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(Appearances. are listed :tn'Appendix A) 

INTERIM OPINION. 

Nature· of Proceeding 

On January 30 ~ 1.~7S~ Pacific Gas and El.cctric Company, (PG&E) 

filed a series of·three apolieations requesting authority. to. increase its .. . ( " " 

rates and. charges for natural. gas service to offset . increases in "expense ' . 
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. 
caused by increases in the price of gas. delivered to PG&E from its., 'throe 

sources of :upply, CalifOrnia gas pr«lucers, the El Paso Natura1:Gas ' 

Company (£1 Paso), and: from canadian sources delivered by the, PacifiC Gas. 

Transmission Company (PGT). 

. The matters were assigned to Commissioner Leonard. Ross and ' 

refe~ to Examiner" John R. Gillanders for hearing. 

In the applications" PG&E states. that the increases orpric.e of 

gas obtained from EJ. Paso W""'...ll become effective on June l~ 1975
p 

:f"rom 
, , 

'CalifOrnia sources on July 1, 1975)' and from. PGT on J'uly16" 1975.~ PG&E' 

therefore proposes ~o increase its gas rates to its customers for ,se~CQ 

on and after those dates to offset the increased,'cost of gas· and related 

fra.."tchise payments and uncollectib1es ona urdform cents~per-therm ))as~, 

as',£ollows: 

Source' 

El Paso 

California Producers' 

ccmadian Gas (PGT) 

Total 

Cents-,Pe~, 
Therm 

0".216, 

0.46-7. 

0.059 

" 

0.742 

PG&E estimated,' in the three applications, 'that the offset rates. 

would increase annual revenues, based on an estimated 1975 test year, 

$70,062,000, broken down as follows: 

El Paso 

California Producers 

Canadian Gas (PG'X) 

Total 
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$24,393,000 

40,336,000 
l. . 

·5,1.33·,000 

, $70,062';000 " 
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The ,rate of return,. according to, PG&E" ,woulddX'O!>' ,by: 

',Effect of 
Increases 
From': 

El Paso 

caJ.ifornia Preducers 

Canadian Sources (PGT) 

Total 

1.J.3<''' 

1.88 

0.24 

3.27% 

PG&E cla.:tms that, should the offsets be granted as propo~ed) 
! 

during the yem:- J.975, as estil:l.ated, it would only earn a 7.43, 'percent rate 

of return on its Gas. Depaxt:\ent ::-ate base, which return is below the 
I 

8.0 percent last found to be fair and reasonaJ:>le for- the Gas Deparbnentby 
. .. .,' , 

."' ' the ,:'Commission in Deeision No. 80878: dated ~ember 19,. 1972 'in' 

Application No. 53l.Sa .. 

Stated Reasons for Proposed Increases 

'n Paso 

In Application No. 55469, l?G&E states that it obtains,approXimately 

3S percent of its na-curaJ. gas :from, El Paso,. which obtains' its gas from out-, 

of-state sources.. On December l6, 1974 E.l Paso filed increased· rates with , 

the Federal Power COlM!d.ssion (FPC) amounting: to 7 .. 2l¢ perMcf for gas

purchased byPG&E (FPC Docket No.. RP7s.:.39). Although El Paso in its filing 
"' . " . 

sought to reduce the customary fullfive-montll: suspension period, to: one cay,. 

the FPC has suspended the e...of:£ective date of El PasoTs filing w:til 
June 16, 1975,. at which., time the increase will become ef:eective., , 
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ElPaso also- flled alternative rev1sed t:ariff sheets, in that: same 

application seeking an aJ.ternative increase of only G..5a cents per Mcf. 

The difference of '0.63 cents per Met is attrib~tedby El Paso-to the' impact 

of the FPC authorized nationwide rate for "'new tt gas" as' set forth 'iIi 

FPC Op:tru:on No. 699-a, issued. on December 4" 1974 ~ on settlement "agreements 

:'Cached .earlier by El. Paso with certain O'lJners of speciaJ. ove~ding 't'O~alty 
interests. tlncIer the terms of these settlement agreements" 'the p:resen·t: unit 

o • ' 

amounts: payable to these overriding royaJ.ty· interest ownerswi.ll:be'revised 

on JuneJ., J.97S and on eachsucceee.ing June l by a formula based· on the· 

highest:::FPC prescribed or permitted ·interstate·gasrate ,thenext'ant~ 'Since ,,' 

this Junie 1, 1975 inc:rease in overriding royalty interest 'payments,"will, 

occur one day after the May 31, 1975 close of the test period selected by 
;: . '. .'..". . 

El Pasoiin the Docket No. RP75-39 filing, 0 Paso sought wa:i:verof:the 

filing requirements contained. in Section 154.63 Co;) (2) (i). of the FPC"s. 

Ngulations to extend the test period one day in order to iDeJ.'Ude· the 
:: . '. ,'. '., . ' 'I' . 

"known and measurable tr increase a'ttrib.:ted to. the ovc=rrid:i.ng'X'OyaJ.ty·. 
Ii . , ,., ,', . 

paymentS I. This request for waiver was granted by order of the' . Federal 

Power C~mois$iondated January 1>" 1975. 
:1 ' . ',' , " 

,: The :basis, for this present offset application by 'PG&Eis the 
, • r • 

full 7.2:l cents- per Met unit price 1n~ase soughtby'El Paso. Shouid.'the 
" 

FPC resc':z:nd its waiver and only ~rcit E~ Paso to place 'into: 'effect those 

alternate revised tariff sheets reflecting the lower uI'iit pri~e i.~cre~eof' 
,I ' • , ,. 

i' 

S.S8 ceritsper Mcf> PG&E will ad.just its. offset rates accord:Lilgly.to,refleet 
:\. ' 

only tho~e costs ineu~ from the ElPaso rates actually ·plaGi.d:·in1:o:··eff~ :, ' 
,I 
:, 

pursuan~i to·· FPC authorization~ 
:1 
:' 
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'!he El Paso rate filing will become effective subject -to reduction '. 

and. ~fund under provisions of the NaturaJ. Gas AC1: if the FPC. should ulti-
, , '", ., ". 

~tely determine in the proceeding before it that El Pasotsratcscxceed 
" . 

just and reasonable levels. PG&Eproposesto· make appropriate rate reduc-

tions arid refunds to correspond with· any rate reductions' .andrefullds order:d' .. 
c, ., 

by the FPC. 

California. Sources 
." . ..' . 

In Application No. 554GB", PG&E explained. that it obtainsapprox-

ilnately 17 percen-e of its natural. gas from CallfoX'Ilia gas producers. Under 

the terms of· P.G&E's contracts with these producers the present pricing. 
, .. > ' 

, , .., 
period ends June 30;, J.97$. The . contrac~ requ.ire 'that PG&E pay the reason-

able l:Iarke-e value for California. gas. 

In response to producer demands ranging :between$1~1l.and$3.00 

per Mcf,::=wlUch the producers alleged is the reasonable market value,.:PG&£: 

is negotiating foX'" a price of 75 . cents per Mcf for- 1>000· Btuheatirig value' 

delivered at 33-1/3 perCent load factor. This. represents a 30' cent increase 
, .',"" 

over the. present con'tl:'act price of 4S cents estaJ:>lished July 1,19?4 and 
.. 

negotiated two years ago. A nl.llnber of producers have agreed 'to this.pr1ee, . 

and PG&E" is negotiating with tile remainder a't this. price level~ 

'As a result of the foregoing July ~, 1975.base price in~asefor. 
. . 

califOrnia gas l?G&£'s annual expense will il'lcrease$40>33G:,.OOO .cffeed.ve 
. . 

July ~, :l9.7S, based on a 1975 test year. 
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Canadian Sourc~s 

PG&E explains in Application No. SS470that itobtainsapprox

imately 4S percent of its natural gas from PGT, which obtains its gas £rom, 

Canada. PG&E expects its cost of gas from t:his· source to increasel.3S7¢, 

perMcf effective July 26, 1975-. As a result of the foregoing PGT'rate 

increase, PG&E's al''lnuaJ; expenses' are expected to increase $5-,J.33,000:, 

effective July 26, 1975, :based on a 1975. test year. 

The PG'r rate filing will become effective subject to reduction. and" 

refund under provisions of the Natural Gas Act if the FPC should ,ultimately 

determine in the proeeeding before it that PGr"s ratl?s exceed' just and 
, 

. reasonable levels. PG&E proposes to make appropriate rate reductions and 

refunds to correspond with any rate reductions and refunds' ordercd~ bytbe 
" " . 

FP~ 

. Public Hearing 

'Xhe three applications were consolidated for hearing " and after 

due notice:, including notices sent with customers' bills for service-, J.3' 

days of hearing and one night hearing were held in _San Francisco,. and ,one 

night hearing in Fresno, during the period March 3,. 1975 through,Jun~ 4,1975-

:before Commissioner Ross and! or Examiner G1l1anders. Statements and! or 

evidence was taken from meI:lbers of the public. Evidence was given-by 'PG&E:,., 
'" . 

. .' . ," 

staff, Ci'ty of Palo: lUto, -Textile Service Indust'ries, and the Cal:iforrda •. 

Gas Producers-Association. 
, .. : 

PG&E'tS 'Presentation, 

PG&E's requests are summarized in the table folloWing: 
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Test YeaI' 
Gross Oper. Revenues $ 967,458 
Operating Expensos 

Cost of Gas ?Ol,eJl 
Other Exp~ EXo1Uding 
- Taxes Basedon 

Income 173,543 
Taxes B8~edon in¢Ocne ,16.09) 

TotalOper~ Exp. 891.467 
Net for Return 75/f)1 
Rate Base 

PAOIFIO GAS .w.n ,Fi'$RXO OOMPAlfl ' 
GAS DEPAJitMEtff ',', 

im3ULTS 'OF OP~TI6NS .' c' -' 

AOOPTED IN DECISION W,' OOS7S AS ADJOS1'ED 
(006' 5 omnXed) 

.. ""= ~ -

. . . 

cal!t'omt.a El pa.s6 ·P.O.T, 
?l1h5 6/16/'/5. 1I26b~ 
$ $ $ - $ 

39,996 18,535 5,090 

... 

, -, 

WlthOMitotnltl,' E)..-·pasQ,' 
AM ",0.1', lncresses 

WHbOut. ' With 
Rate Rate (0) Rate 

Total fr-:,DOsE. PrOP9sal. a ,'Proposal " 
- $967,'45$$ 61.,162 $~t()~n,620 

63,621 765,452 765,452 
" 

... , 541- 17i,064 
lJ!O~~ ---1..~ 

955,629 

11).54' 
(~~712) , (916~1 (a&~t) (~11~) ~~) 
19,211 8,906 2,446 30.569 922,cH6 '33.59) 

(19,211) (8.906) (~,41.6) (30,569) 45,422 30,569 75.991 , 
.. 1,O~,547 1,022,547 

~ • 

~. 
t). 
(i" 

·'r. 
~. 

Rate of Return 
1,02~,547 

7,4'3~ (l.~) (~~'f;4) . (0.24~) (2.99~) IH44~ 2.99~ 7.43% 

(8) 

(Red Figure) 

E1 Paso'Natural Oas $18,69,),000 6/16/75 "" 0,216 ¢ents per the~ * 
CaUt6mia 40,336,0(;() 7/1/75 "" 0.~67 cents 'per therm 
P.O.T, 5,13l.000 7/26/75 • 0.059 cents per them 

Total $64,162.()(X) 0.742 cents per thetm 
*PO&E isr~~ues~lng offset increasos based on an increase from 
El Paso of $24,593,000. 

\. 
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',1" '".j.,' 

.:! " 

Suff Presentation 

lbe staff presentation was made through two engin.eers. 

Upon learning of the possible adjustment to. El Paso's cost of gas~ 

the staff modified its previous exhibit and recommended that· its 

'results, shown below ~ be adopted by the Cotzmission: 

TABLE D 
(Second Revision) 

SUMMARY OF OFFSET INCREASES USING 5 .. 4U/Mef RATE RISE m.EI. PASO GAS 
. EFFECIIVE 6-16-75 IN LIEU OF 7.21t£/Mcf . 

Item Staff 

California Gas $36,366 
E1 Paso Gas l7~578 

P.G.'!. Gas 27365 
Totals 56,309 

California Gas 0.438¢ 
El Paso Gas .212 
P.G.'!. Gas .02S 

Totals .678: 

Utility Exceeds· Staff .. 
Utility Amount Percent 
(D:>lLirs in Thousands) 

$40,336 $3,970 
lS,692 
5,133 

64,161 7,;852' 
(Cents Per l'heim), 

'O.483¢' 0.045¢ 

.216 .004 

.061 . 

• 760 
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, Presentation of City of Pale>' Alto 

The City of Palo Alto, throu.gh a consulting engineer, presented 

evidence to shOW' that it, as a resale customer, on a cO'st-of-seXvice' basis, 

was producing a return to' PG&E on, its. Sales te> PaJ.o AltO' highe~ than ,the 

system average rate of return. Pale.Alto :-cquested that its: rate-schedule 

not be increased on a cen1:s-per-therm ~$is. 

Presenta~on of Textile Service Indu~trics, Inc. 

Textile Service Industries" Inc~ 'argues that the textile nUdn
tenance industry is ~st served by maintaining"the historic ~lly-allocated~ 

co::.t d.esign O'f" rates which would cO'ntinue' a volume discount to' the, large 
J • • " 

user. 
.'11 , 

I Public PaIti.Cit>Q.tiO'n 
', •.. " ••... . , ",,1, 

In addition to' the memJ:>ers oftbe public whO', made statements or ' 
,-. 

presented. testimony at the public hearings, ,many wrote letters to 'the , 
COmmissiO'n. Of those whO' wrote letters, 334 protested 'the applicatiO'ns and 

, ' , 

four were in favor: of the Commission granting all or part' of ,the' a~pllca-

tiO'ns. As a sub-categO'ry, 62 ef those letters: were in the fermef: ~nrl:meo-
, ' 

graphed postcard which requested the CommissiO'nto deny further rate in-
, . , 

creases: until a lifeline .. a low flat fixed rate for gas and' electriCity 

use - was established. 

In addition to 'Cheletters, there 'were several. peti'tionswhich 

protested the increase and requested favorablea.cti.on· of the Commission :rn 
net granting the a.pplications. The signa~res . totalled' 310O'n the.'varlou$ 

petitions. 

-9-- .' 
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In the miscellaneous category, there was one resolution by 

the County of Placer, Resolution No. 75-131, dated· FebruaryZ5, . 1975, 
.' . 

which reflected the action of the Courttr's Cotmcil in protesting the 

applications. 

By letter addressed to all parties in Appl:£cationN<!~" 54279 . 
-" i / 

et AI. (PG&E's general rate increase applications), the'presiding 

coDlIlissioner stated that the subject of rate structure would be 'an 

issue in these proceedings. No testimony was presented as .a result . 

of the letter. 

Position of california Gas Producers Association 

The California Gas Producers AsSoeiat:l.OI1 supports the rate . , 

increases particularly :I.nsofar ~ they have to' de> with an offset for 

the increased cost of cal1fornia gas. 

Ado2ted Results· 

At, tb:Ls time, we will only issue an interim deeis:[ou':[n 

order that PG&E may promptly recover in rates the amount it will 

reaso'Cably pay to its. supplier EI ~aso . (Plus amounts for franehise 

tAXes 2nd uncol1ectibles). 
t;:, 

the subject of the amounts to be allowed for . increases in 

payments to california supp.liers and PeT will.be covered in sub

sequent decisions.. 

'We have compared the estimates of offset rel1ef reqtnredas 

prepared by PG&E and by the staff.' We will adopt, in this case and in 

the related applications, the same heating value estimates as were 

used in the last general rate case (Decision No-. 80S78).' 

-10~ 
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We are of the opinion that by using the fiscal year 1975:"76'tese 

period and the purchased volumes as~:[ated therewith~ PG&E:t 
S obliga-

, ... :" 
tion to £l Paso will be $17,578,000, as estimated, by the s~f-, 

Rate Spread 

Although this Commission has previously spread gas offset 

rate increases on au equal cents-per-tberm basis, we are persuaded 

that the natural gas rate st%ucture must be chAnged. In the pas t ~ 

interruptible customers were granted dis'coant rates in order to' induce 

them to use gas:. Itlsing prices of al ~ern.ate fuels make such an ' 

inducement unnecessary. Moreover, the: eurrent rate structure has not . , , 

been designed with reference to the increasiugcur1:ailmeut of natural 

gas and the imperative need for' conservation. ThUs., the, present 

federal alloea.tion poliCies and, the current rate, structure actually 

pet241ize residentia.l <:ustomers as a class for their conServation 

efforts. A reduction in california residential use, results under 

current federal policies in a reallocation" of the unused volume " 

tbxoughout the pipeline system.. Some of this gas goes to out-of-:-state 
\ 

customers; the remainder to California interruptible c:ustom.ers-. Each. 

of these reallocations results in a net reduction ofPG&E:' s: revenues:~ 
The reallocation to interruptible california customers does. not:, in. 

any way reduce PG&E r s , costs. thus;p residential· conservation in 

California bas. two perverse ,effects: . f1rst~ it shifts gas:iito . 
" " j 

-11-
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out-of-state customers; second" it increases the utility's revenue 

requirement per therm" and' thus increases rates' to residential as" 

well as ,other customers. 

We urge the FPC to modify its' allocation system to ensUre 

that gAS saved as a resalt of a conservation effort be reallocated 

within the same state.. Further" we propose to' alter our rate 

structure so that it will not penalizeres.idential conserVation. 
" . .-, 

Toward that end, we will require PG&E .to file gas, rate schedules 

designed solely for domestic (residential) tl8~. We will then 

establish a. new set of tariffs 'Which will remove the amount: of this 

offset from the residential class and redistribute it to the customer 

classes benefitting from. residential conservation. 

Insulation Program 

PG&E presented testimony and an exhibit (28-) regarding its 

ceiling insulation program. According to PG&E, there are more than 

700,000 bomes. in northern and centra.l california that have no ceiling . . . 

insulation. There also, are many homes. whereex1sting. insulation is 

inadequate and additional ceiling inSulation would be beneficial.. If 

a.ll these homes were insulated" the sav:1ngs. of natural gas ,required' 

for space heating could amount to twenty-nine billion cubic' feet 
. " .~'" .' . 

per year. Using 2l~ per square foot as an' averageinstalled,cost: 
,., , . 

and assuming a 30 percent sanng" the cost for 1nsu14t1on installed. 
, ,', 
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in the typical home could be returned in fuel bill Savings in aboue 

seven years at eoda.y's gas rates. If the rates increase ta. 2l¢ per 

therm (the, approximate gas cost if pending PG&E rate requestS are . , 

author1zed)~ the payback period would be about 5- years,. 

It appears from the above that'~ since new gas. supp1:J.es cost 

substantially above the average of existing gas suppl:tesand even 

above what customers pay directly for gas~, there':[s amarg!nwbere 

all customers are benefited by conservation measures ~byany 

customer. 

It is our View that the facts might justify some modest 

form of insulation subsidy program paid for by all customers who 

benefit £rom conservation~ and we requestPC&E and the other parties 

to prepare," such. a program for our consideration. 

Findings " 

1. On June 16~ 1975 the cost of gas supplied by El Paso to

PG&E is estimated by PG&E to increase by $24 ~593. 000 based on 

El Paso's fil1ng before the FPC (Docket RP75-39)." 
, I 

2.El Paso bas indicated to the FPC that certain of its 

calculations presented in Docket RP75-39' were in error. 

3. I'he effect of the errors. if recognized by the FPC;. would 

reduce PG&E J s estimated increase to. $18,. 693. 000: based on a 197>" 

calendar test year. 

4. According to the sta.ff~ based on a fiscal 1975-76eest year~. 

the increase in ~. costs from El Paso to PG&E ,~uldbe $17 ~57~~OOO 

on a corrected RP7s.;.39 , basis .• 

-13- . 
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, ,> 

5. The staff's estimate of cost of gas· is reasonable., 

6. The increase in rates and charges authorized: herein are 

justified;, the rates and charges authorized, herein are reasonable~ 

and the present rates and charges insofar as they differ from those 

prescribed herein are for the future unjust and unreasonable:., 

Conclusions 

l~ ,PG&E 'should be authorized, to increase rates to its' customers' , ' . 
by $17,578,000. 

2. The $17,578,000 increase should beapport:[oned to:PG&E's 

customers on' the following basis: 

(a) A uniform cents-per-therm, increase to all rate 
schedules effective as of June 17 ~ 1975~ 

(b) 

(c) 

Not more than sixty days from J'l,Ule 17, 1975 
PG&E shall file tariff sheets which will 
establish schedules for the class of 
residential customer and. concurrently shall 
file rate schedules for residential customers. 
which exclude any increase due to this :tnterlm 
decision. 

Within 30 days after the receipt of: the PG&E 
rate schedules this Commission will adopt 
tariff sheets which will apportion the amount 
of the iticrease granted herein to the non
residential schedules. 

-14-
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INTERIM ORDER 

IT IS ORDERED that:-

1. Pacific Gas and Electric Company (PG&E) is authorized on . 

or after the effective date of this order to file increased gas. rates 
• • .OJ 

. : 

to offset the increased cost of gas from its' supplier. El' Pas.o' Natural 

Gas: Compa.n.y as follows: 

Rate Schedule 

Effective 
Date 

June 17, 1975 

Offset 
Increase 

2. Tariff filings to reflect these increases shall be in. 

acecrdance with General Order No~ 96-A. The revisedsehedules sh.'lll 

be effective on the date of filiDg and sballapply Only to' service V" 
rendered on and after June 17 ~ 1975. 

3. Such increases s!lall be subject to. refUnd as speci£1edin . 

applicant's Prelimtcary Statement. 

~. 

4.a. Not more than sixty days from the effective date of this: ~. 

order PG&E shall file tariff sheets establishing schedules, for the' 

class of residential customexsand' concurrently shall file rate 
: 

sc'hedules for residential customers which exclude any increa'sedue· 

to this interim decision. 

b.. Rates . for resale customers rlll be set ~ ~ allows:tmilar 

exclusion of this increase from their residential schedules" without 

bu.rdel?-ing their nonresidential customers in any greater degree t~ 

those of PG&E. 

-15-' <- . 
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\ 

S. 'Within thirty days after the receipt of the PG&E rate 

scbedules this Comm1.ssiou w:l.ll adopt tariff sheets- which Will appor

tion ,the amount of the increase granted' herein to thenonr~ident1al 

.' schedules. 

The effective date of this order is. the date hereof. 

d San Fr3Jldsco, 11' J: .. t.,;.". J.... Date at _________ ~,ca LOmia, ~S 17:7 

day of ______ J ..... U-.;.;N ... E ___ , 1975 .. 

.', " , ... ' 
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APPENDIX A 

LIST OF APPEARANCES 

Applicant: Malcolm H. Furbush and Donald L. Freitas ~ Attorneys 
3 t taw ~ for pacific Gas and Electric Company. 

Protestants: Silver, Rosen) Fischer and Stecher, by .John Paul 
Fischer) Attorney -at Law, for City of Palo Alto; SylVia M. 
Sregel, George Gilmour, Attorney at Law, and- E~ene COIle, 
xor toward utility Rate Normalization (!URN)~ nsumer 
Federation of CalifOrnia, and themselves; .]osPc;tt D. R~aetto 
and Elsie Steiner, Attorneys at Law, and Charotte SCoen, 
for themselves; and H. C.Buc:han..an, City Councilman, City 
of Manteca, for Senior CitiZens. , , 

Interested Parties: Brobeck, Phleger & Harrison, by Gordon E. 
Davis, Attorney at Law, for CalifOrnia Manufacturers 
ASsociation; HehXaF. L1pX;tt, II, Attorney at Law, for 
california Gas ueers Socl.ation; Thomas M. 0 t Connor, 
City Attorney, by Robert Laughead,. for the City and County 
of San FranCisco; and Charles G. Lowe, Juanita F. Loomis,. 
Gary W. Lindsey, and Allene Silverman, for themselves. 

COmmission Staff:, Peter Arth, Jr., Attorney at Law, and 
Edmund .J. Texeira. 
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