects 
annual expenses to increase $30,.362,.000,. effective- Jaly10,. 1974,. 
based on a 1974 test year. 

The E1 Paso rate fU1ng. will become effective subject to 
redw::t1on and refund under provisions of the Natural Gas Act :l.f the 
FPC should ultimately determine in the proceeding before it that 
El Paso's rates exceed just and reasonable levels. PGSE states that 
it proposes to make appropriate rate reductions and refunds to 

correspond with any rate redw::t1ons and refunds. ordered by the FPC. 
Canadian Sources 

PG&E explains in Application No. 54618 that it obtains 
approximately 40 percent of its natural gas from PGT,. which obtains 

its gas from CaDada. PG&E expects its cost of gas from this source 
to increase 33 .. 1~ per Mcf effective Julyl,. 1974,. or some earlier 
date. 

The bulk of the gas is. purchased under exist1ngcolltracts 
with producers which provide for the price to be renegotiated 
effective July 1,. 1914. The gas is purchased in Alberta by Alberta 

and Southern Gas Co. ~ Ltd. (Alberta and Southern) a wholly owned 

subsidiary of PG&E. Its cost of service is flowed through to- FG&E 
via PGT which purchases the gas at the Canadian border and sells it 
to PG&E at the Cal1for.c.ia-oregon line.. PG&E states- that,. in general, 
the prices of all fuels have increased markedly since the field price 
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of the gas _8 last agreed upon. the costs of producing gas' have 
increased~ and the governmental authorities in canada have taken 
steps to assure "a fa1%' value for the natural gas being. removed" 
for shipment abroad. Alberta and Southern has agreed to a new 
inC%eased field price of gas which is claimed eo.' be the minimum the 
Alberta governmental authorities believe to be appropriate at this 
time. Pe&: believes that for these reasons" and because' alternate 
less expensive supplies of gas are not available as a substitute,. 
PG&E must pay,the resulting increased cost of PGT gas to meet the 
demands of PGOE's gas customers for continued service. 

As a part of the consideration for the producers agreeing 
to the new increased field price ~ Alberta and Soutbera.bas agreed' 
that it will become effective on the earlier of July l~ 1974,. or 
the date on which the border price 1s increased· by Canadian federal 
authority under Regulation llA of the National Energy Board Act 
regulations. Consequently,. if under Regulation llA the Canad:tau 
federal authority takes such action which itself wer.e to- become 
effective before July 1,. 1974~ PGaE's cost of gas from PGT would 
increase before July 1" 1974. Whenever the price increase occurs 
the increase in the field pr1ceof Canadian gas together with Alberta 
and Southern' 8 increased costs of service will be passed·· along to 

PG&E by PGT under PGT's tariff on file with .ana authorized by the 
FPC. 

PG&E expects that if the PG'r increase becomes effective 
July 1,. 1974:. PG&E1 s annual expense will increase $122,307,.000 
effective July,l, 1974 based on a 1974 test year. 
Other Rate Increase A2Plieations Pending 

In addition to the applications being considered herein,. 
PG&E bas pending three so-called "general rate increase" appliCations 
as filed on August 30. 1973,. for its Electric~ Gas, and Steam 
Departments. Accordi:o.g to these applicatioXlS,. of which we take 
official notice,. PG&E is requesting additional ine-reases 1ri revenues, 
based on an estimated 1975 test year ~ as follOWS: 
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Application 
Estfmatedlncrease 

No. 
1975 'Basis 

Deertment AmOUnt Percent 

54279 Electric $158~446;.OOO 16.1 
54280 Gas 73~475:tOOO 13.3-
54281 Steam. 754'7,700 43~0 

By Application No. 54199 filed July 23~ 1973, PG6E bas 
requested rate increases that would increase water revenues from 
its Tuolumne Water System by $267,760 based on the year 1973 
estimated~ an increase of approximately 105 percent. 

Also7 by Application No. 54025 filed May 11, 1973~ PGSE 
has requested an "offset" increase in rates for its Steam Department 

that would .increase estimated 1973 revenues by $211,500 or 15.0 
percent. 

Public Hearing 

The three applications, Nos. 546l6~ 54617 ~ and 54613 were 
consolidated for hearinS:t and after due notice, including a notice 
included with customers r bills for service, 11 'days of bearing were 
beld in San Francisco during the period April lS, 1974 thrOugh MayS, 
1974 before Examiner Boneysteele. Statements were taken from four 
represeD.1:at:Lves of the parties and from six members of the public. 
Evidence was given by the following witnesses: 

For PG&E 

John F. Roberts, .Jr. . 
Vice President - Rates and Valuation 

Dou.gl.as L. Me Leod 
Manager - Gas Purchase Department 

C. Kennedy Orr 
Executive Vice President 
Alberta and Southern Cas Company Ltd., 
Alberta Natural Gas Company, Ltd. 
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Barry Booth 
President and Chief Executive Officer 
Alberta and Southern Gas Company Ltd. 
Alberta Natural Gas Company~Ltd. 

Robert Lyall Winton 
Consulting CaDadian Attorney· 

For the Commission Staff 

Donald L. King 
Associate Utilities Engjneer 

For the California Gas Producers Association 

Henry F. Lippitt, 2nd 
Secretary 

!birty-five exhibits were received and the appearances 
made in the related proceedings~ Applications Nos. 54279, 54280, and 
54281 were incorporated into these proceedings by reference. 
Motions 

The following motions were made during the coarse of the 
heariDgs: 

By William. M. Bennett on behalf of himself and Consumers 
Arise Now: . 

1. lbat PG&E be directed to present its ease 
in support of its applications before any 
member of the public presents any state
ment~ test:1mony, or whatsoever. 

2. '!'bat the three subject applications be 
consolidated with Application No. 54280, 
aM if that not be done, that the three 
offset applications be dismissed because 
of the failure of PG&E to provide support
ing dat4~ because of PG&E' s keeping of 
data from his ~oup- by keeping. the data 
at the utility s offices in a very 
restricted setting in terms of examina
tion~ and the failure of PG&E to put 
on a showing as to- rate of re~, 
depreciat10~mater1als and supplies~ 
wage expense, and· the charting of 
revenues to see whether they are going. 
ahead of> keeping pace> or following 
~d expenses. 
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By Mrs. Sylvia M. S1egel~ representing herself, Towards 
Utility Rate Nomalization,. and other consumer groups: 

To eliminate from the record all evidence 
based on the showing PGOE intends to 
present based on PG&E's yet untested 
s~ in Application No. 54280, or in 
the alternative, to submit evidence 
supporting the foundation data taken 
from the showing in Applicat:ion No. 
54280 and test: them in this proceeding. 

By staff counsel, R. T. Baer, that evidence relating to 
rates of exchange for United States and Canad~ 
currencies be stricken from the record. 

lhe motion by Mrs. Siegel re14t1ng to Application No. 
54280 was granted by the examiner. 'l'he other motions were denied. 
Concept of an Offset Proceeding 

the traditional public utility rate setting procedure 
as followed in California is based on the authorization of rates 
designed to produee revenues sufficient: (a) to recover proper 
operating expenses, depreciation expense, and taxes other than 
those based on income; (b) to provide a reasonable return on the . 

utility's net investment, or "rate base"; anc1 (c) to· cover the taxes 
based on. income that would be payable 1£ the authorized return were 
earned. 

Stated more conCisely, the revenue requirement is deter
mined so as to equal the cost of service. In order to meet the 
requirements of due process, each element of the cost of service 
is usually thoroughly examined and a "general rate ease" involving a 
major utility is usually a lengthy.and t:lme consuming process. often 
requ:l.rll1g upwards to· a year. 
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Absent any major changes in price level" taxes" or 
technology, rates prescribed after a general rate ease. may be 

appropriate for many years. Occasioaally" a specific element of 
the cost of service can undergo a sudden and s1gn!f!c4nt change. 
'!be adjustment of rates to reflect the effect of a change in specific 

definable elements, independent of the changes- that may have occurred 

to other elements" is known as. .an offset, anc1" a rate proceeding
involving such a change is known as an offset proceeding. !he off
set procedure has. au obvious advantage from a time standpo:tnt" but, 

1n order to be valid, a relatively recent adopted cost of service, 
or results of operations as it is known in California, must be 
available as a foundation upon which to' base the offset. 

PG&E t s requests for increases to cover only increased costs 
of gas generally meet the above-described criterion for offsets, 

however, PG&E" in its prepared testimony and in its exhibits 
accompanying the applications" based its sbowing on an estimate o~ the 
results of operations for test year 1974, as contained in its showing 
in Application No. 54280. At the time of the hearings in these 
applications there bad been no bearings relating to PG&E'sshow1ng 
in Application No. 54280, aud a motion to consolidate was denied, 
as reported above. 

Amotion to eliminste references to·PG&E's: Application No. 
54280 was granted, however. Any other ruling. would have converted 
these proceed:Lngs into a genersl rate ease. PG&E,. then,. at the 
suggestion of the examiner" recast its showing of results of 
operations to base them on the results adopted by the· Cosmdssion 
for the test year 1973 estimated in the last general rate increase 
for the Gas Depart:UJeut" as contained in. Decision No. 8087S- dated 
December 19, 1972 in Application No. 53188. The staff,. in its 

showfng, also followed this procedure. !he Commission thus. bas. 
two showings which illustrate what the effect· would have been to 

1973's. operations had the increasedeosts of gas been in effect for 
that year. !'he applications ~ therefore can be considered1n: an 
offset basis. 
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Results of' Operations 

In presentiQg their adjusted year 1973 results, both PG&E's 
witness Roberts and staff's witness King used the ,',current estimates 
of the gas to be available from the vlirious sources, the cost of gas 
effective January 1, 1974, and the rate tar:£.ffs in effect in 1974. 

PGSE's and the staff's results are shown in the following 
tabulation: 

: 
: 

Re~ul.u or Operatio~ 
Adopted. in Decision No. S087S - T~ Year lm and as Adj~ 

For Reduced ~ Su~ and to Gas Co$t3 and 
Ra.~ T&r1ft's Etfeetive January 1. 1974 

: : :: PG&E Exce~ Sta.!1": 
ltAm . PG&E . St.a.f~ : Amount : Percent : 

(.Do~ :1n 1'h0U34nd3) 

Grozs Operating R.evenu~ $ 650~432 $ 652~lOO , ${l,668} (O~:n 

Operating ~es 

Cost or Ci&s 396,,803 396~803 . 

OtherExperJus Exeludillg 
Taxes- Based. on Income l70,,944 170,,944 

Taxez ~ on Income 2:1860 101m ~S6Z2 !S'.12 

Total 0pera.t1ng, ExperJus 577,,607 578',.474 cae7) (.1) 

Net tor Ret'tlr%l 72,82; 7.31626- (SOl) " (1.1) 

Rate 'Base 1,022,547 l~022,547 

Rate o! Ret~ 7.12% 7.2(J/,' (.00)% 

(Red F1gure) 
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The only difference between the two showings, ·~s in 

estimates of the heating value of gas. PG&E estimated that gas 
purcbased from Canadian sources would, have a heating· value of 

1~060 Btu per cubic foot, whereas the staff's appraisal, indicated 
that the heating. value would be 1~015 Btu. Conversely, the staff 
adjusted the heating value of California gas from a utility est1ma.ted 
997 Btu per cubic foot to 982 Btu. The result of the staff's adjust
ments was to make more revenue ava:i.lable from steam electric sales~ 
and increase PGQE's rate of return by 0.08 percent. 

Both results of operations studies indicated that, on a 

Decision No. 80878 basis~ PG&E was earning below the 8.0 percent 
that we authorized:J and any rate increase designed to compensate 
for increased costs of gas 'WOuld DOt result in PG&E's earning a rate 

. of return :[n excess of that we last found reasonable. 

For the purposes of this decision we w:Ul adopt the 
staff's estimate of 7.20 percent. 
Cali.£ornia Gas Purchase Arrangements 

. PG&E bas been purchasing natural gas from California 
sources since 1929. It presently buys gas from 82 fields in 
Ca11forn:ta. There are 232 contracts with 77 producers. It normally 
enters into a 20-year contract with a producer giving PG&E the right 
to purchase all of the producer's gas. underly:lDg 'the lands se'C forth 

in the contract. '!he utility estimates that a 20-year em will more 
than cover the normal life of the average gas field in California. 
PG&E purchases the gas at: the wellhead and is responsible for the 
colleetiou;, dehydratioup transmission;, and distri.butio1:1 of' the gas, 
to :1.1:8 point of use.· 

'!he contracts with the producers specify tbat PG&E, is -' 

obligated to purchase a certain amount of gas under each contract on 

an annual basis. This annual obligation is usually the lesser of 
5 percent of the estimated recoverable reserves of gas attributable 
to the contract~ or 33-1/3 percent· of the daily deliverability under 
the contract times 365,. 'I'h.iS 33-1/3 percent figure is known. as a 
load factor. 
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Load factor;» as defined by PG&E, is the, quotient of the 
average daily volume that PGOE is obligated' to buy gssdivided by 

the maximum rate at which the supplier is w:Uling and able to . 

deliver. Gas is purchased from El Paso and PGT at very nearly 
100 percent load factor. 

A 33-1/3 percent load factor means that the producer must 
be willing and. able to deliver, at PG6E r s request, a daily amount 
of gas equal to at least 3 times PG&E t S average' annual daily purchase 

obligation. This permits the flexil:>:Uity necessary to adjust to' 
customers' seasonal and daily demands for gas. 
Cost of California Gas 

PG&E's witness Roberts and staff's witness King agreed 
that the base price for 1;»000 Btu california gas delivered at a 
33-1/3 percent load factor basis would increase from 43ft per Mcf 
to 45/. per Mef effective July 1, 1974. Tbey agreed that the effective 
price as of July 1, 1974 would be 43.77t/. per Mef. (The staff rOUllded 
this to 43.8¢ per Mef.) They also agreed that estimated 1974 
CalifOrnia purchase volumes would be 144 ,580,000 Mef. 

PG&E claimed that the effective price increase over the 
average price of gas used in the last offset as authorized by 

Decision No. 82224 dated December 4, 1973 in Application ,No. 53866 
would be 2.47tJ. per Mc£ but the staff argued that the O.47~was 

attributable to variations :in the mix of gas as purchased from 

the various California producers. The staff 'Witness, Mr. King, 

testified that there is always a possibili1:y that rates based' on 
est~tes made for one test year would over or under recover 
expenses in the following test year because of changes in the mix 
from the various fields and also in the mix of the total gas 
supply 8S between the three sources. Mr. King urged that only the 

21- esealat10nwas a proper subject for an offset-and· differences 
in mix were more properly considered in a general rate proceeding. _ 
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!'he staff spread its rec'ommended increase over a slightly 
higher system sales estimate because of its slightly higher appraised 
of average beaeing value of all gas sold ~ as explained under the 
heading "Results of Operations" .. 

, ' 

!he two showings resulted in a required increase as 
determined' by PG&E of O. 042t1, per therm and~ as- reeormnended by the 
staff 0.0344 per them. the details. of the clerivati~ns are' shown 
in the following tabulation: 

1. 

2. 

;. 
4. 

5. 

6. 

: 7. 

s. 

9. 

Ettect1ve Price 7/1/74 

1J,rg. Prlce l/J./74 

Pl'iee ln~ 

~~ 1(j{4 Ptlrehase Vol1Jme~ 

In~ in Co3t o~ Gas 

Net or· Gas Injected. into 
Storage,. Franchise F~,. 

. and. Uneolleetible3-

Inerea.3e to be Recovered. in 
SaJ.~ 

Total E$tima.ted 1974 System 
Sa.le3 Subject to Increase 

RequiredInere~ 

~ 
43.77¢/M~ 

4J..30t/Met 

2 .. 47t/MC£ 

l.44,580,ooo Mer 

$) ,.S7:t,.OOO/Ir.. " 

$3,. 594,.OOO/Yr. 

if 
856,.949,.000 ::. ., 

0 .. 042t/tberm.' 

. 4l~30¢/Mei 

2~oo¢/M.e£ 

:l.44,.580.;.000 ,Me!' 

$2~891,.600/Ir. ' 

11 The a.bbreviation ror "dek.o.therm" or 10 the~ 
~ dkt - the energy equivalent or 1 M~ ¢~ 
1,.000 Btu gas.. . 
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California Gas Availability 

the witness for the .Cs.lifornia Gas Producers Associati'Otl,. 
Mr. Lippitt,. presented a series. of exhibits. to show that in the 
past five years PG&E's estimated purchases of C41:Lfornia gas had 
fallen behind actual . purchases. He test:!.f:!.ed that purchases of 
California gas over the period 1963-1972 varied from a low of 
207,.200,000 Mcf in 1967 to a b1gb. of 249,000,000 in 1971, with an 
average take over t:he period of 233,100)000 Mcf. Mr. Lippitt urged 
that the Commission should consider this last figure as the available 
supply of California gas for 1974. He felt that PG&Efs estimate of 

144 ,.580,000 Mcf did not give consideration to the probabil:!.ty that 
additional California suppliers would become available as a result 
of continuing exploration and development. He stated that PGSE's 
March S, 1974 fuel report indicates a substantially increased avail
abUity of Cali.for.a.1a gas supply. 

Mr. Lippitt also recommended. that the Commission should 
indicate to PG6E that finanCial incentives should be prov:tded to . . 
california producers similar to those afforded PG&E's Canadian 
producers., 

In response to Mr. Lippitt' sproposalsMr. Me Lead, manager 

of PG&E's Gas Purchase Department~ eestif1ed that the availability 
of California gas bas deelined 32 perceut in the period.between 
1967 and 1974. The axmual take of Califomia gas at over 
200) 000,000 Mcf bas been maintained by exceeding FesEr s purchase 

obligations. To produce Calif> rnia gas greatly in excess of 
purehase obligations would reduce tbegas deliverable in:':future 
years and amplify supply problems :tn the future. e 

',<' 
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Other California Gas Issues 

Mr. Bennett argued that there appeared to be price fixing 
with California producers. He stated that he tried togo into' 
PG&E r s . expenses .and revenues,. but could not get the documents,. 

as they were located at PG&E r s- office in c!owntown San Francisco. 

Mrs. Siegel also raised the antitrust issue but seemed 
to relate it more tc> PGSE r s relationships between itself,. PGT ~ and 
the Canadian subsidiaries. 
Discussion of California Gas Issues 

In appraising the record· as outlined above,. we are satisfied 
that the staff's recommendations are the most reasonable. . ~Te will 
accept the staff's recommendations that:. the offset be limited to the 
2;' per Mef escalation as provided by the gas purchase contracts. 
Reflection of changes in mix, changes. which can be expected to· occur 

each year, are on-going cbaoges and are,. in our opinion,. outside the 
scope of specific definable changes that are the proper· subject of 
an offset proceedjD~ 

We will accept PG&E and the staff's estimated 1974: california 
purchase volumes: of 144,580,OOOMef. We recognize that,' should 
purchases of 451. per Mc£ California gas be highertbant:.his ,e~t:tmate,. 

a windfall to PG&Emight result. We therefore will require PG&E 
to file quarterly reports of its. California purchases for a period 
ending ninety days after the effective date of our decision in the 
PGSE Gas Department general rate increase Applicati.on No~ 54280,. 

The staff's other recommendations appear to be reasonable 
and will be accepted. We find that on .July l, 1974, PG&E will . 

be exposed to an additiODal $2,891,600, annualized, in t."le cost of 

natural gas as a result of a 2t perMcf escalation in the base price 
of' gas. purchased £rom Ca1:lforoia producers. Such increased costs 
can be offset by a revenue increase of $2,910,600,.. based on total 
estimated 1974 system sales subject to increase, an increase of 

O.034t per the:cn in PG&E' s present rates will offset th~ increased 
cost of gas purchased from California sources. 
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We will not require PG&E to initiate financial· incentives. 
for California producers. This. issue is not a proper cae to be 
considered in context of an offset proceeding .. 

We have considered the issues of price fixing. and' anti- . 
trust at length only recently in Decision No. 53866, dated December 4~ 
1973 in Application No. 53866. No new evidence was presented in 
this proceed1ng to cause us to change our findings and' conclusions 
respecting CalifOrnia gas purc:hasing arrangements as set forth, in 
that decision. 
Cost of El Paso Gas 

PG&E bas been purchasing gas from El Paso since 1950. 
Deliveries are made at the Arizona-california border at Topock on 
the Colorado River~ south of !tTeed1es~ San ~rd:Lno County. On 

November 1. 1972, with the sanction of the FPC,. El Paso' began to 
curtail. its deliveries of gas to PG&E and to other customers of E1 
Paso r s Southern Division. Since that date ~ daily deliveries to PG&E 
have usually been less than the 1,140.000 Mef that PG6£ is entitled 
to' receive under its contract with El Paso. 

Subsequent to the filing of Application No. 54617, the 
FPC suspended El Paso's filillg. of a proposed increase of 7.091 per 
Mef until July 10, 1974 (Docket No. R.t> 74-57). On April 22, 1974~ 
it rejected El Paso's request for the additional 2.121 increase 
to become effective the same day. 

The staff is recommetlding that only the 7.091. be allowed 
in PG&E r s rates whereas PG&E's counsel, in his closing statement 
requested that the full 9. 21t requested be granted, subject to j 
refund. He also stated however, that should the 2.l2¢ noe be. 

allowed, that amoune or such eqo:Lva1ent surcharge as the FPC might: 
grant, be authorized subj ect to suchgram::I.ng. 

-18-



e e 
A. 5461& et a1.. cum ." 

PG&E's request for a 9. 21t, per MCf offsetwoald require 
an increase of O.3S4t per therm~ whereas the staff' $ recOIZIDendaeio1"1 
would result in O.272tJ per them. 

l'he staff's. determination reflects its juclgment as to 

gas injected into storage, franchise fees~,uncollect1blesJl and 

total estimated system sales, as- discussed under eost of California 
gas. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

, 

The details are shown in the follow1ng tabulation: 

Et'te<:t1ve Price 1/10/74 

Avg .. Pr1ce l/7/74 

Price Inerea.se 

&t. 1914 Pt1rc:ha.3e Vol=e~ 

Inereau 1:0. Cost or OM 

Net or Gas Injected. into 
Storage~ Fran~ Fees ~ 
and Uneolleetible:J 

InCl:"eMe to be Recovered 
1:0. Sales 

total Est:1:ma.tec1 1974 Syst.em 
Ss.l~ Subject to Increase 

Required Increase 

PG&E -
5S.S1¢/Met 

50 .60¢/Me!: 

9.2J.¢/Met 

3Z! .,.51:3'.,000 Me!" 

$30.,16S~odo/Yr~ 

$197 .. OOO/'!.r. 

$.30 .. :362 .. OOO/Yr. 

dkt 
856 .. 949 .. 000 Yr. ' 

0.354¢/tllerm' 
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SO.60¢/Mer 

7.09¢/MC£ . 
-, 

3Z7 .. 5J3 .. 000'Mct' 

$23".220 .. OOO/Ir. ~' 

$23~72 .. 700/Ir. 

O.272t/therm. ' 
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The staff's determination of the amount of increase needed 
to offse~ subject to re£\md~ the 7.09iJ. per Mef increase in cost of 
El Paso gas appealS to be the most reasonable and the recommended 

amount of 0.272'- per them will be adopted. We do not believe it 
fair ~ however ~ to require PG&E to be exposed to this further increase 
merely because of the procedural aspects of El Paso's request for the 
additional 2.12C£. In the order which follows we will authorize 
PG&E to recover this increase, subject to refund, based on estimated 
1974 system. sales of 860,238~OOO thexms, whenever' such increase 
becomes effective. 
canadian Gas Purchases 

PG&E's purchases of canadian gas are bandIed by its wholly 
owned subsidiary, Alberta and Southern, an Alberta corporation. Gas 

is purchased from producers in the Province of Alberta~ by Alberta 

and Southern, principally for ultimate delivery to PG&E, in 
Cal:iforo.ia. (Approximately 7 percent of Alberta and ~outhern t s 

purchases are resold to Montana Power Company, one percent to, 
Canadian distributors, and the remaining 92 percent to, PG&E.) 

Alberta and Southern bas no physical ?l.aut except for i.ts 

office facilities. Ownership of the gas is acquired by Alberta 
and Southern at the outlet of the producers processing plant or at 
the end of his gathering system. if the gas does not require processing. 

At that point the gas flows directly into facilities of the Alberta 

Gas TrunkIine Company, Umited (Trunk Lille) for transportation 
within the Province of Alberta to two delivery points. One point, 
for PG&E destined gas is located a mile inside Alberta at the Brltish 
Columbia border~ just east of the summit of the Rocky Mountains in 
Crows' Nest Pass near Coleman, Alberta. The other point~ for Montana 
Power gas, is located at the Alberta-Montana border near carway; 
Alberta, east of Glacier and Waterton Lakes National Parks.·. 
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Alberta and Southern's gas export permit from· t~·Proy1nce 
of Alberta contains a condition that all gas removed. from:::,:tbe- ' 
Province under the authority of the permit must be delivered' through 

the facilities of Trutlk Line which has the right. to transport all 
Alberta gas destined for excra-provincial markets. Trunk Line isa 

contract carrier. It operates under an act of the Alberta Legislature 

and its Shares are publicly traded. The transportation service 
rendered by trunk Line is on a cost of. service basis providing. for 
reasonable and necessary operating expenses, depreciation, taxes, 
including taxes on income, and return on net investment base •. 

On January 1, 1974, Tru%lk Line was operating. 1,398 miles 
of pipeline (ranging in diameter from 4" to,42") and 8: compressor 
stations with 93,310 installed horsepower for the purpose of providing 
gas transmission service to Albert:a and southern. I:runk Line's net 

investment base, applicable to Alberta and Southern~ on January 1, 
1974, was $149' million, Canadian. 

Trunk Line is subject to the jm'isd1ction: of the Alberta 
Energy; Resources Conservation Board as to construction and operation, 
and the Alberta Public Utilities Board as to' rates. 

Since .January 1, 1973, the gas transpor1:ation contract of 
'Xru:ck Line has provided for a rate of return of 9' percent· per 'atm.um.. 
PG&E has no direct or indirect interest in Trunk Line, except for 15· 
of 'Irunk Line' s 1,699 shares Class B. stock that Al~rta and Southern', 

. is eligible to, hold by virtue of its status as a gas exporter. 
" , 

Alberta Natural Gas Company, Ltd. (Alberta. Natural) transmits 
gas for Alberta and Southern from. the interconnection with the '.trunk 
Line system in. Crows' Nest Pass to xin,gsgate on the British· Columbia
Idaho border. The service is rendered on a cost of service basis:, 
providing. for the same four categories of cost detailed. for Trunk Line., 
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Alberta Natural's shares are owned 45 perc~t.bY .PGT and 
the remainder by the investing public (peT' s share~ are ·in·turn 51 
percent owned by PG6E). The shares of Alberta Natural are li-sted 
on the principal canadian stock exchanges. 'I'he Alberta Natural 

system consists of lO6-miles of 36" diameter pipeline and ,3. compressor 
stations with 88,600 installed horsepower. 

Alberta Natural's rate base, applicable to Alberta and 

Southern on January l~ 1974, was $35.2 million, canadian. Effective 
April 1, 1973- Alberta Natural t S rate of return on tranSmission rate 
base bas been 9 percent per annum. 

Alberta Natural is. a "special-act-of puliamentcompany" 
chartered by the Parliament of Canada with express authority to

eogage in the interprovincial transportation of gas. .As. an. inter
provincial carrier, Alberta Natural is regulated~ by the NatiOt'Ull 
Energy Board. of canada. 

...... . . Alberta and Southem ancl Alberta Natural share the same 
officers. 

The price charged for gas sold by Alberta and' Southern to 

Pet at the Canada-United States border delivery point is determined 
under the provisions of a gas sale contract entered into. by the two 

companies. According to the contract, the amount to be charged for 
gas del~vered each month shall be the greater of the specified price 
in the . contraet multiplied by the volume of gas delivered during the 

month> oria.'berta and Southern r s actual cost of service for· the month 
as 4efined in the gas' sale contract. 

Alberta and Southern's' cost: of service is def:[ned as the, 
sum of the following items: 

The eost of Alberta and Southern of gas purchased: 
from producers aud delivered to PGT. .. 

!he cost of transport:ation withiu CaIJada of .the 
gas delivered to PGt. 

Alberta and Southern ~ $ reasonable' and necessary 
operating. expenses. .' . 
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Depreciation. 

Taxes ~ including 'taXes on income. 
Return on investment represented by interest 
expenses on funds borrowed for gas operations 
and acquisition activities and a return at an 
an.nua~ rate of 12 percent on equity investment. 

The specified price bas. been 31~. U.S •. , per Mcf, since October 1. 1972. 
On July 1, 1973, however, the price mlder the cost of service tartff 
'Was 38. 30i, Canadian. 

Aecord.iDg to PG&E f s Mr. Roberts and Alberta and Southern t s. 

Mr. Orr~ the cost of gas at the international border is expected to 
increase by 31.8¢ to 70.lt£ per Mcf~ Canadian. Mr. Orr, a chartered 
public accountant. explained that of the 3l.U per Mef· increase in 
price~ 28:.U per Mef is a.ttributable to the increase in the' field 
price of gas. 'Xhe remai:cing 3.o¢ per Me£ of the !:ocrease is 
attributable to the following. factors: 

(4) .61. results from increases :in cost of gas 
used for c~ressor fuel in the Alberta 
Natural •• 3/., and the Trunk Line, .3j" 
transmission systems. 

(0) 1.5t results from a change in the calcula
tion of depreciation. from straight-line at 
2-1/2 percent per annum on original cost 
to a "unit of throughput" basiS, in the 
'!nmk Line system.. !his method of depre
ciation calculation conforms to the method 
being utilized in both the Alberta Natural 
and PGT systems. 

(c) l.Oi results from increased interest 
expense on funds borrowed for gas 
operation and acquisition activities by 
Alberta and Southern. Alberta and 
Southern bas made advance payments of 
approximately $25 million for established 
reserves. To date, as a result of this 
activity, 2.2 trillion cwie- feet of 
reserves bas 'been committed by gas pur
chase contracts to Alberta and Southern 
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and gas from these reserves is now flow
ing to PGT. Alberta and Southern is 
also providing loans to producers to 
finance exploration in the Mackenzie 
Delta area of the Canadian Arctic. 
Alberta and Southern has agreements eo 
buy up to 11 Tef from gas reserves that 
are being explored for and developed fn 
this area. 

(d) A negative amount of .It is the net impact 
of the remaining cost of service c0mpo
nents of the three c:ompatdes lt Alberta 
Natural lt TrUDk L1ne~ and Alberta and 
Southern. 

The gas sale contract be~ PGT and Alberta and'Southern 
provides that when the price for gas sold to PGT 1s determ:tned on the 
basis of Alberta and Southern's cost of service, payment must be 
made in Canadian <!Ollars~ except for a provision that requires 
PGT to substitute United States dollars for Canadian dollars to the 
extent that Alberta and Southern's Canadian transporters,. Alberta 
Natural, and Trunk Line require United States dollars for the se:rv:tc1ng 
of certain United States dollar debt f:tnancings effected in- 1961 
(Alberta Natural Gas Series A Bonds, Trunk Line Series :s Bonds) .. 

Although, at the time of submisSion, the Canadian dollar 
was. trading at lO3-1/8 lt PG&E was claiming no exc~e differential 
in these proceedings. 

After the Canadian gas is sold to PG'I',. it is transported 
to the Cal1forn1a~eg01l line at a point in Modoc County east of the 
city of Me Lake,. where it is resold to l?C&E tmc:ler a cost of· service 
tariff filed with the FPC. 

,The reasonableness of the cost of serv:Lce of PG&E.r s 
affiliates . has been a subject of concern to &he Commission :tn recent 
gas offset cases and one general rate case. We particularly have 
in mind our coma:.euts. in the following decisions: 
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Decision. No. 80194 dated December 5~ 1972 in 
Application No.53552~ page 10 (m:£meQ). 
Decision No. 80818 dated December 19'~ 1972 in 
Application No. 53l88~ page 21 (mimeo.). 

Decision No. 81590 dated .July 10 1973 in 
Application No. 53866,) page 8: (~o.). 
Decision. No. 82224 dated December 4, 1973 in 
Application No. 53866, page 4 (mimeo.). 

We will not reproduce the phraseology here; our concern now 
is that, because of the exigencies of the offset s1tuations~ and 
because o~ the prima. facie indications that the offset would not 
produce the rate of return. that we last found reasonable, that 

the cost ofserv1ce t8ri£fs and affiliate relationsh1ps:bad'~t 
received deta11.ed exposition. 
Canad1an Gas Renegotiations 

'!'he circumstances behind the drastic increase in the field 
price of gas were explained in detail by Alberta and Southern '8 

PreSident, Mr. Booth. (Mr. Booth is also president of Alberta 
Natural and a director of PeT.) M:r. Winton, a member of the Alberta 
bar and former vice president and director of both Alberta and, 
Southern and Alberta Natural, testified to recent developments in 
Catladian leg1s.lat1on~ both federal and provinCial, affecting, gas 
prices. 

Mr. Booth descr:Lbed how ~ in 1970, the Government of Canada 
assuzned new powers over the "border price" of natural gas by adding 
a reguJ.at:ion; under the National Energy Board Act.. That Act empowers 

the National Energy Board to- regulate the export of gas and, oil from 
Canada and the construction and operation of interprovincial and 
international gas and oil pipe lines. The new ''Regulat:tonllA'' is 
designed to keep the border price of Canadian gas in line with 
prices of competing gas supplies or alternative energy'sources in 
the market area to, which the gas is destined. The regulation empowers 
the Governor in CounCil ~ in effect the Canadian Cabinet, after h4ving. 
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received a report of the National Energy Board· On the subject~ to fiX 
the price below Wich gas may not be exportec1 under a particular gas 
export license. In 1971 and 19n administration of this regulation 
wa.s reflected by the introduction into the gas sale contract between 
Alberta and Southern and PGT of a specified price per Mef with 

minimum price calculated in accordance with cost of service provisions. 

In November 1973 -the National Energy Board requested each 
Canadian gas exporter to provide information on its international 
price by J'anuary 22~ 1974 aud the Board called a hearing on that 

subject which coa:metl.ce<i on March 26;, 1974. The hearings have been 
concluded but no decision has been issued. 

Mr. Winton explained that, at the provinCial level~ the 
PrOvince of Alberta is the owner of more than 80 percent of the 
estlma'ted volume of Alberta gas reserves~ ha'Vizli retained, as the 
"Crown in the right of the province", mineral rights . to a.lmost 
85 percent the "ex-own" or public lands as the Prov:lnee was settled 
and the land passed into private ownersbip.. 

'!'he contracts between Alberta and Southern generally have 
a term of 25 years, subject to earlier termination should Alberta 

and Southern lose its pe:z:mit to export gas from Alberta. The price ( 

was orig;n a1 Jy subject to renegotiations a.t five-year 1ntervals~ 
but in the 1973 renegotiations the period was reduced to two years.. 
The contrac.ts provide for arbitration should' the parties fail to 
agree on a suitable price. 

Accord1ng to Mr. Booth~ in 1971 a new provinc1algovernment 
came into power in Alberta. and announced a policy intended to assure 
the realization of the "fair value" of the province f s depleting and 
nonrenewable natural resources. New .legislation was enacted, at the 
1973 session. of the legislature to place the azmoanced policy i;lto 

. . , effect. 
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The Premier of A1berta~ in November of 1973~ met,-with 
Mr. Booth and discussed the field price of gas, and'- in' December 

the P-remier sent the following letter: 

"THE PREHI:E.R OFALBER7A 

403/425-1610'; 
, , :1, 

Legislative- BUilding " 

Edmonton, A1berta~. ~~.T5K2B&· 
17 December 1973 

Mr. ~_Booth 
President. ,. , 
Alberta ·and Southern Gas' Co. Ltcl. 
3rd'noor 
240 - 4th Avenue SW 
Calgary ,Alberta . 

Dear Mr. Booth: 

I have your letter of November 26, 1973w1th 
regard to our meeting of November 21 where we 
exchanged views on the matter of pricing of 
natural gas purchased by your COmpany within 
Alberta. :r noted further the attachment 
entitled "Memorandam of Discussion, dated 
October 31, 1973 regarding Prospective Price 
Adjustments". 

I have ciiseussed the matters raised with the 
Members of the Executive Coancil of the 
Govexnmeut of Alberta and would like to 
inform you of our reaction. 

In view of the rapid changes in energy prices 
in I:be California market area served by 
Alberta natural gas~ we- would. like to infom 
you of our position on these matters. 
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''Mr. Barry Booth 17 December 1973 

We recogni.ze 'that you have responded to- oar 
policy statement regarding field prices of 
natural gas dated November 16, 1972 as 
reflected in the redetermined field prices 
for Alberta and Southern purchases as set 
forth in the July 1973 progress repore of 
the Alberta Energy Resources Conservati.on 
Board. 

However ~ the rapid. ebal:lges in energy prices 
in the last few weeks are of such a nature 
that the Executive Council bas come to the 
conclusion that we should advise you that woe 
expect your Company to further negotiate 
with all of the producing companies your 
present gas supply contracts to ensure that 
~here are appropriate increases in the field 
price of Alberta natural gas which would be 
passed back to the producers of Alberta and 
through our royalty system to the Government 
of Alberta.. . As you are aware, we are plan
ning a new natural gas royalty system to be 
implemented by regulation in the early months 
of 1974. 

It is our considered view that you:.c actions- . 
should involve a minimum of a doubling of 
the present field price of natural gas 
Purchased in Alberta by your Company. We 
believe that such action would be beIlefieial 
to the people of Alberta through increased 
revenues frOat the royalt)7 system,. but in 
addition~ it would provide a reasonable 
field price to Alberta explorers and producers 
wbich would create an incentive for drilling 
for additional supplies of natural gas in 
Alberta ~ particul..arly in the deeper zones of 
the foothills of our Province... This will of 
course strengthen the supply poSition of 
yo= Company. 

We recognize that such a major adjustment in 
the cost of your natural gas supply will 
require you to take the neces~ steps before 
the California Public Utilities Ccmxnissi01l7 
but such contract price revisi.oXlS are essent:J.al 
under the e:trC\JmStances and must be accomplished 
exped:Ltiously. 
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''Mr. Harry Booth 17 December 1973 

It is the view of the Executive Council of the 
Government of Alberta that tbis action should 
take place prior to the opening of the Th1rd 
Session of the Alberta Legislature on March 
the 7th. 1974 unless some unanticipated 
circumstances arise which we consider jasti-. 
fied an extension. In the event you fail to 
comply with this request. we want you to know 
that it will be our intention to take the 
necessary legislative or government action 
to ensure that Albertans receive fair value 
for the sale of the depleting resource of 
natural gas ownecl by Albertans and leased to: 
the producers. 

We wOttld appreciate your response and planned 
course of action arising out of the matters 
raised in· tb:Ls letter. 

PL/ww . 

Yours truly, 

/sl PETER LOUGBEED 

Peter Lougheed 

cc. Bon. D. R. Getty 
Minister of Fedetral' & 
Intergovernm.enta:l Affairs 

Dr. G. W. Govier 
Cha:trman 
Energy Resources: Conservation Board" 

As a result of these legislative and administrative develop
ments~ Alberta and. Southern. on .January 2. 1974 opened renegotiation 
of prices that would become payable to· producers .leasing the crown , 
and privately owned gas fields effective J'a.ly 1. 1974. At the same 
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time some producers gave Alberta and. Southern similar notice. For 

the init1al negotiat1ons~ Alberta and Southern selected ten of its 
major gas supp11ers~ who together account for about 78. percent of 
the total gas supply. 

Mr. Booth said that, under the price renegotiation provi
sions of the gas puxcba.se contracts,. it was not open to Alberta and 
Southern to refuse to negotiate promptly on receivirlg notice to 
negotiate from. a producer, and it was evi.dent from the notices 
received from some producers that, bad Alberta and Southern not 
moved on January 2, 1974 to cODlnence negotiations, producers 'WOuld 
have done so. the only alternative course would have been to· refuse 
to conclude price agreements with producers. TC' have adopted that 
ec,urse would have involved the risk that there would be a call to 
arbitration by one or more producers under the price renegotiation 
proviSions of the .. gas purchase contracts,. in which case the 
aroitrators would be bound by the provisions of the 1973 amendment 
to The Alberta Arbitration Act. These new provisions could be used 
by the producers to contend that the fi.eld prices should be directly 
related to the comparable price of fuel oU in northern California 
related back. to the field plus. a premium. for the special qualities 
of natural gas,. Mr. Booth calculated the comparable northern 
CalifOrnia price to be $1.25 per Mcf without any prOvision for the 

premium.. In addition there would have been risks of other govermnental 
action. 

It was evident tbat~ with the knowledge c£ the hear:tng to 

be ealled by the NatioDal Energy Board to- consider international 
gas prices under Regulation llA and" the recent enactment: of the 1973-
amendment to the Alberta Arbitration Act, producers expected the 
renegotiation of the field' price to move to the standardsprescr:Lbed 
in those euaetmeuts. 
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!'he field prices as negotiated at the time of the hearing 
ranged from a low of 45.75;. per MMStu for gas at the northern 

extremity of the Alberta Gas TruD.k Line to 59. tst per MMStu for gas 
at the southern extremity. Assuming all producers accept the 
offered prices, the overall weighted average» based on forecasts of 
deliveries and after heating value adjustment. would be 56.a.! per 

Mcf, Canadian. The differences in prices are accounted. for by 

d:t£fereuces in transportation costs as between the several fields 
and a difference in load factor in the case of casinghead gas 
purchases. In texms of volume, Alberta and Southern had, at the 
time of the hearings, achieved agreement on prices for about 91 
percent of its gas supply. 

Mr. Booth testified' that it became apparent during: the 
course of negotiations that Alberta and Southern's price offering 
would be unacceptable to the producers for a pricing period ~end1ng 
to .June 1976. and it became obvious that they needed either to" 
introduce a significant escalation at the midpoint, of the two-year. 
pricing period or else, as they decided to do,. have these prices 

effective only for the period ending June 30, 1975.·. the renegotiated 
contracts: include a mechanism· whereby any excess' of the border price, 
as fixed by a Government of Canada Order under Regul.a:tion llA, over 
Alberta and Southern's cost of service 'WOuld be paid to the producer. 

Mr. Booth was requested, during: his cross-examination to 
supply for the record a copy of Alberta and Southern's: letter to- the 

Premier dated November 26, 1973, and the attached ''Memorandum of 
Discussion" dated October 31, 1973. From the memorandum it appears 
that the management of PG&E was interested in "coordirlating field: 
price and international border price increases in time and amount 
and in avoiding diversion of increases by producers". Mr.. Booth 

explained that the PGO& :interests were concerned that an inadequate 
price for gas being exported might cause the Government of canada 
to impose au export tax on gas leaving Canada;. Such au export tax 

was not likely to lead to the generation of additional supply, whereas 
a higher field price would. 
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During the cross-examination of Mr. Booth it was discovered 
that he had recOII'oended to PG5E that, concerning the hearings before 
the National Energy Board pm:suant to- Regulation llA, PG&E, suggest 
to the U.S. State Department that the Department have discussions 
with its counterpart, the Department of External Affairs in Canada, 
concerning pricing matters. Mr. Roberts when asked about the 
dispoSition of this recoaanendation, testified that, PG6E bad not 
acted on Mr. Booth's advice, and tba t, in his op:f.nion, PG&E and 
its subsidiary were in as good a position as anyone to' negotiate 
in bebal.f of the people of northern California over the price of 
fuel. 
Staff Evaluation of Canadian Gas Costs 

l'he staff analyzed PG&Ets presentation and, although there 
were minor differences in derivation, agreed with the overall 
concept. the staff recommended, however, that interest charges 
on funds borrowed by Alberta and Southern for gas explorati.ou and 
development activities should not be flowed through to the customer 
without prior regulatory approval. 'the staff also recommended that 

additional depreciation expense attributable to the expected adoption 
of the unit of throughput method not be included since such increases 
are "tentative". The difference between PG&E and staff sbowings 
were snl'llDari.zed at page 1127 of the trauseript at2d are 8bown~ in 
less detail, bel,ow: 
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l. 

2. 

3. 

4. 

5. 

6. 

7. 

S.;. 

9. 

10. 

ll. 

12. 

~/ 
Etteetive Price 7/l/74 70.l0¢/M~ 

Average Price l/l/74 38 • .30¢/Mct 

Average Increase in 
Field Price' ot Gas 2S-.8¢/Kct 

Inerea.se in' Compressor 
Fuel to International 
Bord.er O.6¢/Mct 

lnc:rea.se Res'lll:ting !:rom 
Opera.tion or Cost.- or 
Service Tar1tts 2..14/Me£ 

Pr1ce InC%'fJ&Se 31.S¢/Me! 

Est. 1974 ~ Vo~ 
a.t Interna:tionaJ. Borcler .382,,100,,000 Mct/Yr 

In~ 1n Cost. ot Gas at 
Interna.t1onal. Border $l2l,511,COO/Ir .. 

Net ot Ge.s Injectect :into 
Storage" Franeh1u Fees,,' 

$796"or.t:J/Yr • Alld 'Oncollect1bles 

Gross Increase $J.22".307 "OOO/Yr ~ 
~ and: Southern Interest 

'l'rmlk line Thro'llghput. nePr. 
Net In<:re&s$ to be ReeoVered' in 
Sales $l22,307 "OOO/l'r. 

SalM Subject. to In~e dktg/ 
856,949,000 Yr:. 

Required, Increase' 1.42'7¢/therm 

1I Both sho~ ignore exchange c!itterenti&l 
between U' .$. and Carw!:1a.n.- Cta'rency .. 
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2 .. 8¢/Mct 

.31.$¢M~ 
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$121" SlO"..300/X'r. 

$795,,600/Ir .' 

$l22 ,305" 900/Ir:. 

$(6,,'s78,700)/Ir .. 

$(5,SS4,500)/yr •. 

$UO ,342; 700!Ir .. 
.'.~ 

860,238,OOOYr:' , 

. 1.28.3¢ltherm., 
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l'be main difference in derivation. as mentioned a~~e~ is 
that PG&E based its determinAtion at sales at the international .... ' , 
border~whereas the staff used sales at the Oregon-californ!a"'state 
line. 'l'he differenee 1& accounted by lS,OOO~OOO Mcf/Yr. of gas 

consumed by PGr as compressor fuel. The staff made approp~~te 
... allowance for this so the staff and PG&E results were compa,rable. 

For the comparison above we have selected PG6E's method and made 
appropriate adjustments to the staff's showing to- place: it on a 
border price basis. 

, 
Although the staff and utility both arrived 'at a 31.U per 

Mef increase at the border ~ the staff started with a 23.41 increase 
in field cost of gas, to which it added O.6t for compressor fuel to 

the international border and 2.U for the operation of the cost of 
service tariffs. 

It is interesting to note that the staff's increase of 

28.4t per Mcf is exactly 100 percent of the present 28.4i per Mef 
average field" price of Catm.dian gas determined by the staff. 
Discussion of Field Price of Canadian Gas 

We have before us» as part of an offset case, an exceedingly 
complex situation. In addition to the more familiar regula.tory 
proolems involving affiliated relationships and negotiations with 

gas producers. we must recognize that» when PG6E reached. with our 

bless1ng~ across the international border into Canada for a source. 
of natural gas to supply the tlOrthern california market, it, Bub-jected 
itself aDd its customers~ insofar as the cost of gas is. cOQcerned,~ to 
the jurisdiction of two levels of a foreign sovereignty~ aud to' the 
vicissitudes of the fore1gn currency market. 

In our diseussion of the eos.t -of Cs.n.;td1.an gas we will dispose 
of the tmfamil iar questiou of the field price of gas imported: from 

a foreign country. and then take up- more routine cost' of service 
and regulatory issues. 
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In Deeision No. 82224 dated December 4, 1973 1nAppl1cation 
No. 53866~ we noted~ on page 3 (m!meo.), concerning. canadian gas; 
that "the california consumer eould not realistically ask for more 
effective bargaining in his behalf ~ or expect a' lower price". Now ~ 
in this case we are faced with an almost: doubling of the field price 
of gas. We also have an indication that the cireumstances. behind the 
detexm1nation of the DeW field priee involved some degree of rivalry 
between the provincial and federal levels. of the CaDadian govermDent 
over who should benefit from a bigber cost of gas to the ultimate 
consumer. 

the bargaining for the gas involved in Application NO. 54618 
is virtual.l.y complete and the contracts will be effective July 1, 
1974. We have had no eviderlCe presented that the contracts with the 
producers are not the best that could· be obtained under the unusual 
circumstances nor that t:bey were not the results of arm's length 
bargaining with the gas producers. 

We have been advised by the California Supreme Court that: 

"Almost every contract a utility makes is botmd to 
affect its rates and services. Moreover the 
question whether a eontract or practice Is rea
sonable is one on which, except in elear cases, 
there is bound to be conflicting evidence and 
considerable leeway for conflicttng opinions. 
The deteminat1on. of what is reasonable in 
conducting the business of the utility is the· 
primary responsibility of management. If the 
Commission is empowered to prescribe the terms 
of contracts and the practices of utilities 
and'thus substitute its judgment as to what is 
reaS01lB.ble for that of the management, it is 
empowered to undertake the management of all 
utilities subject to its jurisdiction. It has 
been re?eatedly held, however,. that the 
Com:nission does not have such ~r". <81ii 
Pacific Tel. & Tel, Co, v PUC (1950) 34 
2d 822, 828.) . 

-35-



A. 54610 et al. c:mm 

In our opinioD the contracts negotiated with the Alberta producers 

fall w.ltbin tbese guidelines. 
Keeping in mind oar responsibilities insofar as the 

negotiation of contracts is concerned, we note that· the fact that 

Alberta and Southern, following. the admonition of the Premier of 
Alberta, has negotiated higber prices from the producers.. m:igb.t 

not preclude the National Energy Board from tald.ng further action' 

under Regulation llA. The Canadian government could still decide 
to impose an export tax on natural gas and, finally ~ the prices, we are 
considering are only effective until .June 30, 1975. Every engineering 
wit:D.ess in this case agreed that there was no practical altercative 

to natural gas for space and water heating for most northern 

California residential and CODmercial customers. 
Northern California is irrevocably committed to Canadian 

sources for 40 percent of its natural gas supply. 'lb.1s cODlllitment 

was made without the benefit of a treaty or other international 
agreemene. '!'he customers of PG&E mus.t pay.. in their ra.tes, whatever 
field prices may result from the operation of the Canadian political 

structure. 'rbat st1:uetuJ:e, bm.l.t on a parliamentary base and 

different constitutional concepts, is one in which' an American utility 
corporation may not be t:he most effective arm to negotiate on behalf 
of an 1.mportant segment of the American public. 

Negotiation wi~ foreign governments is the sole prerogative 
of the President of the United States. ~ted States' v Curtis-Wright 

Export Co;re. (1936) 299 US 304, 319 ~ 81 L ed 255.. 262.) 
lhe ,people of noX'thern california, both by their taxes 

and through payment of utility bUls, contribute' s1gcificant sums 
towards the support of the United States. We therefore feel no 
reluctance in calling, on their behalf, for the assistance of the 
United States iu dealing 'With Cmlad1an authorities. Pursuant· to
Sections 307 and 701 of the Public Utilities Code, we shall, direct 

-36-



A. 54616 et a1. 0Jm 

the Geueral Counsel of the CoaIniss1on to meet with the representatives 
of the Un1ted States Department of State~ and such other Federal 
agencies' as may be appropriate. and to enlist their advice and aid 

for the purpose of securing effective representation before the 
various· Canadian federal and provincial agencies in fueure executive, 
legislative, judicial, and regulatory proeeed1ngs. involving the cost 
of gas. Such action. would be consatent with the long record of 
representation by our attorney in. Federal proceedings conce1'lrlIli 
utility costs ultimately paid by California consumers. 

Sinee we have no reason. to conclude that the fieldpriee 
as negotiated by PG&E was not the best that could be obtained under 

the circumstances, we will f:tnd reasonable, and allOW'in our adopted 
cost of service, the increased cost of gas attributable to the 

increased field price of 28".~ per Mef, and the associated increase 
in compressor fuel to the international border of 0.6/. per Mcf for a 
total of 29. Ott 'per Mef. Based on deliveries at the international border 
of 382,lOS,OOO Mef/Yr. the increased eost of gas will be $110,811,000 
in C8.na.d1.au currency. The cost attributable to the 28~4I. doubling. 
of the field price alone is $lOS~519,OOO. 
Affiliates' Cost of Service Tartffs . 

We have expressed above our concern over the inClusion. 
of purported cost increases arls1ng. from the op&atiou of the cost 
of service tariffs of PG&E' s affiliates. The troublesome question 
of affiliate costs and profits bas been a concern. of the Commission 
since its inception. In Southern Sierras Company, Deeision No. 224 
dated September l&~ 1912 in Application. No. 220 (1 CRe 556·~ 558);t 
we said;t "The construction. of a utility's plant by 4 subSidiary 

construction company consisting of the same people will always call 
for the most careful. scrutiny of this CoDlDission in a rate case or 
in' au application to issue stocks.;t .bonds~ or other secur:[t1es.rJ 
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At the last day for testimony PG&E presented several 
exhibits sbowi:ag components of Alberta and' Southern I s and Alberta 
Natural's increases in cost of service for the year ended June 30, 
1975 over that ended June 30, 1974. These exhibits were in a 

different test period £rom that used in the remainder of PG&E's 
sbowi:ag and the staff's results. l'bey covered all elements of 
reSUlts of operations and did not fall within the ~ope of oar conc:ept 
of au offset proceeding, that is, to consider the change of one, or 
at the most" a few def1n.able elements.. The rates of return: used were 
also bigher than the 8 percent last found reasonable for PG&E by 
this Coamdss1on. 

'!he staff engirleer t s show:tng in this proceeding was of 
exceptionally high quality. His exhibits were laid out in sufficient 
detail so it was possible to perceive the exaet basis on which he 
arrived at h1s results and conelusions. On the w:ttness stand he 
appeared to be knowleclg~ble, fully informed on the subject, and 

most responsive in answering questions. A complete results of 
operations study of the affiliates was outside of the scope of his 
assig:nment, however:. and· he made no field investigation in Canada. 
He also did not make a detailed review of the results of operations 
such as is normally made by the staff in a general rate case. He 
concentrated, as time permitted:. on the specifi.c major issues of 
interest:. field price of gas~ funding of Alberta and Southern's
exploration and development activities, and an aut1c:1pated increase 
in. TrtInk Line IS depreeiati01l expenses. 

We now have before us, in Application. No-. 54280:. a general 
rate case for PG&E's Gas Department where we are considering. all 
aspects of reSUlts of operations. We also have the most unusual 
circumstance of also having> in Applications Nos. 5427Sand 54281

7 

general rate cases for the Electric: and Steam Departments. .In .. these 
proceedings. which are consolidated for heari.ng~ we are consideti.n.g 
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all aspects of Pea's o~ations (except for P(;&E's water utility 
systems, a very m!nor portion of the total PG&E system). '1'hese 
proceedings, as consolidated, provide a most appropriate vehicle 
for consideration of the affiliates' cost of service tariffs and' 
other matters DOt properly encompassed w:tth1n oar concept of an 
offset proceed1~ , 

We will defer the aff:tliate question tc> the consolidaced 
general rate ease and will expect PG&E .. the staff, Bnd interested 
parties to be prepared t~ present appropriate showings and proposals 
on all elements of cost of service not considered: in this deciSion. 

In order to obviate the necessity of plowing the same 
ground twiee~ we will incorporate the record in these Applications 
Nos. 54616, 54617, and 54618 with that in Applications. Nos. 54279, 
54280, and 54281. l'hus further consideration of the affiliate 
question, and other issues deferred to· those proceecl1ngs.. can commence 
where this case was conCluded. 

We agree with the s1:aff' s posit1on that the expenses 
incux:red by a utility or its subsidiaries in supporting gas 
exploration activities should not be, 'flowed through to the customer 
without prior, regulatory approval, and will also consider, this ' 
question in the general rate case. 
Adopted Canadian Gas' Costs. 

The ocly spec:1:fic def:lllable element of the increased cost 
of service that meets our concept of a proper subj ect for an 
offset proceeding is the increase :£.n cost of gas at. the international 
border as determined below;, expressed in Canadian currency: 

Increased in. Field Frice 
Increase in Cost of Compressor 
Fuel to International Border 

Increase in Cost of· Gas at 

28.4t Mcf 

.6 -29.01 Mcf· 

canadian Border ' Mef 
29.0tJ.~f x 382~lOS:~OOO .zr. - $110,811.000 
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As noted above, PGQE did not cla:lm: a' differential for 
the prevail1Dg. rate of exchange. The staff objected to the very 
mention of the subject. 

'Xhe fact remains.,. however J that PG&E mast collect its 
rates for service in U.S. currency and pay the increased field 
price in canadian money. We have no reason to conclude that, in 

the foreseeable future> the Canadian and U.S. dollars will be at 
parity except as the result of coinCidence. We thereforew1l1 
convert the costs associated with the increased field price from 
Canadian to U.S. currency at the rate of $1.03125 U.S. equal to 
$1. 00 Canadian~/ and authorize PG&E to recover through its~ rates 
for service an increase in cost of gas at the internat:totlBl border 
the ~ of $ll5,022,OOO deter.minedas fOllows: 

!/ On Friday, June 14, 1974, the selling price for bBllk transfers. 
in the Ulll.ted States for payment in Canada was according to 
the Jane 17 issue of Wall Street Journal $i.037! U.S. equal t<> 
~.OOCanadun. ' 
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Increase in Cost of Gas, 
At International Border 
In Comad1an CurrerlCy 

Increase in Border Price in 
U.S. Currency &t$1.03125 

Franchise Fees, and 
Uncollectibles ' 

Net Inc:rease to, be 
Recovered :in Sales 

Sales Subj eet to Increase 

Required Increase 

$110~811~OOO 

$114~274,OOO 

$115,022-" 000' 

860 238' OOO':'Deka-, , 
, . '" 'tbems 

1. 337t/therm 

We recognize that excban.ge fluctuations also-affect, the 
base price of gas. We believe that subject, involving as it 
does certain fixed cbarges of Alberta Natural's aud Trunk' Line's
cost of service payable in U.S. currency, is a proper issue for 
the general rate case. In that connection we will also expect 
proposals for the establishment of appropriate machiDery to adjust 
its rates for gas service Or! au ongoing basis so' that PG&E will 
neither profit, nor lose on foreign exchange transact:[ons. 
Summary of Authorized Increases 

The increase 1n the field price of gas is an increase in the 
Commodity COIDpOllent of the cost of serv:i.ee. There was no indication 
in this proceeding that the demand or customer components would be 

affected. 1'be authorized increases w.O.l therefore, be on the-1l1liform 
cents-pe:r-therm, basis that we have used 1n PG&E' s other recent- _ 
gas-offset proceedings. 

'" 
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In the order which follows we will authorize the follow
ing 1ncreases~ on. a uniform. cents-per-therm- basis: 

For Increased Cost of 
Cal1forn:[a Gas $ '2~91l.000/!r. O.034t/therm 

For Increased" Cost of 
E1Paso Gas 23'~373,OOO 0272 . . 
For Increased Cost of 
Canad1au Gas. 1151°221°°0 1.337 

Total $141,306·,000/Yr • 1.643t/the.rm· 

Of t:h:Ls increase 1.371t per therm is to offset increases 
in the price of California and canadian gas~ effective July 1, 1974, 
and the remaining O.2m per therm for El Paso· gas effective 
July 10, 1974.-

The various classes of service will be increased· ,by the 
following amounts and percentages: 
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A.~4616 A. 54617 Canadian Sources " California Sources E1 Paso {FOr} Total n 

Olass of Service .Dollars Percent Dollars Percent. . Dollars fereent. 0011&1'8 Percent Ot e ~ .. 
General Service 1,205,(X)O 0.) 9,673,000 2.7 47,602,000 13.1 59,480,000 16.1 
Firm Industrial 88,000 0.4 706,000 3.4 ),47l,,0I:XJ 16.5 4,270,000 2<).) H 
~esale 34,000 0.5 275,000 4.0 1,354,000 19.7 1,663,000 24.2 

Int.erruEtible 
Regular 1,282,000 0.6 10,295,000 4.e 50,661,000 2).6 62,239,000 29.0 

~ ~t~ - Eleotrio 302.000- M 2.4~,OOO hl 11.229. ()(X) 26.3 14.655.000 &l w 
• Total 2.911.QOO 0.5 2),373,000 ).6 115,Q22,000 17.6 141,)06,m 21.7 

Note I Base revenues by olass are as adopted in Deols10n NQ. 
SO$J8, and asadju8t;.ed a9 shown in Exhi~lt 28. 
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Findings 

1. PG(iE has requested authority to offset the effect of 
increases in the price of gas. from its various. sources. of supply. 

2. An offset proceeding as differentiated from a general 
rate increase proceediDg is designed to provide prompt timely 
relief of limited issues susceptible to abbreviated review processes. 

3. Such :Lssues should be limitecl to> specific definable 
changes. 

4. It is appropriate in this offset proceeding to consider 
only increases in the cost of purchased gas authorized~ by the 
Federal Power Commission or attributable to direct contract changes 
with the producers. Increases in the cost to serve not directly 
related to such increases should appropriately be determined ~ 'a 
general rate increase proceeding. 

S. On July 1;, 1974;, PG&E will be exposed to an additional 
$2,891;, 600, atmualized, in the cost of.natura1 gas as a resaltof 
a 2tJ. per Mcf escalation in the base price of gas purchased from 
California producers. Such increased costs can be offSet by a 

revenue increase of $2;,911,000. 

6. The 2r/. per Mef escalation in the base price of California 
source gas effective July I, 1974, was provided for in the contracts 
negotiated prior to July 1, 1973. The increase in the base price 
will essentially inerease the average price FG&E pays for 1974 
estimated volumes by 2t/. per Mef over the price that would have been 
paid had no escalation been included to the 1973 price negotiations. 
The additional O.47tJ. per Mef that PG&E seeks to offset results not 
from the increase in price that is to become effective July l~ 1974, 
but from. a cba1l8e in the mix of pareba.ses. 

7. PG&E should be requ:tred to file quarterly reports on the 
gas taken from California sow:ces. '!he report: should be by load 
factor, class sud include the following detail: (1) amount, of gas 
produced by months for the prior three months~ (2) for.the ?rior 
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12 months, the amount· produced, the a!DOtmt available" the minimum 
required take, and annual eoo.traet obligat:Lon. '!he f:L11ng of these 
reports should terminate with the quarter ending within ninet:y days 

after the effective date of our final deciSion in App1ication No., 
54280. 

8. On July 10, 1974, PG&E will be exposed to 1ncreases in 
the cost of natural gas purchased from El Paso Natural Gas Company., 

Such increases result from. El Paso t s rate increase application before 
the Federal Power Coumission in Docket No. RP 74-57. The increase 
currently scheduled to go into effect on July 10" 1974, is 7.091/. per' 
Mef. The 7.09t/. per Mcf increase in the price of gas results in 
$23,220,700, annualized, in PG&E's ¢ost of gas which can be offset 

by a revenue increase of $23,37~,OOO. Additionally" PG&E is 
potentially exposed to fw:tb.er· increases :in the cost of gas purchased 
from. El Paso under FPC Docket No. RP 74-22. It is reasonable that 

PG&E be authorized to recover increases resulting from FPC Docket 
No. RP 74-22 whether such increases become effective onJ'uly 10, 1974, 
or some later date provided suCh later date is not beyond December 31, 
1974. 

9. '!he El Paso iucrease effective July 10, 1974, under FPC
Docket No. RP' 74-57 is subject to possible reduction and refu:o.d. Any 

increase under FPC Docket No. RP 74-22 would, under the National Gas 
Act:. also be subject to possible reduction and refund. Any rate 
increase by PG&E. for the purpose of recovering these increases in 
cost of gas should be subj eet to refund and rate reduction to 
offset the effect of any refua.ds and rate reductions or<ierecl by the 
FPC. 

10. As of July 1, 1974, the cost of natural gas purchased from 
Canadian producers will. increase by 28.4tt per Mef (Canadian) or an 
annual increase of $108,519,000 (Canadian) which can be offset by a 

revenue increase of $115,022,000 (U.S.). '::~ 
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11. 'Xhe newfield prices negotiated by PG&E.' s Canadisu sub
sidiary effectively doubles the average price currently being flowed 

through to- the rates applicable to PG&E' s Gas Department. customers 
and are considered by the Alberta government to be the minimum, 

acceptable levels. 

12. Gas purchased in canada must be paid for in' canadian 

currency, whereas PG&E's revenues are collected in lawful money of 
the United States. 

13. Foreign exchange d1£ferent:l.als are an t.m4voidable factor' 
in the cost of gas purchased in Canada and are properly reflected 
in rates. 

14. An excbange rate of $1.03125 Canadian equal to· $1.00 U.S. 
is reasonable for the purpose of thi; proceeding. 

15. The CODID1ssion bas not previously authorized rates' 
deSigned to provide funds to pay interest charges on money advanced 
by Alberta and Southern to support gas exploration and developmene 
actiVities. Consistent with Finding 4 no allowance for the flow 
through of such ineerest will be made :in the rates authorized herein. 

16. l'he General Counsel of the Commission should be directed-
to cOllfer nth representatives of the United Stat:es Department of 

State, and such other federal agencies as may be appropriate .and 
enlist their advice and aid for tbe purpose of securing effective 

representaticn before the appropriate Canadian federal and provincial 

governmental bodies and agencies in future executive~ legislative, 
judicial. and regulatory proceedings involving the cost o~ natural 
gas imported into the United States from canada. 

17. 'Ib.e record in Applications Nos. 54616~ 54617, and 54618: 
should.be incorporated into the record of Applications Nos. 54279, 
54280, and 54281 now pending before the Conxxd-ssion. 
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18. All reports required by previous decisions of the' Commission 
affecting the Gas Department of PG&E should continue to be filed. 

19. PG&E should be authorized to increase rates to its 
customers> by a unifo:tm 1.643t/. per therm~ to provide increased 
revenues of $141>306)000 per year to offset increased costs of, 
natural gas. 

20. the increased rates will merely offset increase: in the 

cost of gas anel PGSE's rate of return for the adj.usted year 1973 will 
uot exceed 7 .20 percent~ which is less than that last found reasonable 
in Decision No. 80m. . 
Conclusion 

Based on the foregoing findings PG&E should be gran~d the 
authority sought in Applications Nos. 54616 ~ 54617 ~ and 5461S ~. the 
extent set forth in the order which follows. 

ORDER 
--~ .... ~-

IT IS ORDERED that: 

1. Pacific Gas and Electric Company (pG6E) is authorized to, 
inexease :its gas rates by 1.371t per thermto offset increases in 

the price p.B.id for gas purchased from canadian and California -producers 
effective July 1) 1974. 

2. PG&E.1s further authorized to increase its gas rates to 
offset increases in the price paid for gas purchased' from· E1 Paso 
Natural Gas Company, as follows: 

a. FPC Docket No. RP 74-57: .272; per therm 
effective July 10) 1974, or a lesser amount 
consistent with auy reduction in the 7 •. 09~ 
per Mcf ixlerease that might be ordered by 
the FPC. , 

b. FPC Docket No. RP 74-22: Increased rates 
to offset increases ordered by the FPC 
effective July lO;p1974, or at a later date 
provided such l.ater date does not extend 
beyond December 31;p 1974. 
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e. Calculation of rate increases. offsetting 
aetual increases author1zecl by the Federal 
Power Ccmn1ss1on shall be consistent with 
table C of Exhibit 26. 

PG&E shall pass on to its customers any r,edaced rates) and reftmd 
to its cuStom~s any refund from El Paso Natural Gas Company pursuant 
to order of the Federal Power Coam!ssion in Dockets Nos. RP 74-57 
and RP 74-22. 

3. 'tariff f:Uings to r~flec:t the authorized increases shall 
be made in accordance with Gen~ai Order No. 96-A and shall include 
consistent revisions to the contingent offset provisions contained 
in. the prel:tminary statement. l'he revised tariff schedu.les shall 
become effeeti.ve one day after the date of filing. and shall apply 
only to service rendered on and after the effective date thereof. 

4. PC&E shall file~ commencing within thirty days after the 
effective date of this order and every ninety days thereafter ~ 
quarterly reports on the gas taken from California sources." Such 
reports should be for calendar quarters, be by load factor elass, 
and include the following data: 

a. !'he' amount produced by months for the 
Prior three mouths. 

b. For the prior 12 months, the amoUllt 
produced~ the amount available, the 
m:tn'tm,'um. required take,.. and armual 
Contract obligat~ 

Xhe filing of these 'reports sball terminate with· the quarter . endiIlg 

within ninety days. after the effective date of our final decision· 
in Application No. 54280. 

5. the General Counsel of the Commission is hereby directed to 
confer with represen.tati.ves of the United States Department of State~ 
and such other federal agenc:.1es as may be a ppropr:Late-~ and enlist 
their adVice aud aid for the purpose of securing effective representa
tion 'bdore the appropriate Canadian federal and provincial governme:n-

tal bodies and agC!nC:.:tes: 'iu future exec:ut:ive;legisJAtive,. juclicial., 
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and regulatory proceedit2gs involvixlg. the cost of natural gas imported 
into the United States from canada. 

6. The record in Appl-1cations Nos. 54616,. 54617", and 54613 is 
hereby incorporated into the record of Applications Nos. 54279,. 54280,. 
and 54281 now pending before the Coc:mission. 

7. All reports required by previous decisions of the Coumission 
affectixlg tbeGas Department of PG&E shall continue to be filed. 

'!'he effective date of this order is the date hereof. __ 
Dated at San P'lazld8eo ,. CalifOrnia',. this' ? tAl 

t day of JULY'.;,. 1974. 
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APPENDIX A 
Pase: 1 of 2 

LIST OF APPEARANCES 

Applicant: .John C. Morrissey, Malcolm R. Furbush, Robert Ohlba.,ch, 
,Joseph S. Ellglert, by Malcolm H. Furbush, Robert Ohlbach, and' 
Donald L. Freitas, Attorneys at Law, for Pacilic cas and Electric 
~any. 

Protestants: Mrs. Sylvia M. SiAAel, for herself, Toward Utility Rate 
NOrmalization, COnsumer Fed"eration of California,. Consumers 
Cooperative of Berkeley, Consumers United, Inc., Diablo Valley_ 
CO'llSumer Action, .and Alameda County Consumer Action; Robert I.. 
Gnaizda, Attorney at Law, for .American G.l. Forum, League of 
United "'Latin American Citizens, National Organization for Women, 
Black Women Organized for Action, NAACP Western Region, Mexiean
American Political AsSOCiation, and Coalition for Utility Refom; 
~omas .1. Graff, Attorney at Law, and Richard E. Gutting, .Jr., 

01: Eiivirotml.ental Defense Fund; James J. Che~, Attorney at 
Law, for san Francisco Consumer Action; bonap. McCullum, 
Attorney at Law, for City of Berkeley; and Wayne A. MCFadden, 
City Attorney, for City CounCil, City of Foster City. 

Protestant and- Intervenor: William M. Bennett, Attorney at Law, /, 
for Consumers Arise Now and for hImSelf. . 

Inter~sted Paxties: Brobeck, Phleger & Harr:tso~t by GordOn E. Davis, 
Attorney at I.aw, and Robert E. Burt, for CallJ:ornii ManU£:acturers 
Association; Overton, Lyman & PrlIice, by Donald H. Ford, Attorney 
at Law, for Southwestern Portland Cement company; JohIl R. Phillips, 
Attorney at Law, for Planning and Conservation League; J. RandOlPh 
Elliott, Attorney at Law, for California Portland Cement CO.; %;ihiiiii Rnecht and William H. Edwards, Attorneys at Law, for 

1 ornta Farm Bureau Federation; Curtis L. Wagner, Jr., and 
.colonel Frank :1. DorSet' Attorneys at Law, for The Secretary 
o! Defense on &eh/aif 0 the Consumers Interests of the Executive 
AgenCies of the United States; Warren L. Williams, Attorney at 
Law, for Valley Nitrogen. Producers, tnc.; Edward A. Boehler, 
for CalifOrnia Ammonia Company; Thomas M.. 0 'COnnor ,City Attorney, 
by Robert R ~ead, for C1.ty and County of San Franc:lsco; 
M;tch&el y, Mc~ for MeFunk Enterprises - l'he Electronic and 
Coustruction DiVisions; Donald F. X. Finn, for himself; Silver, 
~os~~ Fischer & Steeher, by John Paul FisCh~ Attorney at Law, 
;or ale City of Palo Alto; Robert Salter, DaV! 1>. Follett, and to A. TharSi' III, Attorneys. at taW, for SOuthern ealUorilia Gas 
D tIlpallf Y; j ries.1. Mackres, Attorney at Law, for Department of 

e ense; arrow, eatiill Kaswell & Sbieldhouse, by LaXHi B. Dent, 
Attorney at Law, for Caiifornia Community TeleVi.si.onOciition; 

_att~D~t:o~~tJ:~U~!r ~~~!~~n~~ct; 
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Robert ~kodIt~ Attorney at Law;, for City of San Pablo; George 
T. Lene n~ ttorney at Law, for 'Ihe Executive Agencies of 
the Mted States Government; Fred Bray and Dennis Woodruff, 
Attorneys at Law, for California PUblk Interest taw center; 
H~ F. L~Pitt:r 2nd;, Attorney at Law~ for california Gas 
P'r ucers soeiation; and Edward V. Sherry~ for Air Products 
& Chemicals Inc. 

Commission staff: Richard D. Gravelle and Robert T. Baer, Attorneys 
at Law, Tedd F. Marv1~and K. c. Chew. 


