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Statement of Faets :

In April 1976, PGEE, reflecting the fact that it had become
obligated to an as yet undetermined additional cost for natural gas
obtained from one of its Califormia Sources, Occidental Petroleun
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Company (Occidental), for base year July 1, 1975,2/ and anticipating
tnat it would becomé'obligated (1) on July 1, 1976 for & significant
but then unknown additional cost for natural gas from Californmia
Sources (ineluding Occidental) for base year July 1, 1976, and
(2) on Avgust 1, 1976 for 2o cstimated $46,907,000 additional cost on
an annvalized basis for natural gas from El Paso Natural Gas Company
(ELl Paso) as a result of certain filings El Paso had made with the
Federal Power Commission (FPC), £iled applications with this
Commission for authority to increzse its rates axd charges to offset
par**'2 of the anticipated additional costs from Califormia Sources,
and for the full estimated additional costs anticipated from EL Paso.
Viching-to avoid piecemeal authorizations pending
deteraination of actual additional costs, the Commission determined
it would not at that time approve PGEE'S application for a rate
increase based upon the 2s yet undetermined ¢osts above 75 cents
per Mef from California Sources. Instead, recogrnizing PG&E's
obligation to pay any later agreed=-on price, or price set by
arbitration award, retroactive to the begianing of each base

1/ For base vear July 1, 1975 contracts, PGZE had offered its
California Sources 75 cents per Mcf. One large producer,
QOceidental, refused the offer and went ©o arbitration to determine
its base year July 1, 1975 price. Pending results of the
arbitration Occidental continued deliveries under contract

rovisions that any arbitration award above 75 cents per Mef would
be retroactive.

2/ For base year July 1, 1976 contracts, PGEE offered its California
Sources 90 cents per Mcf, an offer generally rejected as producers
awaited results of the Oceidental arbitration before coming to
terms. PGEE, by its Agril 1976 application, vroposed offset reliefl
to the extent of $16,567,000 for anticipated California Sources
cost increases. This represented the cost of an increase to
90 cents per Mcf. In addition, PG&E requested establishment of a
balancing account to accrue for subsequent amortization the effeet

of the difference vetween 90 cents per Mcf and the ultimate
negotiated price.
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vear, the Commission by Decision No. 86212 dated August 3, 1976
authorized PGEE to establish a California Sourcesc Balancing
Account %o accrue the costof natural gas ahove 75 ceats
per Mcf derived (1) from the base year July 1, 1975 Qccidental
contracts, and (2) from the base year July 1, 1976 California Sources
(including Occidental) contracts, SO that when prices would be
Linally established, FGZE could submit proposed tariffs for our
approval. Provision was made for interest at sevon percent per
anmum. The order also noted that when base year prices were finally
established it would be the Commission’s intention in further
oroceedings to te3t the rocsonableness of any rate proposed, with
“he objective of amortizing all or such portion of the accrued
talance then found jfust and reasonable.

By that same order (Decision No. £6213), addressing PGZE's
EL Paso request, the Commission found that the rates proposed by
PG&E, after adoption of some adjustment, were of an offset nature
and were reasonable. Accordingly, the Commission approved the
adjusted offsetz/ with the provision that PGZE establish and maintain
an EL Paso Balancing Account o record over— and undercollection of
g3s costs incurred as a result of the EL Paso June 30, 1976 FPC
£iling, using seven percent interest for both excess accrued and
ceficit. PG&E was directed to include a rate revision in 4its next
offset application to adjust for any over— or undercolléction, '

3/ By supplemental order in Decision No. 86240 dated August 10, 1976,
using updated supply voluze estimates and deducting a disallowed
injection into storage estimate, the Commission arrived at the
lower offset estimate of $45,112,000 for EL Paso.
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On May 24, 1976 the Occidental-PG&E arbitration panel
rendercd its award. The panel ruled that for base year July 1, 1975
the reaconavle market value for gas under the individual Occidental
contracts ranged from $1.01 <o $1.36 per MBtu, depending upon the
field and the applicable term. The weighted cost for the Occidental
contracts for base year July 1, 1975 was $1.18 per Mc¢l. PGEE
subsequently petitioned the Superior Court of San Diego County to
vacate the award; that petition was dendied August 1li, 1976 and the
award was affirmed. |

For base year July 1, 1975 the awaxd resulted in an increase
over the previously authorized 75 ceats per MMBtu vase price of
$3, 812,000 in the cost of gas delivered by Occidental to PGIE.

After the award was affirmed in August, PCG&E respproached
its California producers proposing in the altermative a one-year
contract term price at $1.05 per Mcef, or 2 two~year coatract term
»rice av $1.20 per Mcf. There wers no takers at .the one-year price,
but as of November 1, 1976, producers representing approximately
80 percent of the California Sources volum 4 had signed with PGZE
&t $1.20 per Mcf for two yvears for 1,000 Btu value gas to be delivered
2t 1/3 load factor begimning base year July 1, 1976. This $L.20
ver Mcf price applicable to base year July 1, 1976 zesults in an
estimated increase in cost over <the previously authorized 75 cents
per Mcf bBase price of $23,769,000 for the final six months' period
of 1976.

L/ Four producers (Texaco, Aminoil, Superior, and Hunmicutt & Caap),
who provide approximetely 15 percent of PG&E‘’s California gas
Supply; rejected the $1.20 per Mcf offer and are oxercising their
contractudl privilege to go to arbitration. Pending the
arbitration award they continue to supply natural gas to PGLE
under contract provisions that any increase in price above
75 cents per Mcf would be retroactive o July 2, 1975.
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Accordingly, thke Califormia Sources Balancing account as
of December 31, 1976 reflects the following estimated balance
according to PGE&E's caleulations:

Base year 7/1/75 Occidental coatracts $ 3,8.2,0C0
Base year 7/1/76 Cal. Souxces contracts to12/31/76 23,769,000
Interest charges, franchises, & uncollectibles 1,030,CC0O

Total Cal. Sources balance to 1R/31L/76 $28,611,000

After being cuthorized rates estimated t0 yield an
additional $45,112,000 (annualized) to offset the August 1, 1976
increase in EL Paso costs, subject %o the balancing account
provisions of Decision No. 86213, PGEE's recorded over— and under—
collections attributed to that offset for the pericd ending
Decexmber 1, 1976 resulted in an estimated undercollection of
31,398,000. With interest charges, franchises, and uncollectidles,
PGEE estimates that the additionsl revenue required to amortize the
December 1, 1976 balance in the ELl Paso Balancing Account would be
$1,50L, 000, |

Beginning January 1, 1977, the additional annualized
revenue requirement for 1977 to enable PGEZE to offset the effect of
the increase in the cost of natural gas to be received from 2all
California Sources, excluding Union Island but including Occidental,
is estimated by PGZE to be $46,117,000.

As the after effect of the above developments, PG&E filed |
this supplemental application in November 1976 requesting authority
effeoctive January 1, 1977 <o increase i%ts rates and charges for
natural gas service to Lts customers to offset increases in purchased
gas costs totaling $76,229,000 zs outlined aboveai/ Of this total,

5/ For every day past January 1, 1977 that the proposed offset
rates are delayed, PGE&E estimates it will suffer a cash-flow
loss of approximately $209,000. Considering the already depressed
earnings level of the gas department, PGEE asks that this
supplemental application be granted as soon as practical.

—by
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$30,112,000 is attributable <o revenue needed to amortize the
balances expected to acerue through December 21, 1976 from the
Califorria Sources Bal.aneing Account, and through December 1, 1976
from the El Paso Balancing Account. PGEZE anticipates amortizing these
balances over approximately twelve months beginning Januzry 1, 1977.

PG&E additionally requests avthorization to continue the
California Sources and EL Paso Balancing Accounts, with authority
To record therein any over- or undercollections of gas costs that
nay acerue, using an interest requirement of seven percent per annun
for both excess and under accruals. In that four producers
provicing approximately 15 percent of the Coliformia Sources supply
have eclected arbitration on the base year July 1, 1976 price, PG&E
also asks that any over— or undexrcollections that may arise out of
these four requests to arbitrate the price of their ga5 be included
in such California Sources Balancing Account.

By Deciszion No. 856281 dated August 24, 1976 in Application
No. 55510, thic Commission found om a 1976 test year basis that a
rate of return of 9.20 percent would be reasonsble for PGEE's zas
department. PGZE’S present §as Tates to itvs customers 40 not reflect
aay of the $76,229,C00 increase herein recuested. PGEE asserts that
at rates in effect at time of this filing its gas department’s rate
of return was 6.30 percent. VEthout authorization to implement the
rates requested herein, the estimated increased costs would further
decrease the rate of return to 4.99 rPercent, substantizlly below
the 9.20 percent last found o be fair and reasonable by tais
Commission. To effectucte this offset PG&E proposed 4o place into
effect on Jarwary 1, 1977 a tariff which would increase all
nonlifeline rates $.01290 per therm. Each resale schedule would
exempt a percentage of the firm sales from this increase in
recognition of the lifeline usage of customers of purchaesers vnder
the resale Schodules. That portion of the increased rates attributable

b
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t0 Yalancing account amortization would be terminated by advice-
letter filing to be made 15 days prior %o the beginning of the month
that the balance is anticipated to become zero (i.e., approximately
12 months after amortization begins). Any residue amount (negative
or positive) would be carried forward in the respective balancing
account.

A duly noticed public hearing was held in 3an Francisco
on Januwary L and 5, 1977 before Examiner John B. Weiss, and the
matter was subnitted January 12, 1977 upon receipt of letter briefs.
The hearing was sparsely attended by the general public although
the examiner received a total of 32 written communications from
members of the consumer public, all in opposition to the increase.
At the hearing testimony and an exhibit were presented by the
executive secretary/attorney of the California Gas Producers
n~ssociation. The thrust of his evidence, which purportedly was
offered to support the offset applicatioz as being reflective of
the minimum increase required in order to enable PGEZE to recover the
increased cost for California gas purchases, was apparent in his
detailed assertions, obviously tendered with an eye toward the pending

&/ As nearly as possible, the termifation date would be established
to (a) result in the same number of billing periods of
amortization for each customer and (b) proceed the billing cycle
in which each account balance will become zero. Any residual
debit or credit amounts would be available for further
amortization later. PGXE further noted that a Purchased Gas
Account (PGA) procedure proposal is pending before the Commission
in Application No. 567%9 filed September 8, 1976 (hearing delayed
at applicant's request). Should the Commission adopt the proposed
procedure and approve its implementation, PGEE would, under its
terms, incorporate both the amortization rates and the then
uwnanmortized balances.
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PGEE~Occidental arbitration proceedings, that a higher multiple
tier pricing level, with special features and exemptions, has

begun to evolve in PG&E's gas purchasing area in northern |
California»z/ On the other hand, the president of Toward Utility
Rate Normalization (TURN) appeared in opposition to the offset,
primarily focusing criticism on the bargaining practices of PG&E,
and questioning whether the staff really tested the reasonablenesSs
of any price above 75 cents per Mcf paid by PeeE.” TURN's president
characterized the offset procedure as “...farcical and 2 waste of
taxpayer time and money." ”

7/ 1t was asserted that this higher multiple tier pricing results
principally as a result of PGEE's long standing exchange agree—
ments with Standard Oil and Shell Oil whereby “realized value”
on exchange gas vis—a~vis alternate supplies at their refineries
approximates $2.00 per MMBtu; higher "market values" realized
by Phillips and Union on exchanges with PG&E from the Union
Island field contracts; Dow Chemical's current approximate
8 percent competitive differential (considering enhanced load
factor torms) over PG&E; the Occidental-PG&E arbitration awards
themselves; small liquefied natural gas sales £rom the Chowchilla
field to San Diego Gas and Electric at double PG&E's $1.20 per
MMBtu offer; "off-system” direct industrial sales involving Shell
-and Spreckels Sugar, and the uncertain royalty determination on
the Standard 0il - State Lands Commission contract (the Decker
Island field).

(NCTE - In this last regard, it would appear that in seeking for
royalty reasons a higher "reasonable market value” from Standard
O0il (and thus from PG&E), the State Larnds Commission is acting
against its own public interests. While raising a little more
revenue for the state by pushing higher reasonable market value,
the state is indirectly forcing the people of the state tO pay
more for their own resources.)

TURN further characterized PGZE's renegotiation of the contracts
representing 2 percent of the volume SO as to bring them up O
the wniforn $L.20 per Mcf basis as a "gift”.
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The staff, after review of the application, the utilities®
work papers, the price amendments to the contracts and the contracts
themselves, and a partial audit of the balancing accounts, concluded
that the relief sought by PG&E in this proceeding would in concept
enable the utility to offset only the increased cost of purchased
natural gas, and that the utility's proposal to amortize the
California and El Paso Balancing Account balances as they stood at
December 31, 1976 and December 1, 1976 respectively, and to offset
the estimated additional cost of California source gas for year 1977,
was reasonable. However, while the staff accepted PGEE's estimate
of the gas supply and sales estimate for calendar year 1977,
having benefit of later recorded data for 1976, it differed with PGZE
over the estimates of the December 31, 1976 and December 1, 1976
respective balances in the valancing accounts. The recorded figures
were somewhat less than the estimates made earlier by PG&E.
Consequently, the staff's recommendation was that the total of the
offset should be $70,100,000, rather than the $75,229,000 proposed
by PG&E, reflecting a $0.01187 per therm increase %0 the consumer
rather than the $0.0129 per therm increase proposed by the utiliity.

The staff would also recommend that amortization of the
1976 balances be terminated by advice-letter filing made 30 days
(rather than the 15 days suggested by PGEE) prior to the beginning
of the month that the balance is expected to become zero.

Lastly, the staff agrees with the utility that it would be
nmore appropriate to consider any lifeline rate changes in Case
No. 9988, or in Phase II of PGEZE's Application No. 55510.




A.56392, 56393 o

Discussion ‘
As authorized in Decision No. 86213 and in the supplemental
order in Decision No. 86240, PG&E accrued the incurred costs above
75 cents per Mef for natural gas derived from base year July 1, 1976
Occidental contracts and base year July 1, 1976 California Seurces
contracts incivding Occidental, and also recorded over— and
undercollections for gas costs accrued out of the El Paso Jume 13, 1976
FPC filing, with the approved objective of subsequent amortization
of these balances when £inal prices were determined covering the
California Sources contracts.

At the Jazuary hearing the TURN represcatative questioncd
PG&E’s prudence in concluding negotiations for base year July 1, 1976
supplies on 2 uniform $L.20 per Mef basis for all Californiz Sources
suppliers who signod. A5 moted Zn Deciuionm No. 856213, when we
authorized accrual of these "then to be negotiated™ addition costs
above 75 cents per Mel, we specifically stated that "we rmust reserve
Judgment on the reasonsbleness of any price paid by PGEE", and that
we would test this reasonableness in subsequent proceedings when
amortization of these acerwal balances was sought. Therefore, TURN's
‘questions in this regard were both timely and appropriate. Did
PGZE act reasonably and prudently in offering and in settling for

%20 per Mef %o all California Sourses producers? We conclude the

answer is yes.

PG&E has approximately 241 gas purchase contracts with
80 California gas producers. A senior vice precident for PG&E
repeatedly testified in both this and the earlier hearing, that
it has been hisvorical policy for PGEE to Pay a uniform price to its
California producers. In 1975 that practice was breached as a result
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of Occidental’s clecting arbitration, and consequently wimning prices
ranging from $1.01 per MMBtu to $1.36 per MBtu, with an average of
approximately $1l.34 per MMBtu for its gas in base year July 1, 1975
In 1976, as contract signing %ime approached, the then pending
O¢cidental arbitration effectively curtailed negotiations; almost

all pxoducers were feance sitting, and only 2.1 percent of the
California volume under contract to PGXE signed at the 90 cents per
Mcf offered by PGEE for base year July 1, 1976. After the Occidental
award was confirmed by the courts, PG&Z obviously haéd to

increase the 90 cents pey Mef offer if it was to obvtain contracts.
The award had in effect establiched 31.18 per Mcf as being the
"reasonable market value” as of July 1, 1975. 3But since then a year
had passed. Based on its experience in the arbitration proceeding,
and welghing prices of other pertinent sources of supply, PGLE
devermined to make a new offer for 1,000 Btu gas delivered av

1/3 load factor, and offered to contract for one year at $1.05

per Mef, or for two years at $1.20 per Mcf. It seems clear that

this was done only within the framework of an unfavoradble arbitration
award and analysis of market conditions. No one accepted the ¢one~yeaxr
offer at $1.05 per Mcf. However, by November 1, 1976 approximately
80 percent of the California contract volmme was signed up for two
yeaxrs at $1.20 per Mcf.-j-‘-cy This was not accomplished without
negotiations. Some of the first to siga, for example, demanded
so—celled "Favored Nations" letters to the effect that subsequently,
if higher prices were offered to others, that they would also get
them. But PGLE held the line at $1.20 per Mef and did not have %0
suffer economic penalties.

9/ The Occidental gas, predeminantly from the lathrop field, is of
the order of approximately 881 Btu per Mcf. When adjusted for
Btu content, the $1.3L4 per MBtu converts +0 $1.18 per MMBEtu.

' 10/ Supra, Footnote L.
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TURN, noting that there was no legal compulsion
on PG&E to up the contracts of the 2.1 percent signed at 90 cents
per Mef to the $1.20 per Mcf of the other producers, characterized
that portion of the negotiations as being a "gift of ratepayer's
money”. But we must not overlook the fact that the 2.1 percent
signed at 90 cents per Mcf were signed for only one year — base year
July 1, 1976, whereas by renegotiation at $1.20 per Mcf, they were
signed for two years begimning July 1, 1976. PG&E, noting the
long~term nature of its marketing relationships, and its belief that
$1.20 per Mef constitutes a reasomable market value, considered that
neither the utility nor the ratepayers would bemefit from creation
of a situation where smaller producers would feel wronged because
they had not held out or elected arbitration. On balance, under
these circumstances we agree with PG&E'S assertion that the
ratepayers bemefit when PGEZE is able to commit suppliers to longer—
tern contracts at fixed prices, avoid additional arbitration
elections with their delays, or outright loss of suwnliers. There
has been absolutely no showing that PGZE's contraciing practices
have been anything less than bona fide and at arm's length.
Accordingly, we find that PGZE acted reasonably and prudently in
Settling for two years at $1.20 per Mef with those producers it
could induce to sign, and that the benefit attained by remegotiating
the 2.1 percent of the volume to the same $1.20 per Mcf basis
accepted by a considerable majority of the California producers,
thus restoring a wniform Two-year contract term and one price for
all policy, is sufficient to render it a reasonable and prudent
action. M

The staff and the applicant differ in their estimates of
the balances in the respective balancing accounts to be amortized
in 1977. The staff had the advantage in making its estimate from
recorded data in part obtained from its audit of the Californiz Sources
account through November 1976. Its summary of the recorded data
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reflects a lesser amount than PGEE's estimate, prepared earlier.
The parties agree on the estimate for the month of December 1976.

PG&E's and staff's estimates of the California Sources Account balance
a5 of December 31, 1976 and of the gas supplied follow:

California Sources

PGLE Staff
Mief MDth M5 MMef  MDth WA

8:§iden$al 7/1/75 - 6/30/76 7,330 6,458 $ 3,812,000 7,330 6,458 5 3,812,000

- Souxces thru 12/76 53,110 52,089 23,769,000 50,896 49,917 18,225,000
Iaterest (Including 1977) 780,000

Franchise & Uncollectibles 250,000
‘Ballancing Account 12/31/76 28,611,000

The staff's estimate of the balance in the E1 Paso Balancing Account
as of December 1, 1976 ic based upon its completed audit of that
account made by Finance and Accounts. A4S set forth below, the staff’'s

deternination of the balance is less than half of the amount estimated
earlier by PG&E:

21 Paso
: PG&LE Staff
El Paso thru 11/76 31,398,000 $662,000

Interest (Including 1977) 90,000 34,000

Franchise & Uncollectibles 13, 000 6,000
Balancing Account 13,1776 STSOLI08 1,000 $70%,700

In both instances we will adopt the staff figures.

For the twelve-month period beginning January 1, 1977,
the staff's and PGLE's estimates of gas supply agree:

Gas Supply Estimates — 1977
Source MMef Btu/cu.ft. MDth

Union Island 12,833 855 11,357
Other Cal. Sources 102,1h2* 981 100,169
El Paso 280, 74L,1™ 108L 20L,316

Pac. Gas Trans. ;67,%20 1058 3881372
y Loy Eliy

* Adopted by the Commission in Decision Hoa 86373
dated September 14, 1976 in Application No. 56586
(see Table 1, page 15 of that decision).

-13-
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O vhe 763,266 MMcf total volume anticipated, the 102,142 MMef
estimated from California Sources will cost PGEE $0. 44755 more per
Mef az a result of the sigring of the two-year Califormia Sources
contracts in 1976. Thus that portion of the 1977 gos supply will
cost 345,714,000 more. With franchise and uncollectible provisions
acded, the total additional cost to PGLE for the twelve~nornth period
beginning Jaruary 1, 1977 %o be offset is $u6,117,000. ‘e will adopt
tnis estimate.

In summary, the total estimated additional reveaue which
we find would be required to amortize the California Sources and
the El Paso Balancing Accounts in approximately 12 months, and to
offset the anticipated additional cost in 1977 of California Seurces
g3s, 15 set forth below together with the respective per therm
increases represented by the components:

Revenve Reauired Inerease/Taerm

California Sources Balaneing Account $23,28).000 30. 00394
El Paso Balancing Account 70z, 000 0.00012
California Annual Cost - 1977 . hé&}OO QCO . 0.0078L

Total Revenue Requirement (Rounded) 370,100, $0.01187

A5 can be seen from the following Results of Operations table, at
raves effective October 1, 1976, the $70,100,000 (4.91 percent)
increase in revenue would have no effect on PG&E’'s Net for Return,
or Rate of Return, thus nerely serving to keep PG&E whole.




£-56392, 56393 kw

Resulits of Operations
(At Rates Bifective October L, 1976)

, Cos%t of VWith inerease Jamuarv 1, 1977

Test Gas Without ate With Rate

Item Yoar Increase Rate Prop. Promosal  Provosal
(Dollars in Thousands)

Grozs Operating Rev. SL, 425,447 ~ 31,425,447 870,100  $1,495,547

=at ses
Cost of Gas 1,102,130 68,422 1,170,543 - 1,170,543
Other Exp., excl. Taxes
Based on Income 226,925 : %,6233/ 2§§,§2§
Taxes Based on Income 12,863 (36, ) 36,0,
Total Operating Exp. 1,342,988 32,373 1,375,361 37,727 1,213,082
Net for Return 82,459 (22,373) 50,086 32,373 £2,459
te Basze 1,196,016 - 1,196,016 - 1,196,016
Rate of Return 6-90% (2.71%) Lel9%  2.7.% 6.90%

(Red Figure)
1/ Includes franchise, uncollectiblos, and interest.
opccial the. Tn deriving its Net Cost of Gas, the PGLE propoval

included an insppropriate  $2,396,000 in she monetary exchange
adjustment, adjusted for herein.

It is estimated that this incrcase in rates will serve
T increase PGEE's gas department System average rate in cents per
therm over 125 percent of the January 1, 1976 level, thereby
involving Miller-Warren lifeline considerations. In Miller-Warren,
the Legislature, after concluding that light and heat are "basic
human rights", and that basic minimum quantities must be made
available to all people at low cost, in essence froze gas rates for
basic amounts to residential consumers for an interim period until
the system average rate increased a prescribed amount. But the
Legislature has not described what is to occur after the prescribed
amount is reached. This Commission was directed %o report back to
the Legislature in January 1977 on the effect the legislation had
on rates and costs. In Case No. 9988 this Commission opened a general

~15-
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investigation on lifeline rates. In addition, this issue is also
before the Commission as it pertains to PG&E specifically, in the
second phase of PG&E's pending Application No. 55510. We believe it
would be premature and perhaps preemptive were we to attempt any
interim restructuring relative to lifeline applications hore, based
upon the record before us in the instant proceeding. Accordingly,
we agree with and adopt the PGLE and staff proposal that we exclude
lifeline rates from participation in this offset increase, and we will
restrict appiication of the $0.01187 per therm increase to the
non=lifeline rates.

We will authorize PG&E to continue both the California
Sources and the EL Paso Balancing Accounts. The California Sources
account will be utilized to record over— and undercollections of
gas costs acerued as a consequence of increased costs (1) through
the period Janwary 1, 1977 - June 30, 1978 of California Sources £3as
derived from those presently signed two-year July 1, 1976 base year
contracts representing approximately 20 percent of the California
Sources volume (excluding Union Island), and (2) from such base year
July 1, 1976 California Sources contracts as arec Still open as a
consequence of arbitration procedures relating %o the price. The
accruals will utilize an interest requirement of seven percent per
annum. The EL Paso account will be utilized %o include over— and
undercollections of revenues from offset rates authorized and effective
August 10, 1976 and any further authorized offset or tracking rates
for El Paso gas and the increase or decrease in cost of El Paso gas
from rates in effect on July 31, 1976. Arn interest requirement of
seven percent per annum will apply. In our view, such balancing
‘account practices, under the particular factual circumstances
prevailing here, leading to amortization to the extent found
reasonable, are a practical and fair-tc—-all method of offsetting
undercollected costs incurred as a product of contract provisions
providing for later negotiated, arbitrated, or litigated prices,
arrived at after delivery of this absolutely essential commodity,

. and do not constitute retroactive ratemaking.

~16-
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We will also adopt the staflf proposal that the rates
resulting from amortization of the 1976 balances in the two balancing
accounts be terminated by advice-letter proceedings made 30
.days prior to the beginning of the month that the balance is expected
to become zero.l1 Any residual amounts remaining after termination
of the amortization of the 1976 balances will be carried forward to
the respective California Sources or El Paso Balancing Accounts
authorized below for subsequent amortization.

It would be our intention, after further proceedings, W0
authorize future amortization of all or such portions of the acerued
balances as may develop, to the extent they are determined to be just
and reasonable, with such amortizations to be authorized no less than,
annually.

Noting that for each day after January 1, 1977 that this
offset relief is delayed, PG&E will suffer a cash-flow detriment of
approvdmately $200,000, and in recognition of the fact that the
rate of return of PG&E's gas department is below the rate previously
determined fair and reasonable, and to alleviate this cash~flow
problem as promptly as possible, we determine that this order should
be made effective the date it is signed. '

Findings .
1. On July 1, 1975 PG&E became obligated to then unknown future
additional costs for natural gas delivered from Occidental Petroleunm

Company under contracts where the ultimate price was to be determined by
arbitravion proceedings.

11/ Requiring the termination date, as nearly as possible, to be
establiched to (1) result in the same number of billing periods
of amortization for each customer, and (2) proceed the billing
cycle in which cach account balance will become zero.
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2. On July 1, 1976 PGZE became obligated to then unknown
future additional costs for natural gas delivered from California
Sources excluding Union Island but including Oceidental, under
contracts whereby the ultimate price was to'be determined both by
then pending judicial review of an arbitration award and by subsequent
negotiations. .

3. This Commission in Decision No. 86240 authorized PGEE %o
offset certain increased gas costs from EL Paso arising out of a
June 30, 1976 FPC £iling.

be This Commission in Decision No. 86213 authorized
PGZE to establish a Califormia Sources Balancing Account to accrue
certain California Sources additional costs, and an ELl Paso Balancirg
Account to record over— and undercollections derived from the E1 Paso
June 30, 1976 FPC f£iling.

5. In August 1976 the Occidental award was judicially
sustained, thereby estadblishing the Occicdental-PG&E contract prices.

6. Subsequent to the affirmation of the arsitration award,
PG&E negotiated a price of 351.20 per Mef for 1,000 Btu value
natural gas delivered at 1/3 load factor for two~year contracts
begimaing July 1, 1976 with a majority of the Califormia producers.
We find that contract price under the circumstances to be reasonable.

7. The California Sources Balancing Account as of December 31,
1976 had accrued the following actual and ‘estimated balances:

SRy N (SO PRL ¢

Interest (incl. amort. period in 1977) 1,041,000
Franchice and Uncollectibles 000
0O

20
Total Cal. Source Bal. Acet. 12/31/76 $23,281,
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8. . The EL Paso Balancing Account as of December 1, 1976
had accrued the following undercollection:

El Paso through 11/30/76 $662, 000
Interest (incl. amort. period in 1977) Blén 000
Franchise and Uncollectibles 6,000

Total El Paso Bal. Acct. 12/1/76  '$702,000

9. Based upon the two~year contract price negotiated with the
najority of the Califormia producers excluding Union Island, it is
-estimated that the additional cost to PGEE, including provision for
franchises and uncollectidles, for the estimated 102,142 Mdef of
gas it will take from California producers im 1977 will be $46,117,0C0.

10. PG&E seeks to amortize the $23,281,000in the California Scurces
Balaneing Account, and the $702,000 in the El Paso Balancing Accouxnt,
over an approximate l2-month period by including these balances in
an offset increase.

1l. PG&E seeks to offset the estimated $46,117,000 of additiomal
cost- for California Sources gas excluding Union Island by an offset
increase. .

12. The increase in costs for natural gas represeated hereix
is extraordinary and the proper subject of an offset procoeding.

13. 1In Decision No. 86281 this Commission found a.rate of return
of 9.20 percent reasonable for PGXE's gas department, and authorized
rates 10 enable PGEE to earn that rate of return.

4. PGZE's rate of return, at rates effective October L, 1976, is
6.90 percent. The estimated $70,100,000 of this additional gas cost,
if not authorized to be offset, would reduce PORE'S gas department
rate of return by 2.71 percent, and would result in a depressed rate
of return of 4.19 percent which would be unjust and unreasonadle.

15. The offset increases adopted herein, which should be
authorized to PGXE to amortize the balances in the balancing accounts,
and o offset PGLE's anticipated 1977 increase in costs, would result
in an increased unit cost of 1.187 cents per therm.

-15-
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16. 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 9.20 percent.

17. In consideration of pending matters otherwise before the
. Commission relating to interpretation and projection of Miller-Warren
after the 125 percent level of system average rate is attaingd, it
would be premature and perbaps preemptive €O impose an interim
restructuring of lifeline rates herein. Therefore, our exclusion
of the lifeline rates of PG&E from participation in these offset
incroases is just and reasonable.

18. Vhen the remaining balances in the balancing accounts
approach zero, PGZE should be directed to terminate the respective
offset increases by advice-letter proceedings filed 30 days prior to
the beginning of the month that the balance is expected to beccme
zero.

19. PGZE should be authorized to continue the California

Sources and E1 Paso Balancing Accounts with their seven percént per
annum interest provisions.

20. Any residual amounts, remaining of the 1976 balances after
the amortization offsets are terminated, should be carried forward

into the respective continued California Sources or El Paso Balancing
Accounts.

2l. Any over— or undercollections which may result from
requests to arbitrate by the minority of California Sources producers
who did not sign the $1.20 per Mef two~year contracts in 1976 should
be included in the continued California Sources Balancing Account.

22. The setting of future rates to reflect past undercoilections
in this context and under these circumstances is not retroactive
ratemaking.

23. To minimize undercollectiozs, alleviate cash—flow problens,
and to prevent PGAE from incurring a substantial reduction in its
authorized rate of return, this order should be effective the date
it is signed.

~20~
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Conclusions

1. The offset relief requested should be authorized PG&E %o
the extent set forth in this decision.

2. The two balancing accounts called (1) the California Sources
Balancing Account and (2) the E1 Pase Balancing Account should be
continued and appropriate accruals and recordings to them authorized.

3. The increased cost of the offset relief should be borme
by the non~lifeline rates.

SUPPLEMENTAL ORDER

IT IS ORDERED that:

1. Pacific Gas and Electric Company (PG&E) is authorized to
file with this Commission on or after the effective date ¢f this
order, in conformity with the provisions of General Order No. 96~4,
revised tariff schedules with rates and charges modified to reflect
the following offset increases:

California Sources Balancing Account $0.0039L per therm
El Paso Balancing Account 0.00012 per therm
California Sources 1977 added costs _0.007€1 per therm
Total increase $0.0.187 per thera
The effective date of the revised schedules shall be five days after
the date of filing. The revised schedules shall apply only %o service
rendered on and after the effective date of the revised schedules.

2. VWhen the balances being amortized in the California Sources
and the El Paso Balancing Accounts approach zero, PG&E shall
terminate each by advice-letter proceedings filed thirty days prior
%o the beginning of that month in which each balance is expected to
become zero. Any residual amount remaining in either account after
termination of that accounts' offset shall be carried forwaxrd to the
respective continued balancing account.

3. PGEE is authorized and directed to continue to naintain
the California Sources Balancing Account, and to accrue therein over-
and undercollections of purchased natural gas costs through-

June 30, 1978 derived from (1) those presently executed two~year
California Sources contracts, excluding Union Island, and (2) such

-21-
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. unexecuted contracts as are still open as of Januwary 1, 1977 as a
-~ consequence of the exercise of arbitration procedures relating to the
July 1, 1976 price. The account will retain the Sever percent per
annum interest provisions.
L. PGZE is authorized and directed to continue to maintain the
El Paso Balancing Account and to record therein over— and under—
collections of revenmue for offset rates authorized and effective
August 10, 1976, and any further authorized offset or tracking rates
for EL Paso gas, and the increase or decline in cost of El Paso gas
from rates in effect on July 31, 1976. The account will retain the
Seven percent per annum interest provision.
The effective date of this order iz the date heroof.

Dated at San, Fraaciseo » California, this _/Zv%
day of APRIL 9 | 1977. |




