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INTERIM OPINION 

Statement· of FaCts 

At the present time Pacific Gas and Electric CQmpany (PC&E) 
obtains approximately 45 percent of its natural gas from El Paso 

Natural Cas Company (El Paso) .me! approximately IS percent from 
California gas produeers. El Paso obtaiM its gas from out-of-state 
sourees, a.nd the price El P4.S0 charges PC&E for ga:s de11ve%'ed is 
regulated by the Federal Power C<:larn:Jssion (FPC). On the other hand, 

prices charged PC&E by the Califoraia gas producers for gas delivered 
are not presently regulated.!! For its gas delivered free Cal1forD.1& 

/ 

sources PC&E must eoctraet with e.w:h of approximately 80 CalifO%'lrl.a 

gas procluc:ers .. Y !be tezms of these eontrec.ts require PG&E to pay 
"reasonable DW\X'ket value-, a figure determined by negotiation or by 

btDdjDg arb1trat1~ 
In 1975 one of PC&E's major California source producers. 

Oeeid.ental Petroleum Corporation (Occidental), refused to aecepe the 
July 1, 1975 base priee of 7S c.ents per Me£ that had been agreed to 
by all of PG&E's other Californ1A producers and demanded arbitration 
to determiDe the "reasonable marlcet vallle" of the gas it was delivering. 
Aec.ord1rl,gly, PG&E end Oceidental entered arbitration proceedings and 
these proceedings had 'DOt been completed when the publie hea:ing on 
these applications began. Pending results of the a:oitration, 

0ee1dental continued to supply natural gas to PG&E u...""lder contr&et 

provia1oas that aay inereased price above 75 cents per Mef would be 
retroactive to July 2, 1975. 

Y In proeeedinp ~ Applicati.on No. 55468-, an offset applica
tion by' PG&E. the Corz=1ssion r.a1.sed the question of what is the 
cost of produe1ng the CalifortU.f! natural gas sold to PC&! by 
California pr~rs .end whether ~!':.e t>rice of that gas sold 
UDder contract to PG&E should be d.ix'eCtly regulated by this 
Cca1i.s s ion.. By Deeisiou No .. 85827 dated May 18, 1976 in that 
&wlieat1on, tb,Q ('.cmni $$100 issued to those producers an Order 
to Sb.ow C&use as to why they should not be regulated by this 
Com=ission as publie entities. 

'£1 PC&E prese1ltly bas approximately 200 gas purchase contracts with 
about 80 California gas producers. 
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In 1976 PG&E offered its California source producers a 
July 1, 1976 base price of 90 cents per Mcf for gas to be furnished 

under its contracts commencing July 1, 1976. Many of PG&E's 
California producers are unwilling to conclude negotiations on 
the July 1, 1976 base price until the results of the Occideneal 
arbitration are known.~ 

As a consequence of various filings it was expected that 
El Paso would make with FPC, it was .anticipated that effective 
August 1, 1976 the cost of natural gas puxcbased by PG&E from 
El Paso would increase $46,907,000 on an annualized basis.'d 

~I Of the approximately 200 contracts subject to rcnegoeiations; only 
20 producers with 29 contracts, representing 2.1 percent of the 
volume of Califo:nia gas under PG&E contract, have accepted the 
PG&E 90 cents per Mcf offer. 

':../ On January 30, 1976 El Paso filed a general rate increase with 
the FPC. By Docket No. RJ? 76-59 the FPC suspet:ded the effective 
date of the proposed increase, amounting to 5.382 cents per Mef, 
until August 1, 1976. 
In Opinions Nos. 749 and 749-A dated December 31, 1975 and 
February 27, 1976, respectively, the FPC authorized jurisdictional 
pipelines having purchRsed gas adjustment clauses to file s~cial 
rate adjustments to of:se: incr~ses resul~ing from the FPC s 
establisbment of eer~in t'..a.tion~ri.c!e r~::ec ior n::turc.l gas flowing 
in interstate commerce prior to January 1, 1973. U~der these . 
authorizations El Paso was to make special filligs for rate 
increases to be effective May 1, 1976 and July l, 1976. These 
inereases were to be in addition to El paso's scheduled April and 
October purchased gas adjustments. To mitigate aclministrative 
burden, El Paso indicated it would ask FPC to permit it to make 
the May 1 and July 1 special rate increases effective on August l~ 
1976 - the same date :£1 Paso" s .. general' rate increase will become 
effective. El Paso estimated that the May 1 and July 1 increases 
to be made effective August 1, 1976 would amount to 9.50 eents 
per Mcf, of which 5.61 cents per Mcf represented a special 2-month 
surcharge to be applicable to August and Se?tember 1976 only. This 
special 2-month surcharge would be el:tmin.a.ted in El Paso's 
October purchased gas adjustment and fn PG&E's corresponding 
tracking adjustment. The combination of the 5.382 cents per Mef 
general increase, and the 9.50 cents per Mcf special rate increases, 

(Continued) 
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Additicma.lly, as noted earlier, based upon the 90 cents per Mcf 
offered by PG&E to its california source producers, effective July 1, 

1976 PG&E will incur an additional cost, on an Bnm18.1izedbasis, of 
at least $16,,567,000 for California source natural gas.?l 

'±.! (Continued) 
all effective August 1, 1976, would amount to a 14.882 cents per 
Mcf increase PG&E could expect to pay El Paso for natural gas 
effective August 1, 1976. Atmualized, these increases would amount 
to $29,840,000 and $16,909,000, respectively, and when included wieh 
an anticipated allowance for uncollectibles, franchise taxes, and 
net storage credit, would amount to a total increase to PG&E on an 
annualized basis of $46,907,000 for gas purchased from El Paso. 
However, subsequent to the May 25-26, 1976 hearing in this case, it 
was learned that as a result of actual weighted average gas costs 
under its producer-supplier contracts, El Paso had filed for 
slightly smaller increases than those anticipated (and used by 
PG&E in this application). [The Commission takes official notice 
of El Paso Natural Gas Company's Special PGAC Notice of Rate 
Change Based on Changes in Purchased Gas Costs Resulting from 
Opinions Nos. 749 and 749-A. Dated June 30, 1976.J Under its 
actual filing with the FPC dated June 30" 1976, El Paso's May 1 .and 
July 1 increases t~ be effective August 1, 1976 amount to 8.85 cents 
per Mcf, of which 5.43 cents per Mcf represents the special 2-moneh 
surcharge which will be eliminated October 1, 1976. Combined with 
the 5.382 cents per Mcf general increase, the 8.85 cents per Mcf 
special rate increases amount to an overall 14.232 cents per Mcf 
which PG&E must pay El Paso effective August 1, 1976 for gas. The 
combined May 1 d.nd July 1 increases, and the general rate increase, 
on an annualized baSiS, amount to $27,806,000 and $16,,909,000, 
respectively, and together with .an allowance for uncollectiblcs, 
franchise taxes, and net storage credit results in a total increase 
to PG&E according to PG&E of $44,858,000 on an annualized basis 
effective August 1, 1976 for natural gas purchased from El Paso. 
It should be noted, however, that the El Paso general rate increase 
will be subject to reduction and refund under provisions of the 
Natural cas Act should FPC ultimately determine that El Paso's 
rates exceed just and reasonable levels. PG&E bas a.greed 1:0 make 
corresponding reductions and refunds in such eventuality. 

2/ As PC&.E approached California gas producers for the .July 1, 1976 
base year contracts, producer demands ra.nged between $1.15 and 
$2.35 per Mc:f. As noted above, PGOE increased its 1976 base 
year offer to 90 cents per Mcf from the 75 cents per Mcf c:ontracted 
for the 1975 base year (with all producers except Oeeidental). 
This 15 eents per Mcf base price increase for 1,,000 Btu heating 
value california natural ~as delivered at 33-1/3 percent l.oa.d 
factor will increase PC&E s .annua.lizec1. ~ by $l6,567,000. 
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By Decision No. 84902 dated September 16, 1975 in 
Application No. 54230, this Commission found on a 1975 test year 
basis that a rate of retu%'tl~ of 8 .. 65 percent would be reasonable for 
PG&E's gas department and authorized increases in rates to enable 
PG&E to earn that 8 .. 65 percent rate of return. PG&E's present 
gas rates to its consumers do not reflect either the$44~8S8,OOO 
El Paso increase, based upon the June 30, 1976 filing, or the minimal 
$16,567,000 California source increase, and without comoensurate 
increases in PG&E's annual revenues, its gas department rate of re~ 
will drop by 2.47 percentage points, bringing the rate of return 
below the level of 8.65 percent last found to be fair and reasonable 
by the Commission. 

It was against this backdrop of anticipated cost increases 
in its supply of delivered natural gas that PG&E, unable eeonomically 
to delay further as the July and August deadlines approached, 
filed these offset applications.BJ A duly noticed public hearing 
was held in San Francisco on May 25, 26, 1976 before Exam;ner 
John ~ .. Weiss. The hearing was- sparsely attended by the general 
publiC .. ?} During the first day of hearing, the arbitration award 
in the Occidental and PG&E matter was introduced into evidence .. 

Y PG&E asserts that unless it is permitted to make the pro~sed 
offset rates effective on the dates requested, it will suffer 
an irreparable daily loss of approximately the following 
amounts: 

To Offset the Cost of Gas From: Daily Amount 
Califomia. P.::odueers $ 45 p OOO 
El Paso $122;,'900 * 

*Based upon the $44,858,000 El Paso increase. 
11 Although approximately a dozen individuals from the general 

public were in attendance during the two-day hearing, none 
availed himself of a proffered opportunity to speak on the 
applications. There were 66 eoammieAtions from the public
and various entities - all but two were opposed to the 
increases. 
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The two-to-one split decision of the arbitration panel found that ror 
the July 1, 1975-June 30, 1976 period, the "reasonable market value"Y 
for gas under the seven individual Occidental contracts ranged from 92 
cents per MMBtu to $1.12 per MMBtu and determined a proper rate of 
escalation of the one-year prices for subsequent years as 20 percent. 
Based on the two to four-year terltS of the individual contracts, the 
panel's order set" the prices payable by PG&E to Occidental retro~ctive 
to July 2, 1975 (wl:th two minor exceptions) under the indiVidual 
contracts in a range from $1.01 per MMBtu to $1.36 per ~u. PG&E 
now must decide whether to accept the arbitration award setting 
prices in excess of the 75 cents per Mel' it had alloc~ted for the 
July 1, 1975 base year as regards the seven Occidental contracts, or 
litigate the arbitration award. 

Further, PG&E must also now determine the eff3ct the 
Occidental arbitration award may have on prices to be negotiated ~th 
each of approximately SO California source gas prcduce:"s fo':' 
contracts to cover the July 1, 1976 base year. ?G&E's vice president 
for gas supply testified that "it is highly unlike~y that the 
renegotiated price will be less than 90 cents per ~u," and that 
"it is quite possible that the final price arrived at by PG&E and 
the proc:ucere will be in excess of that amount." In V"...ew or the 
shortn~zs of time before the effective date of the n~~ base price, 
he also stated that it was " ••• in fact c;,uite likely thAt the 
necessary contract amendments will not be signed until aftor 
Jul.y 1, 1976, but t!ley 'Will be ef'fective as of' that c.oate."21 

Y The definition or "reasonable market value" used in the 
arbitration proceeding was: "The pnce that a 'Willing 
purchaser would be willing to pay a willing seller for gas 
delivered in comparable quantities under like conditions." 

9/ Page 23, lines 4-7, of Transcript Vol. 1, May 25, 1976. 

-6-



e 
A.56392~ 56.393 "om 

By these applications PG&E asks ~he Commission to issue 
appropriate orders: 

1. Authorizing PG&E to file and place into effect 
as or AugIlst 1, 1976 and July 1, 1976, l"espec~ively, 
eere~ rate increases set forth in i~ 
applications designed to o£rs~ the El Paso and 
California sources increases which will be 
effective on those dates. 

2. Finding that PG&E's present rates for natural 
gas service on and after August l, 1976 and 
July l, 1976" respectively, in light of the 
El Paso and California sources increases, 'Will 
be inSU£1'icient~ injurious~ unreasonable, and 
inadequate, and that the proposed ofrset rates 
contained in its applications are £air and 
reasonable. 

3. Authorizing PG&E to establish and record in an 
appropriate gas adju~tment account" and amortize 
by temporary changes in rates, the ef'.f'ect or tbe 
differences, if any, in costs of California source 
gas between the 90 cents per Mcf offered by PG&E 
and the base price finally established for base 
year July 1" 1976. 

4. Authorizing PG&E to include in the proposed gas 
adjustment account the additional cost above 
75 cents per Mc£' which PG&E will 'be obligated to 
pay Occidental resulting out of the Occidental
PG&E arbitration award of :rr~y 24, 1976 for gas 
already delivered. to PG&E during the July 1, 1975 
base year. 

-, 

The staff <:lid not. obje~ to an interim decision offsett.ing 
anticipated additional costs to PG&E result.ing from gas delivered 

from El Paso, or from California source gas based on PG&:E· s current 

90 cents per Mer offer to California producers. However, t.he staff 
did take exception in both applications to recognition of changes 
resulting frOQ injeetions into storage, contend:£.ng that this is 
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against their poliey as not being likely to oeeur during normal 
test year conditions, and reeognizing. how much of a problem over
collections have recently been. The staff also submitted slightly 
higher Pacific Gas Transmission (PGT) estimates than those proposed 
in the PG&E applications, basing their figures on those used in the 
PC&E current general rate case, Application No. 55510. In both. 
applications the staff contentions resulted in rates slightly less 
than those proposed by PG&E because the amount necessary to offset 
these increases can be spread over a larger volume of sales. 

The staff agreed with PG&E's proposal to establish a gas 
adjustment account, stating it would be an appropriate way of 
handling the overall unknown amount of PG&E's liability under its 
California source contracts .l:Q1 However, pending subsequent 
auxiliary filings which PG&E offered to make, the staff reserved 
expression on how the account would be handled. Tbe staff also 
wanted further hearings to test the reasonableness of new prices 
applicable to the California source gas. Finally, the staff agreed 
with ?G&E's proposal on rate deSign, noting that the design used is 
consistent ~th the latest Commission philosophy applicable to PG&E 
offset increases as expressed in Decision No. 85082 dated October 31, 
1975 and Decision No. 85626 dated March 30, 1976, in Ap?lications Nos. 
55468·, 55469, 55470, and 55687. 

101 PG&E contracts with its california gas producers to assure a 
- continuing supply of natural gas over va.rying number of years. 

These contracts include renegotiation provisiOns. When 
negotiations have not been concluded 'by the beginning of a new 
base year) the gas continues to flow to PG&E, but PG&E is lab le 
from the beginning of that. new base year for the new base price 
subsequently arrived at. 
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Discussion 

An offset case differs from the traditional rate setting 
case substantially. In the traditional rate setting case each element 
of the cost of service is usually thoroughly examined, a lengthy and 
time conSuming process, but one essential to insure that the projected 
revenue does not excee~ the cost of service. The adjustment of rates 
to reflect the effect of a change in but one or two speci£ic definable 
elements, independent of the other major elements making up the total 
cost, is known as an "offset", and is designed to proviae prompt 
relief on limited issues. A rate setting procedure involving such a 
change is known as an "offset proceeding". In the matters at hand,. 

changes in two major cost elements are involved - the costs of natural 
gas purchased by PG&:E frol:l (1) El ~aso and (2) from California 
sources. PG&E·s applications here meet the criteria for an offset 
procee<i1ng. 

The Commission has received a number of letters from people 
asking us to simply deny the rate increase and make PG&E absorb the 
additional costs. This we cannot do. In Decision No. $4902 dated 
September 16, 1975 in Application No. 542$0, a traditional rate 
setting case, this COmmission fowd tb.at a rate of return ofS.65% 
based On test year 1975 would be reasonable for PG&:E's gas department. 
There is no suggestion or evidence here that the rates allowed by 

the instant order will permit PG&E to exceed its last authorized rate 
ofretum stated above. On the contrary, tbe anticipated El Paso and 
Cal1:f'ornia source increases, unless offset, would serve to drop that 
rate by 2.47 percentage points, tbus bringing PG&E's rate of return 
below that previously found reasonablo. A rate which is too low to 

bring in a reasonable return is said to 'be- "con!1s.c:a'tOry" and. a taki ng 
of the utility'S property 'Without ~ue process; something we cannot 
do constitutionally _(Smyth v Ames (le9S) 169 u.s. 1.&, 526). There 
just is no basis in the evidence betore us to burden PG&:E with :m.y 
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part of the increases. They simply serve to keep PG&E in the same 
financial posture it would be in were these source costs not to 

increase. We have no alternative but to allow PG&E to increase rates 

to recover increased costs. Howevex; we do want to avoid any 
proliferation of rate increases to the consumer such as would arise 
out of piecemeal authorizations pending dcte=m1nec1 act:ual COS1:S 

Accordingly, we will approach the El Paso and California source offsets 
as follows. 
El Pa.so 

In considering PG&E's application to offset the anticipated 
El Paso increases, we note that the st:a.f~ with minor e"ceptions~ 
generally concluded that the revenue increase sought was designed 
to offset only the increased cost of El Paso natural gas, provide for 
an increase in franchise taxes resulting from the requested revenue 

increase, and cover an anticipated increase in uncollectibles. We 
agree with the staff in this conclusion~ and have proceeded,. 
substituting herein figures derived from the llCtu41 increase filed 
June 30~ 1976 by El Paso with FPC for the slightlY larger figures 
(derived from the anticipated El Paso filing) used by boeb. PG&E and 
the staff in the application and at the hearing. We approve the 

adoption by PG&E of the staff's estimate of beating value used in the 
current PG&E general rate ease~ Application No. 55510. In accord 
with staff policy noe eo allow changes for injec1:ion int:o underground 
storage during normal test years, in preparing its gas supply estimate 
the staff disallowed the 4,522 MMcf PG&E included in its estimate. 
A PG&E witness asserted that on some summ.er days PG&E was unal>le to 
take all the PC! gas offered to it because it lacked storage capacity 
at that point and the surplus could not effectively be placed in the 
l?C&E system. The staff witness agreed this might happen. However , 
when the ex.alniner suggested PG&E introduce bard evidence such as &1-
to-day recap records to support the assertions~ none was forthcoming. 
The burden of proof always must rest with the appli<:.'lnt and we do 

not find they have met it here. Accordingly, we will adopt the 

staff's approach in this instance .and disallow m:ly injection 
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into stora8e~ The s~ff also used an upda~ed estimate 
of the PC! su?ply volume (taken frOtl the current PG&E 
general rate case, Application No. 55510 - a :figure accepted by the 
utility in that proceeding).11! We too will adop~ the staff estimate 

for PGT source gas. 

Source 
El Paso 
California 
PGT 

TABLE I 

PG&E* -
314,1$5 
120,754 
365,431 . 

Total gas purchased $00,370 
Inj ected into storage (credit) 4,522 

Total gas charged to operations 79,S,SL2 
*Figures taken £rom test year 1975, 
Decision No. S4902, adjusted. 

Staff 

3l4,~S.s 
120,754 
367;400. 
S02~339 

(disallowed) 

$02,339 

The estimated sales for the 12 mon:th period. 'beg:; nn1 ng 

August 1, 1976, at rates effective April 1, 1976, reflect the 
additional PGT gas volume estimate taken :f'rom the current PG&E general 
rate case, Application No. 55510 and the disallowed net. storage 
credit. 

11/ While the PG&E attorney in. one brie:f' Q.uestion 1n1"erred that the 
PG&E "acceptance" was not concurrence, but was "expediency" in 
Application No. 55510, the matter was not pursued ~urther. 
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TABLE II 
ES~:jJ:o.atcd Sales (MD~h) El Paso 

(For l2 ~~h$ begin=1ng August 1, 1976, 
at rates effective April l,1976) 

Firm 
~nera1 Service 

Resale 
InterruPtibles 

Reg;li:ar 
Resale 
Steam Electric 

Total Sales 

PG&B* -382',)09 
9,514 

)4;,,7$2 
355 

75:171 . 
813,131 

Gas Department Use S?27J; S,273 
Unaccounted for 20,411 20:411 

Total Gas to Operations . S4l, $15 S4S? $32 

*Figures taken f'rom test year 1975, 
Decision No. 84902', adjusted. 

Comparison of the PG&E and staf'f' Results of' Operations, 
adjusted to reflect the slightly lower actual El Paso June 30, 1976 
FPC filing, follows in Table III. We adopt the adjusted staff 
results. 

-12-



· . 
A. 563 92 ... 639; ",m /b1 

Gross Operating Revenue 

O'Oerat~ Exoe~s 
~ostor G::.: 
Otter E>;~!lSe:, ZXcl. 

7:axes 3:3.sec. on I."leOCle 
':'~es 3~,ed on ~eome 

':ot.o=. 0;;0:-. ~. 
Net. to:- Return 

Rate Base 

'l'A.8LE III 

Res'..1.1ts of Operatio~ - E1 Paso 
( 000':5 0I'Ili t tea) 

':'est 
Year*' -

Sl,293,290 

1,000,2)4-

.~6,776 
I.z7Sl 

1,Z!l,791 
el,499 

l,12O,l82 

pt"'...,.&E -
Cost or 

Cas Iner. 

$ 

S44.,4h2 

~2~t423) 
21,039 

(21,O~9) 

With El Paso !.."lcl:'ease of 8/1/76 

Without With 
Rate Rate Ra.teG 

Prot¢sa1 Pro'OOsal Pro~sal 

$1,293,290 S4,4,8se Sl,338·,l.4e 

1,044,696 

206,776 
(1~;642) 

1, 232, $",;0 

60,460 
l,12O,l82 

Rate of Return 7.28% u.ee )% 5.40~ 1.SS% 

i,25~,649 
2:1,499 

1,l2O,182 

7.W; 
*Fi6''':'rcs trom tezt ye:;: 1975, Deei5io:1 No. 84902 adjusted 

£.;r gas cost ~ere.:.z.e, increased rev'C%lUe ~rom oi'!set ra.tes. 
t!l.'""OUg~ 4/1/76 3:ld. gas ~pp1y tor tbe 12-oonth period 
be~ 8/1/76. 

sta!! 

'r:ith El ?aso Increase' of 8(1(76 

Oross Operatine ~ve:ll.!e 

O~rating ~nses 
COst ot Gos 
Other ~llSes, Excl. 

'!axos ~od on Income 
T~e:5: BolSed Oll !:leo:ne 

Tottll Oper. E>:p. 

Net !or Return 

Test 
~ 

Sl,:3Q4,L.OS 

1,009,264-,l2l2 
3:275) 

1,~77201 

67,2J"J7 

Cost of 
(fas I."lcr. 
$ 

44,715 

~22.z226) 
2l,l59 

(2l,159) 

Without With 
1\ate Rate Rate 

'Pro'OOsal Pro-oosal Pro'OOsal 

Sl,304,408 34$,ll2 $1,349,520 

231 , Z!.2 
(26J S?1) 

1,25$,;60 
46,048 

397 
22:556 
2),953 
21,159' 

231,609 
(3 r2'Z?) 

l,282,3l3 

67,z:t/ 

Rate Bazc 1,192,096 l,l98,Q96 
Rate o! Return 5.61% (1.77)%· 3.8~% l.~ 

*Sta!'t te:st yea:: 'o~ed Oll updated d.a.ta tram l'G&E current 
sener~ ra.te eo:le, Awlic"'tion No. 55510 (~ee Stat! Exhibit 6l). 
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Under the regulatory backgro'Ulld involved, and 'bearing in 

mind the right of the utility·to the S.65 percent return we pr~'Viously 
determined to be reasonable, we find that the rates proposed, as 
adjusted herein, merely keep PG&E whole, and therefore are :£air 
and reasonable. 

The rate design proposed by PG&E is based upon Commission 
Policy as enunciated in Decision No. 85082 dated October. . 

31, 1975 in Applications Nos. 55468, 55469, 55470, and 55687, 3nd 

Decision No. SS626 dated Y~ch 30, 1976 involving limited rehearing 

on rate design in Applications Nos. 55468. 55469. 55470, and 556$7. 
By its design proposal PGe:E 'WOuld equate the rate for sales over 

75 therms in Sehedule G-7 with Schedules G-1 through G-13. Each 
resale schedule 'WOuld exempt a pcrcent;age o£ the firm sales :from the 
full per'therm increase in recognition of the1i:£,eline usage. of 

c'¥>tomers of purchasers under resale schedules. This is a step in 

the direction we wish to take and is directed towards ultimately 

achieving equal non-lifeline rates for Schedules G-l through G-13. 
Adjustment of PG&E's schedule of increases to t~e slightly emaller 
increase per therm p:-oposed by the star! results in a 4/100 of 1 cent 

per MMBtu' reduction from the 7 -25 cent.s per MMBtu requested 'by PCi&E 
to offset the anticipated E1 p~ increase. Accordingly, effective 
August 1, 1976 we will approve the PG&E proposal as adop~ to 

acco~datethemore conservative starr approach on net storage 
injections and the more recent data on PCT volumes. The maximum 

sched'lJle~ we Will adopt and authorize for the El ~.a.so increase are 
in Table IV. 

" 
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TABLE IV 

Offset Increases by Schedules - El Paso 

.General Service 

Schedule G-l through G-5 
First 75 therms 
Over 75 therms 

Schedule G-7 
Schedule G-ll through G-13 
Schedule G-30 

Resale -Firm 
Schedule G-60 

First 32.2% of sales 
Over .32. ~ of sales 

Schedule G-61 
First 59.0% of sales 
Over 59.0.% of sales 

Schedule G-62. 
First 44.0% of sales 
Over 44.0'/0ot sales 

Schedule Ci-63, 
First 35.~' of sales 
Over 35.9% o!sales· 

Interruptible - All Sales 

no increase 
$/).00721 per therm 
$0.00124 per therm 
no' increase 
$0. 00721 ~, therm 

no increase 
no increase 
$0.01721 per therm 

no increase, 
$O.O~7Z1,pei- therm 

no increase 
$0.00721 per therm 

no increase 
$0.00721 ,per tberm 

, , 

$0 .. 0072'1" per therm 

This offset is approved with the. rcquire:lel:tt th.:lt PG&E, 
begixming August l~ 1976~ establish and maintain a balancing account 
showing over and undercollection of gas costs incurred as a result 
of the El Paso June 30 ~ 1976 FPC filing~ using an interest 
requirement of seven per cent per atUl\1m (the legal rate of interest: 
in california) for both excess accruals and defieits~ and to include 
in its next offset application a rate revision to adjust for any over
or underco1lection for the 2-month. period ending October 1, 1976. 

This offset is approved with the understanding that PG&E 
will be requi~ed to make appropriate rate reductions and refunds to 
correspond with any reductions and refunds which might ultimately be 

ordered if the FPC should determine that El paso's rates filed in 
Docket No,. RP76-S9 exceed just and reasonable· levels under provisions 
of the Natural Gas Act. 

-15,-
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California Sources 

As stated before, we wish to avoid piecemeal authoriZations 

pending determination of actual costs, and therefore at this time 
we will noe approve PG&E's application for an increase in its rates 
to consumers based upon the as yet undetermined costs above 7S cents 
per Mcf for California source natural gas obeained under (1) the 

July 1, 1975 base year Occidental contracts, or (2) the 3uly 1, 1976 
base year california source contracts. 

We recognize that the contract pricing mechanism 
characterized by the California source gas contracts of PG&E, 
including final resort provisions for arbitration, is one which 
today is being adopted by many industries, particularly where it is 
essential to the public welfare • or the industrial process • that 
the service continue without interr~ption. Unhappily in this 

inflationary era it is not always possible to reach agreement before 
contract deadline. In prefe:ence to a cessation of delivery pending 
final resolution of the price • a resolution which can literally 
take months, especially where, as here, there are 80 producers and 
200 contracts involved - and in order to assure the hapless consumer 
customer of a constant availability of fuel when he needs it, PG&E 
has elected to contract in this manner. 'When agreement on price 
cannot be reached by the contract date, the contracts provide that 
the supply goes on and the existing PG&E price prevails until 
agreement on a new price is reached, or in event agreement cannot 
be reached, an arbitration proceeding sets the new price. But PG&E 

is obligated. under that contract to pay :my later agreed-on price 
or price set by arbit%'atiOll award retroactive to the beginning of 
that base year. 

·16-
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However, until PG&E has negotiated, arbitrated, or· 
litigated final prices on their base year July 1, 1975 Occidental 
contraets,~1 and their base year July 1, 1976· California source 
contracts (including Occidental), and we have had opportunity after 
further filings and hearings to test the reasonablenes·s of any 
rates proposed, we must reserve judgment on the: reasonableness of any 
price paid by PG&E. In the interim, and recognizing that PG&E's gas 
costs, to the extent that they result in just and reasonable rates, 
must ultimately be flowed t~xough to the consumer, we authorize PG&E 
to establish and maineain a California source balancing account to 
accrue the cost of natural gas above 75 cents per Mc£ derived (1) 
from the July 1, 1975 base year Occidental contracts, and (2) from. 
the July 1, 1976 base year California sources contracts (including 
Occidental), so that when the prices are finally established, PG&E 
may submit proposed tariffs for our approval. The balancing account 
will include interest at the rat~ of seven percent per annum (the 
legal rate of interest in California). When base prices are finally 
established it would be our intention to amortize all or such 
portion of the acc%'Ued balance as we subsequently find just and 
reasonable. 

In our view, such balancing account practices, under these 
Circumstances, leading to amortization to the extent found reasonable, 
are a practical method of offsetting undereolleeted costs incurred 
as a product of contract provisions providing for later negotiated, 
or arbitrated, or litigated prices, arrived at after delivery, and 
do not constitute retroactive ratemaking. 

1:1/ PG&E agrees that it has no obligat:ion whatsoever to go· back and 
pay the 80 california source producers other than Oecideneal 
that higher Occidental award figure for PG&E' s base year 
July 1" 1975. 

-17-
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Findings 

1. PG&E bas requested authority to offset the effect of 
certain increases forthcoming effective July 1, 1976 and August 1, 
1976 in the prices of natural gas. obtained form california sources 
and El Paso Natural Gas Company, respectively. 

2. An offset proceeding, as differentiated from a general 
rate increase proceeding, is designed to provide prompt relief on 
limited issues. 

3. !he increases in natural gas costs represented here are 
extraordinary and the proper subject of an offset proceeding. 

4. There was no competent evidence offered to significantly 
dispute or contradict the statements, computations, exhibits, and 
conclusions of PG&E or the staff. 

5. On August 1, 1976, PG&E will become obligated, on an 
annualized baSiS, to a $45,112,000 additional cost for natural gas 
obtained from El Paso Natural Gas Company as the :result of various 
filings El Paso has made with the Federal Power C?ramission, subject 
in part to possible reduction and refund under the Natural Gas Act. 
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6. In Decision No. 84902· this Commission found a rate of return 
of 8.65 percent would be reasonable fo:r PG&E's gas department, and 
authorized rates to enable PG&E to earn that rate of return. Only 
offset increases have been added to those rates, all of which offset 
increases have been found to be reasonable and not to increase PG&E.'s 

rate of return above tbat authorized by Decision No. 84902. 
7. The anticipated increased costs of gas purchased by PG&E 

from El Paso, if not offset, ~ould reduce PG&E's gas department's 
=ate of return by 1.77 percent and result in a rate of retum which 
would be unjust and unreasonable. 

8. The offset increase which shou ld be authorized to PG&E to 
offset the El Paso increases in costs would result in an increased 
unit cost of not more than 0.721 cents per tberm, which is spread 
to conform with the rate design policy enunciated by this Commission 
in Decisions Nos. 85082 and 85626, accommod.ating lifeline and in 
furtherance of our policy of ultimately achieving equal non-lifeline 
rates for Schedules G-l through G-13 in the PG&E tariff. 

9.. The offsets which should be authorized are just 
and reasOnAble and will not increase PG&E' s gas department' $ 

rate of return above the last authoriZed rate of 8.65 
percent. 

10 .. 
features;, 

11. 

The rate design set forth herein, with its lifeline 

is just and reasonable. 
In 1975 Occidental Petroleum Company rejected PG&E's base 

year July l~ 1975 offer of 75 cents per Mef~ and when agreement could 
not be reached went to arbitration to determine the price. 

12. On July 1, 1975, PG&E became obligated to- an as yet 
undetermined additional cost for nat:ural gas obtained from Occidental 
Petroleum Canpany for base year July 1~ 1975. 

-19-
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13. The arbitration award in the Occideneal-PG&E dispute over 
Occidental f s seven PG&E contracts for base year July l~ 1975 was 
issued May 24~ 1976~ too late to determine its effect on the 
california source contracts before commencement of base year July 1,. 
1976. 

14. PG&E~ as of the last day of hearing in this proceed1ng~ had 

not determined whether to accept or litigate the Occidental-PG&E 
arbitration award,. thus leaving the difference between the 75 cents 
per Mef paid Occidental~ .and the final price PG&E must eventually 
pay Occidental for gas delivered in base year July l~ 1975~ still 
unknown. 

IS. PG&E offered 90 cents per Mef to the california producers 

for base year July l~ 1976; however,. most of these producers have not 
accepted the 90 cents per Mef offer pending outcome of 1:he. Oeciclenul

PG&E arbitration proceedings as to base year July 1, 1975. 

16. On July 1,. 1976,. PG&E oec.ime obligated to' an' as yet unknown 

additional cost for natural gas obtained from california producers, 
ineluding Occidental Petroleum Company, for base year July l~ 1976. 

17. PG&E should be authorized to establish and maintain two 
balancing accounts as follows: 

(1) The El Paso Balancing Account,. showing over
and undercol1ectionsof gas costs accrued as a 
result of the El Paso June 30, 1976 FPC filing, 
using an interest requirement of seven pereen1: 
per annum for both excess accruals and deficits. 

(2) The california Sources Balancing Account, to 
accrue £he costs of natural gas above 7> cents 
per Mcf, derived from (a) the base year July 1, 
1975 Oeciden1:al eontra.cts~ and (1:» the base 
year July 1, 1976 California source producers 
(including occidental), so that when final 
prices applicable to these contracts are 
determined, PG&E can submit proposed tariffs· 
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to this Commission, designed to amortize 
all or such portions of these accruals 
as we subsequently find just and rea.sotl4ble. 
These accruals will accrue interest at the 
rate of seven percent per annum.. 

18.. The setting of future rates to reflect past tmdercollections 
in this context and mlder these cireums'tances· is not retroa.ctive 
ratemaking. 

19. To minimize tmdercollections .and to prevent PG&E from 
incurring a substantial reduction in its authorized rate of retu:rn 
by coses increasing effective July 1, 1976, this order should be 
effective the date it is signed. 

20. To prevent PG&Z from incurring a substantial reduction in 
~ts authorized rate of return by increased costs effective 
August 1, 1976, this order should be effective the date it is signed. 
Conc lusions 

I 

1. Two (2) balancing .aceounts called (1) the El Paso Balancing 
~eeount, and (2) the California Sources Ba lancing Account should be 

~uthorized and appropriate recordings to it authorized. 
2. The offset relief requested shall be granted by subsequent 

order to the extent set forth in this decision. 
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INTERIM ORDER 

IT IS ORDERED that: 

1. PG&E is authorized and directed to establish and maintain 
an E1 Paso Balancing Account to record ovcr- and undercollections of 

gas costs accrued as a result of the El Paso June 30, 1976 FPC 
filing, using an interest require::nent of seven percent per a:omnn 
for both excess accruals and deficits. 

2. PG&E is authorized and directed to establish and maintain 

a california Sources Balancing Account to separately accrue the 
undercolleetion of purChased natural gas costs above 75 cents per Mcf 

derived from (a) the base year July 1, 1975 Occidental contracts and 

(b) the base year July 1, 1976 california source producer contracts 
(including Occidental), and, when final contract prices between 
PG&E and the sources are determined, PG&E is authorized to submit 
proposed tariff schedules to this Commission designed to amortize 

these accruals to the extent the Commission determines the:n just and 
reasonable. !he accruals will, to the extene found just and 

reasooable, accrue interest at the rate of seven percent pcr axmt.ml. 
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3. PG&E and the Commission staff are directed to work out 
details of the respective balancing accounts. 

The effective date of this interir:t order is the date hereof. 
Dated at San Frn.n~ , califOrnia, t:his :,cd 

day of AUGUST , 1976. 
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