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QPINION
Proceeding

Pacific Gas and Electric Company (PGS&E) £iled Applications
Nos. 57284 and 57285 on May 5, 1977 which, respectively, request
authority to increase its rates and charges for electric and gas
sexvice. The rates were designed to increase gross operating electric
revenues by approximately 7.3 percent, or $161,402,000 annually, and
gross operating zas revenues by approximately 8.8 percent or
$130,758,000 annually, on a 1978 test year basis. Because these
applications were f£iled while hearings were in progress on PG&E's
general electric and gas rate increase requests, Applications
Nos. 55509 and 55510, the Envirommental Defense Fund (EDF) filed,
on June 28, 1977, a "Motion To Dismiss' upon the grounds that the

"applications were premature and incomplete in light of the potential

outcome of the pending applications.l PG&E filed its respomnse to
EDF's motion on July 6, 1977.

1/ EDF filed a "Supplemental Brief in Support of Motion To Dismiss” on
July 22, 1977.
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By letter dated July 22, 1977 the Commission advised
PG&E that:

"...your above application numbers shall be deemed
a Notice of Intention undexr the new Regulatory Lag
Plan adopted by Commission Resolution No. A=-4693
on July 6, 1977.

"The Notice of Intention regquired thereunder shall
be deemed filed on July 25, 1977. However, because
your application was filed prior to the adoption of
the Plan, it shall be processed as the first major
utility general rate proceeding wumder the Plan. A
copy of the NOI is required to be served on all
appearances in the last genexal rate case within
five days after the filing. Under the circumstances
in your case, a gemeral statement to all such
appearances that the NOI has been deemed £filed on
July 25, 1977 will suffice. The 60-day perioed

contemplated in the Plan shall commence on the
filing date.

"The staff has advised that the standard requirement
list has been complied with except £for the required
conservation material. Because of the two pending
matters relating to conservation programs, such
draft exhibits relating to comservation effectiveness
shall be filed not later than December 1, 1977. The
application for gemeral rate increase required by the
Plan shall be deemed filed on September 25, 1977 and
shall bear the same numbers that the pending applications
bear. Your notice of filing of the NOI should contain
the information regarding the application f£iling."
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In accordance with the Regulatory lag Plan, a duly
noticed prehearing conference was held at San Trancisco omn
October 4, 1977 before Administrative Law Judge
Gillanders.

On Oc¢tober 20, 1977, PG&E filed a petition requesting
a partial gas rate increase. On November 21, 1977 the staff
filed its response to PG&E's petition recommending denial of
PG&E's motion.

Public witness hearings were noticed and held at
Red Bluff on November 8, at Stockton on November 9, at Fresno
on November 15, and at San Francisco on November 16, 1977.

On December 5, 1977, PG&E filed its response to the
staff's recommendation. On December 7, 1977, TURN £iled its
response to PG&E's request for a partial increase in gas rates.

On December 20, 1977 we issued Decision No. 88262 in
Application No. 57556, Application No. 57642, and Application
No. 5728a.3/ We ordered the following:

"1l. Application No. 57556 is granted on the
basis of the results of operation shown
in Table l4-A of Exhibit 4 at a 9.5 percent
rate of return. The amount thus authorized

is $71,178,000 as a partial rate increase in
Application No. 57284.

2/ Application No. 57556 for authority to implement a plam to
stabilize electric rates and charges.

Application No. 57642 for authority to increase electric rates
and charges in accordance with the energy cost adjustment clause.

Application No. 57284 for authority to increase rates and charges
for electric service.
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'""2. For the 24-month period beginning January 1,
. 1978 all appropriate increases in base rates
shall be offset by comparable dollar decreases
in the Energy Cost Adjustment Clause (ECAC)

rates and all appropriate reductions in rates
shall be made.

The monies collected in accordance with this
order shall be subject to refund if found o

be excessive by the final order in Application
No. 57284.

Pacific Gas and Electric Company (PG&E) shall
maintain memorandum records to track the monthly
increase in base revenue rates under the rate
stabilization plan.

PG&E shall apply any overcollection at a seven
percent per annum interest rate against the
ECAC balancing account.

After the effective date of this order, PG&E

is authorized to file the appropriate changes
in base rates and ECAC rates as set forth in
Appendix A attached to this order. Such filing
shall comply with General Order No. 96~A. The
effective date of the revised schedules shall

apply only to service rendered on and after the
[ ) effective date thereof.

"7. Application No. 57642 is dismissed."

Applicant's presentation commenced on December 13, 1977.
Hearings were held on 37 days between December 13, 1977 and
April 12, 1978.

On April 11, 1978, TURN £iled a ''Petition for Proposed
Report”. On April 14, 1978, PG&E filed a response to TURN's petitiom.
The petition is hereby denied.

On May 1, 1978, the presiding officer issued an order reopening
the evidentiary portion for the limited purpose of receiving written and
oral comments and evidence of his proposed mechanism to eliminate the
revenue effect of differences between test year electric sales estimates
and actual sales experience (ECAM). Hearing was held on May 24, 1978.

Concurrent opening briefs were filed on May 12, 1978. Reply
briefs and written replies to the May 1, 1978 order were filed on
May 29 and the matter resubmitted.

. T™e record contains 4,350 pages of tramseript in 43 volumes
and 164 exhibits.

-5-
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General Information

' PG&E is fundamentally a combination gas and electric
utility. It also provides public utility water distribution
service in 1l communities and steam sales service in a limited
area of San Francisco where steam is used primarily for heating
and cooling. It represents today a combination of more than
450 predecessor companies.

PGSE's gas business began with the San Francisco Gas
Company, which was organized in 1852 as the first gas utility in
the west and which introduced manufactured gas for lighting in
1854.

Electric service in the territory now served by PG&E
commenced in 1879 when the Califommia Electric Lighting Company
began supplying series arc lighting service from a small central
station in San Francisco, the first such station to be constructed
in the nation.

Numerous competing gas and electric utilities were
formed thereafter, both in San Francisco and in other cities and
towns, with much duplication of facilities and intense rivalry for
business. OQut of uneconomice competitive wars came mergers and
consolidations for greater efficiency and financial strength.

By 1896 the San Francisco Gas and Electric Company
emerged with substantial but, at that time, expensive to operate
steam electric generation capacity and an extensive manufactured
gas system. In 1901 cthe Califomnia Gas and Electric Corporation
was formed, consolidating several hydroelectric systems from which
power was first brought into the Bay Area in that year. This

company needed a wider market for its relatively low cost
electric output.
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. PGE&E was incorporated under California Law on October 10,
1505 to bring these two strong utilities together as the logical
culmination of the long series of consolidations during half a
century. This step gave San Francisco access to the lower cost
hydroelectric power of the Sierra Nevada and provided steam capacity
for fimrming the hydro generation.

For several years after its incorporation, PGSE operated
as a holding company. In 1911, when it widened its direct ownership
of utility properties, it became primarily an operating utility and
has continued as such to the present time. The consolidation of
San Joaquin Light and Power Corporation and Great Western Power
Company into PG&E in 1930 and the merger with Coast Counties Gas
and Electric Company in 1954 brought PG&E's service territory
essentially to its present limits.

Natural gas was introduced into the San Francisco Bay
Area in 1929. California sources were adequate for the continuous

.growth in demand until 1950 when the first out-~of~-state gas was
obtained from El Paso Natural Gas Company. Additional supplies
from Alberta, Canada were introduced in 1961. To provide for peak
periods and improve operating efficiencies, above ground and below
ground storage capacity was comstructed in several strategic areas
commencing in 1948. Storage operations were commenced at the
MeDonald Island underground storage field inm 1958 and at the
Pleasant Creek underground storage field in 1960. The natural gas
supplies from all the foregoing sources continued to be adequate
to meet the needs of PG&E customers until the end of 1972, when
supplies began to deecline, initially as a result of a Federal Power
Commission (FPC) mandate. This decline of total supplies available
to PG&E is expected by PG&E to continue for the foreseeable future.
In order to partially relieve this decline by providing additional
withdrawal capacity to meet f£irm peak demands, the McDonald Island
well and pipeline facilities were greatly expanded during the period

.1973’ through 1976.

-
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The basic 500 kv transmission network, which provides
electric interconnections between PG&E and the power agencies in
the Pacific Northwest and in southern Califormia, became operational
in 1968. Consisting of over 1,000 circuit miles, the Pacific Northwest v
Interconnection provides increased efficiency in the pooling of power
resources between regions and companies and makes possible the delivery
of surplus northwest interruptible power into PG&E's service area and
the entire State. The intercomnection has been expanded to carry
power generated by the nuclear units being constructed at Diable
Canyon.

On December 31, 1976, PG&E's outstanding capital stock
¢consisted of 88,610,337 shares of common stock, 35,098,025 shares
of preferred stock, and there were 337,070 common stock and preferred
stockholders,

Electric Service Area

. PG&E distributes electric energy in 47 central and
northerm California counties to provide service to customers in 201
incorporated cities, many more unincorporated communities, and V/
extensive rural areas.
The PG&E's inland electric service area extends from
Coffee Creek in northem Trinity County and Bieber in northemm
Shasta Councy to Lebec in southern Kern County. In the coastal
area electric service issupplied from Orick in northern Humboldet
County to Las Cruces in southern Santa Barbara County.
This service area includes the metropolitan, industrial,
and residential areas surrounding San Francisco Bay, the Industrial
and residential areas of the major cities and communities, and most
of the agricultural regions of the central and coastal valleys. As
of December 31, 1976, PG&E served a total of approximately 3,087,000
electric customers in all classes of service, including residential,
commercial, industrial, agricultural, street lighting, resale, and others.

. PG&E presently distributes electricity for resale by the
following incorporated cities:

~8a
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Lodi

Lompoc
Ukiah

Santa Clara

PG&E provides transmission service to the following
incorporated cities:

Palo Alto
Redding
Roseville
Santa Clara

Gas Service Area

PG&E distributes matural gas in 39 northerm central
California counties to provide service to customers in 188
incorporated cities, numerocus unincorporated communities, and
scattered rural areas. Transmission facilities are located in
two additiomal counties.

In the central valley region, the zas service area

"begins south of Bakersfield and extends northward to Redding.
Sexvice is provided to coastal areas from King City northward
to Eureka and Arcata. Additionally, gas is served to desert
area customers from the Topock-Milpitas transmission line in the
eastern part of Kern County and in San Bermardino County.

The most concentrated distribution service is located
in areas surrounding San Francisco Bay and to the cities in the
Sacramento and San Joaquin Valleys. As of December 31, 1976
PG&E served a total of about 2,612,000 gas customers,

PG&E also supplies gas to the following utility companies
for resale: California-Pacific Utilities Company (serving the city
of Needles) and Southwest Gas Corporation (serving the cities of
Barstow and Victorville).

Gas is also supplied by PG&E to the cities of Coalinga
and Palo Alto which operate mumicipally owned gas distribution
systems.




A.57284, 57285 dz

Associated Companies

PGSE's associated companies are:
1. Pacific Gas Transmission Company (PGT)
2. Pacific Transmission Supply Company (PTS)
3. Alberta Natural Gas Company Ltd. (ANG)
4. Alberta and Southern Gas Co. Ltd. (A&S)
5. Gas Lines, Inc. (Gas Lines)
6. Natural Gas Corporatiom of Califormia (NGC)
7. Standard Pacific Gas Line Incorporated (StanPac)
8. Alaska California LNG Company
9. Pacific Gas LNG Terminal Company
10. Pacific Gas Marine Company
_ Pacifiec Gas Transmission Companv owns and operates a
natural gas transmission pipeline extending from the international
boundary between Canada and the United States to the California
.border. The transmission company purchases natural gas from A&S,
and tramsports the gas for sale at the California border to applicant.
PGT also transports natural gas for Northwest Pipeline Corporation
(NPC) for delivery to the Pacific Northwest.
| The price of gas to applicant is based on a monthly cost-
of-service tariff comsisting of all operating expenses (including
cost of purchased gas), depreciation, amortizatiom, taxes (including
applicable income taxes), and a return on rate base less charges to

NPC for transportation service rendered and miscellaneous operating
revenue.

Pacific Transmission Supply Company,a wholly owned
subsidiary of PGT, was organized in December 1972 to carry out
the Rocky Mountain Exploration Program. Some of the wells drilled
as part of this program are comsidered to be potential commercial
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gas wells. PTS has applied to the FPC for authorization of
sale of natural gas for resale in interstate commerce. PTS
has entered into a gas purchase contract with PGT which provides
for sale by PTS of its share of the production of natural gas
in the Fontenelle Prospect in western Wyoming. The natural gas
will be delivered to PGT based on a transportation and exchange
agreement with NPC.
Alberta Natural Gas Companv Ltd., a Canadian company,
owns and operates a 36-inch pipeline from a point near Coleman,
Alberta, to Kingsgate located on the British Columbia-Idaho
border. It transports gas for both A&S and Westcoast Transmission
Company Limited. It also owns and operates a liquid extraction
plant near Cochrane, Alberta, which removes liquid hydrocarbonms
from the gas stream of A&S.
At December 31, 1976, PGT owned 44.87 percent of ANG's
.stock. Sales of stock have been made simce October 17, 1972 to
 reduce PGT's ownership from 66-2/3 percent to 45 percent in order
to allow greater participation by the Canadians in the ownership
of ANG. No further sales are currently contemplated.
ANG is subject to regulation by the National Energy
Board (NEB) of Canada. This board has the power to issue certificates
of public convenience and necessity for the construction of pipelines
beyond the limits of 2 province, and to make orders with respect to
all matters relating to traffic, tolls, or tariffs of such pipelines.
Alberta and Southern Gas Co. Ltd., a Canadian company, is
engaged in purchasing gas from producers in numerous gas fields in
Alberta, Canada. The gas is transported to the United States border
by ANG for delivery to PGT at that point.
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Prior to January 1, 1975, the amount charged for gas
delivered each month was based on the Gas Sales Contract between
A&S and PGT. The charge was the greater of the specified price
in the contract or the actual cost of service of ALS. Since
January 1, 1975, the export price of natural gas from Canadsa has
been wholly controlled by the Canadian govermment and has exceeded
both the specified price in the contract and the actual cost of
service.

Gas Lines, Inc. leases excess pipeline capacity from
PG&E and uses this pipeline space to transport gas for nonutilicy
gas producers in California.

The charges which the company pays to PG&E for the
use of its facilities are set forth in an agreement between the
companies. The charges are based on the volume of gas transported
by Gas Lines for nonutility customers.

Natural Gas Corporation of California, acquired by PG&E
in 1954, owns producing gas wells and is engaged in exploration
and development of natural gas lands. PG&E and NGC have agreed
that NGC will conduct the gas exploration and development program
for PG&E. The Commission, in Decision No. 80878 dated December 19,
1972 in Application No. 53118, authorized PG&E to advance $3,000,000
per year, for five years, for natural gas exploration with $1,500,000
of this amount to be charged to exploration and development expense
and $1,500,000 to be added to investment in subsidiaries of PG&E.
Benefits of the exploration program are to be passed back to PG&E
as a reduction in PG&E's cost of gas.

PG&E has not included the annual $1,500,000 exploration
and development expenses in its operating expenses for purposes
of the current general rate case.

Y
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Standard Pacific Gas Line Incorporated is a California
corporation which owns a pipeline. The company is a nonprofit
private carrier of natural gas for the companies which own its
stock, and is subject to the jurisdiction of the FPC. Applicant
owns 85.7 percent (6/7) of the corporation's outstanding capital
stock, and the remaining 14.3 percent (1/7) is held by Chevron
USA (successor in interest to Standard 0il Company of Califomnia).
The organization and management of the company are covered by an
agreement executed in January 1961, which in essence provides that
all costs and expenses are charged to the two stockholders in
proportion to their interest in the company. For ratemaking purposes,
6/7 of StanPac's Plant-in-Sexvice, Construction Work in Progress,
and Materials and Supplies are included in rate base.

Liquefied Natural Cas Companies - Alaska Califormia LNC
Company, Pacific Gas Marine Company, and Pacific Gas LNG Terminal
Company. PC&E formed three new wholly owned subsidiary corporations
in February 1976 to facilitacte its participation In joint liquefied
natural gas (LNG) projects with Pacific Lighting Corporation (PLC).
The three subsidiaries purchased equal partnership interests from
PLC in three existing LNG projects.

PG&E's three LNG subsidiaries are now equal partners
with three PLC subsidiaries in three partnership entities:
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Pacific Alaska LNG Associates

Pacific Marine Associates

Western LNG Terminal Associates
Briefly, the division of LNG functions are:

(1) The purchase of natural gas
and liquefaction of the gas
for vessel transport.

(2) The transport of liquefied
natural gas by special vessels.

(3) The receipt of the liquefied
natural gas and regasification
for transmission to consumers.

Results of Accounting Examination

Subjeet to its exceptions and :ecommendations,él
the Finmance Division's opinion that PG&E's accounting records and
those of its regulated affiliated companies generally conform to
the Uniform System of Accounts prescribed by the FPC and adopted
by the California Public Utilities Commission, and that the
accounting records of applicant's nonregulated domestic affiliated
companies conform to generally accepted accounting principles.

i is

3/ The exceptions and recommendations were incorporated into the
staff's results of operation reports and will be discussed in
following portions of this opinion dealing with rate base.




A.57284, 57285 dz *

@ Rate of Return

Any rate of return determination necessarily requires the
weighing of a nunber of economic intangidles which are difficult to
measure by statistical comparisons. It devolves upon the judgment
of the Commission, after weighing the evidence presented by all of
the experts, to determine and set a fair and reasonable rate of
return. (Pac. Tel. & Tel. Co. (1968) 69 CPUC 53.) It was the
testimony of PG&E's expert that a 15.0 percent rate of return on
common stock equity or 10.33 percent rate of return on rate base
is needed to enable PG&E to maintain and support its credit and V/
enable it to raise the money necessary for the proper discharge of
its public duties.

The Executive Agencies of the United States Government,
using a discounted cash flow analysis, believe that 9.28 percent is
a fair rate of return on total invested capital. The Califormia
Association of Utility Shareholders believes that to achieve actual
average earmings of 13-1/2 percent to lé percent will require a

test year rate of return on average common Stock equity of between
15.4 percent and 15.9 percent.

The staff's expert recommended a rate of return of
9.50 percent on rate base, or approximately 12.77 percent retumm
on common stock equity.

The United States Supreme Court has established certain
guidelines for ratemaking agencies in its determination of the just 4
and reasonable rate of return to be allowed a public utility. These
are contained in two cases: Bluefield Water Works and Improvement
Company v West Virginia Pub. Service Commission (1923) 262 US 679,

67 L ed 1179, 43 S Ct 675 and Federal Power Commission v Hope

Natural Gas Co. (1944) 320 US 591, 88 L ed 333, 64 S Ct 281. These
cases establish that for a rate of return to be reasonable, it should
be sufficient to allow a utility to compensate investors for risks
undertaken, to attract capital and overall to maintain its financial
integrity. However, the Hope case further stands for the proposition

that the interests of the investor must be balanced against those of
'the ¢consumer.
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In this decision, we have followed these guidelines while
at the same time realizing that, although many tests and refinements
may be used by rate of return witnmesses, each case must ultimately
be determined after considering all the evidence and that the
Commission may exercise a considerable amount of discretion in
determining what is a fair and equitable rate of return. (Pacific
Tel. & Tel. Co. v P.U.C. (1965) 62 Cal 2d 634, at 656-58; Pacific
Tel. & Tel. Co. (1968) 69 CPUC 53; General Tel. of Califormia (1969)
69 CPUC 601; Southern California Edison Co. (1971) 72 CPUC 282.)

In Decision No. 88262 dJdated December 20, 1977 in PGAE's

electric department, Applications Nos. 57556, 57642, and 57284
we said:

"There still remains to be decided the basis upon
which interim relief will be granted. The last
PG&E gemeral rate case was based on a 1976 test
vear and authorized a2 9.2 percent rate of return
. and a 12.83 pexcent return on equity. The staff

here has recommended setting permanent rates for
the 1978 test year of 9.5 percent, but recommends
maintaining the presently authorized 9.2 percent
rate of return if the Commission authorizes the
requested plan, while acknowledging that the 9.2
percent reduces the presently authorized 12.83 percent
return on equity to about 12 percent, while the

9.5 percent should keep the return on equity at
about the presently authorized level. We have

in the past stressed the significance of the

rate of return based on rate base. A closer
analysis indicates that this figure is basically
derived from the cost of capital required by the
utility. Since the cost of debt and preferred
stock is fixed and non-judgmental, the cost of
equity capital (the return on equity) is the
determination we are required to make which
requires the most subjective and judgmental
evaluation. From this, we arithmetically determine
the rate of return on rate base. Thus, it is clear
that the rate on equity is the major determinant of
the just and reasonable rates we are required to
produce. Since the last authorized rate on equity
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will be essentially maintained by the staff's
permanent recommendation of 9.5 percent return

on rate base, and since we are desirous of
maintaining the status quo regarding the returm
on equity, we shall adopt the 9.5 percent rate of

return to produce that stabilization we are adopting
in this decision."

On May 16, 1978, we issued interim Decision No. 88835 in
Case No. 10261 an investigation on the Commission's own motion into
a natural zas supply adjustment mechanism (SAM), for gas utilities.
PGSE was named as one of the respondents. In Decision No. 88835 we
found the following:

"2. Gas margin was defined as gross revenue less

cost of gas at the test year level adopted in
the last general rate proceeding.

"3. Small deviations in actual sales f£rom adopted
test year sales may result in significant
deviations from adopted test year gas margins.

"4, Traditional ratemaking treatment of supply

. and sales has proven to be an inadequate
method of considering the fluctuations
described in Finding 3. Offset treatment
between gemeral rate proceedings is required."

* Jd x

A SAM will reduce the risk to utility share-
holders. That reduction in risk should be
considered by the Commission in setting 2
reasonable rate of return in rate proceedings."

* d ok

Each gas utility should be authorized to
implement a SAM balancing account effective
on June 1, 1978. All gas utilities should
be required to establish SAM balancing
accounts on or before Janwary 1, 1979."

In determining a fair return on common equity for these
proceedings, we have considered the impact on risk derived from our
adoption of Rate Stabilization and Energy Cost Adjustment Clause (ECAC)
procedures for PG&E's electric department and the SAM and Purchased Gas
Cost Adjustment Clause (PGA) for the gas department. We have also

.considered the fact that the Regulatory Lag Plan (applied to PG&E for
the first time in these proceedings) worked extremely well.

“17
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These measures are designed to better allow PG&E to maintain
a reasonably constant cash flow between general rate proceedings.

These measures, however, must be viewed in the context of recent
increases in inflation and upward trends in interest rates. But for
rhese measures, it is likely that a higher return on common equity
might be warranted to insure the financial health of the utility.
Although, as mentioned, our innovative ratemaking measures impact
risk downward, we do not £find that in the balance (weighed against
rising debt cost) a reduction in allowed return on equity is
warranted.

Although we do not believe a downward rate of return
adjustment based on inadequate comservation efforts is warranted at
this time (as discussed in a following portion of this opinion), we
think there are several areas of conservation endeavor and resource
development in which PG&E has notably not been vigorous in its pursuit.:
Had PG&E vigorously pursued efforts to get cogeneration capacity on

.line, more aggressively undertaken its commercial and industrial energy
audit program, and undertaken exhaustive review of repowering existing
generating units as a resource option to building new capacity, and
more aggressively promoted conservation, we would be inclined zo authorize.
a higher return on equity in this proceeding.

Based onn the above, it is our judgment that there is no need
to increase the allowed rate of return. Maintaining the previously
allowed 12.83 percent return on equity and the 9.5 percent return on
rate base will be sufficient to allow PG&E to compensate its investors
for their risks, to attract capital, and to maintain its financial
integrity. It is also our judgment that such return on equity fairly
balances the interests of the investor and the consumer in that the
consumer will be supplied with dependable service and adequate supplies
of both zas and electricity while the investor receives adequate
compensation.
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Our above discussion on rate of return emphasizing the
importance of return on equity should put utilities on notice that,
when faced with potential increases in customer demand, there may
not always be a financial benefit to favoring optioms, including
new plant construction, that expand rate base. We believe this
should encourage utilities to seriously consider other options for
expanding or improving service. More aggressive facility maintenance
and modification efforts, including repowering, can increase plant
output and reliability. Load management through rates and devices
can improve load curves and reduce increases in peak demand, We
will order PG&E to review its repowering options (including all
hydroelectric facilities) and facility maintenance and modification
efforts to determine additional cost-effective options, and to report
its findings within 180 days (as 2 compliance filing in these proceedings).
Cogeneration is another alternative, and we repeat that we
expect PG&E to pursue its considerable cogeneration potential aggressively.
'lbe do not believe PG&E has satisfactorily pursued the development of
cogeneration capacity.

In addition, many utility customers, especially institutional
users (e.g., schools, hospitals, the telephone utilities) have or may
be planning standby auxiliary power sources for emergency use or
cogeneration facilities. PG&E should, within 180 days, review and
catalog all such existing and potential sources in its service area
and their availability to contribute power during PG&E's high demand
periods. PG&E should address the economies, institutional arrangements,
maintenance and fuel requirements, and possible cost-effective incentives
necessary to enable it to call upon such auxiliary facilities as peaking

capacity for its system and report to the Commission on {ts findings
within 180 days.

Qur direction to review these options, which include additiomal
sources of supply, is made in keeping with our often repeated observation
that conscervation very often represents the most cost-effective alternative
for meeting a given level of demand. Where it is cost-effective against
other alternatives, conservation investment represents the most efficient
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use of California’s available capital (with minimum environmental
impact) and should be encouraged over new generation. The
Environmental Defense Fund (EDF) in its report entitled, "Altermative
Energy Sysctems for Pacific Cas and Electric Company: An Economic
Analysis', submitted in this proceeding, has done an admirable job

of demonstrating the potential benefits to both ratepayers and
shareholders of investments in conservation, as opposed to new

plant, under various ratemaking scenarios. Concurrently, with this
opinion, we are issuing an OII to further explore these ideas and
alternatives.,

Finally, there has been considerable discussion in this
proceeding on the need for long-range electricity supply and investment
planning and for such planning to includc alternative sources of energy,
including encrgy conservation. We agrec that this need exists, and,
furchermore, will order PG&E to make such supply and construction plans
looking forward a minimum of 20 vears. PG&E shall also make such plans

publicly available.
Results of Operation Summaryv and Adopted

PG&E and the Commission staff have estimated PG&E's 1978
test year results of operation. Throughout the proceeding the scaff
accepted some of PG&E's expense estimates and PGSE accepted staff
estimates. The following Table I shows the comparisons between final
PG&E and staff estimates, for the gas department as well as our adopted
test yvear results ol operation. Tables II-A and II~E show the same
comparisons and adopted results for the elcctric department.
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TAZLE I

’ Pacific Gas and Zleciric Company
Adopued Resultis

Gas Department
Resulss of Ooeration = Zstimated Test Year 1978
(OC0's Omisted)

Present
Rates

Avthorized
Rates

$1,671,377

Lafs
nli——

Uedility

Operating Revenues

Cperating Expenses

Total Production Expenses 827 827 27 27

Gas Cost
3alancing Account
ST Transport Cosy
Gas Department Uses
Total

Storage Expense
Transmission Expenses
Distridution Expenses
Customer Account Expenses
Uneollectivles
Customer Service aad
Informational Expense

3ase Program

Supplemental Conservation

Total

Load Management Rate Research
Admin. and Genl. Expenses
Franchise Requirements
wage Adjustment

Suvtotal
Degreciation
Taxes Qther then on Income

tate Corp. Francaise Tox

Feceral Tacome Tax

Total Oper. ZXp.

Yet Oper. Reve Adjusted
Rate Base

Rase of Revumm

1/ At prezent rotes.

1,224,671
5k,383
(9.560)

1,293,593
24,383
(9,560)

%,192,593
34,383
(9:560)

1,249,454

2,827
21,248
53,700
35,354

2,158

20793
7 L7

1,228,410

2,957
2,550
56, 2.0
35,5892/
2,103

1,2.8,4L6

2,869
2,359
55,872
35,589

2,103

3,793
7,L7L

3,792
7,L7L

7,474

11,267

563
5,109
91439
1,072

21,207

563
L.6,5L2

11,267

563
45,700
9,200 9,200
1,072 1,072

~Ly207

563
45,700
9,72
1,072

L,433,05€

53,226
L, 806
2,25
1,632
y53L.,973
77,984
1,251,322

6.23%

1,406,275 1,404,837
53,226 53,226
La,soga/ Aa,egé

932 2,062
(a,732)3/

~y405,551

53 1226'
Lk, 806
38,937

(L,238)
1,500,47¢ 1,439,793
7%,570

72,255
1,251,800 1,251,800
5.72%

5.77%h

295525457
1.8,920
1,251,800
9.50%

2/ Revised per ». 1L, PGAE reply drief, income taxes recaleulated.
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® TABLE II-A

Preific Cas and Electric Company
Adopted Results
Slectric Department
Results of Oneration - Estimated Test Yeor 1978
(000 s Omz.mcc'.)

Total Electric
Staft Utility Adopted Authord zed
maol/  ay vio 1t/ 1
Operuting Revenues 51,184,392 31,162,041 31,162,130~ 3,201,329

L

Operating Expenses

Production Expense 101,249 103,28y 102,808 101,808
Transmission Expease 17,187 17,193 17,192 17,193
Dist=idution Expenses 108,982 llO.éLSz/ 109,883 109,883
Customer Account Expenses LL,230 Ly, 56X L, 561 L, 561
Uncollectibles 2,203 2,162 2,162 2,230
Customer Services and

Informasional Zxpense

Base Program 5,479 6,479 Opiuly
Suppiemental Conservation 6,655 6,655 6,655

ToLal 13,134 13,134 13,124

Load Managemeat Rate Research 6,706 6,716 6,706
Admin. and Ceal. Sxpenses 102,055 103,018 103,018
franchise Requircmenss 6,455 34! 6,334 6,57
Wage Adjusiment 2,189 189 2,189 2,189

Subtutal LO0L, 404 104,998 LO7,283

Depreeiation Expense 167,080 167,080 167,080
Taxes Other than on Income 120,855 - 121,070 12,070
State Corp. Franchise Tax 23,808 24,901

2,400
Federal Income Tax 82,770 71,062 28,055
Total Cperating Expenses 798,927 789,430 787,609 808, 369

Net Opersting Revenues Adjusted 385,L65 372,7.) 374,532 392,940

Rate 3ase 4,165,699 4,182,965 L..lez;965= 4,182,965

Rate of ‘Retura 9.25% 2.92.% 8.95% 9.39%

AL present Tales.

Revised per p. L, PG&E eply briel, income taxes
recaleulazed.
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Pacific Cas and Rectric Company
Adopted Resulis
Zlectric Department
Results of Oneration — Estimated Test Year 1978
- (000's Omitted)

Total Tiechric CPUC Jurisdiction
Starse Utility Adonted Authorized
Operating Revenues SL 118"-0 9392'1'/ 3 rlézvmy $171201 567 Sl ’l59 0755

Qperating Expenses

Production Expense 101,249 103,289 90,128 90,128
Transmission Expease 17,1467 17,193 13,318 13,318
Distribution Expensecs 108,982 110,6&82/ 109,423 109,423
Customer Account Expenses L, 284 Ly, 561 LL,,553 LL,,553

vneollectibles 2,203 2,262 2,162 2,234
Customer Services and

Informational Expease
Base Program 6,479 6,L79 6,479 6,479
Supplemental Conservation __ 6,655 6,655 6,655 6,655

Toval 13,134 13,134 13,134 13,134

Load Management Rate Research - 6,716 6,716 6,76 6,716
Admin. and Genl. Zxpenses 102,055 104,618 100,945 100,945
Franchise Requirements 6,455 6,234 6,250 6,456
Wage Adjustment 2,189 2,189 2,153 2,153

Subtotad LOL,L1L L2.0,8LL 388,782 389,068

Deprecidtion Sxpense 167,080 167,080 162,270 162,270
Taxes Other than on Incone 120,855 121,070£/ 116,603 116,603
State Corp. Ffranchise Tax 23,808 21,05&_/ 22,040 2L, 541
Federal Income Tax 82,770 69,3222 70,595 87,587

Total Operating Expenses 798,927 7€9,430 759,290 780,070

Net Operating Revenmues Adjusted 385,465 372,711 361,277 379,685

Rate Base ly165,699 4,182,965 3,996,682 3,996,682

Rate of Return 9.25% 8.91% 9.0L% 9.50%

1/ As present rates.

2/ Revised per p. L, PRE reply brief, income taxes
recaleulated.
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Gas Department Results of Operation
Qoerating Revenues

Revenue estimates are based on the level of rates which
became effective July 12, 1977 in Decision No. 87585, a gas offset
proceeding. PG&E's estimates have been adjusted to this rate level.

The staff's firm customer estimates were made by trending,
considering recorded data through August 31, 1977.

The staff's estimates of customer sales by classes were
developed utilizing PG&E's econometric model. The differences
between the staff and PG&E involve the Consuner Price Index,
Wholesale Price Index, marginal cost of gas,and nonagricultural
employment in northern Califormia. The staff estimates reflect
recorded data for each variable through the first two quarters of
1977. PG&E's estimates are based on data through the third quarter
of 1976.

The staff sales estimates reflect the effect of conservation.

Qecent conservation is reflected through the use of recorded data.
For test year 1978, additional conservation has been reflected in
specific adjustments due to appliances utilizing automatic iznition
devices and for the effects of increased insulation because of
revised building standards. In addition, residential consumption
was correlated with a count of the number of residential buildings

itced with insulation.

The staff and utility requirement estimates show lower
staff estimates for residential and commexrcial £imm requirements
and higner staff estimates for commercial and industrial interruptible
requirements. The staff estimate reflects the transfer of a number of
large customers from industrial interruptible to firm commercial
schedules. As the staff has estimated a larger supply of available
gas than PGS&E, the staff's curtailment estimates are less. The
staff estimates assume that all P-4 requirements will be satisfied

and curtailment limited to P-5 customers. P-5 customers are Southermn
'al:'.fomia Edison's Coolwater Plant and PG&E's Steam Electric Plants.

-23-
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Staff adjustments representing higher gross revenues at
both present and proposed rates are shown below:
Present Proposed
Rates Rates
Gas Supply $73,626,000 $79,285,000

Staff Estimate o0f Firm Requirements
Resulting in More Gas Available for ’
Interruptible Requirements 10,361,000 10,589,000

Energy Coatent of Califormia Gas 1,097,000 1,181,000
Imputed Rent 79,000 79,000 .
Total $85,163, 000 $91,134,000

A witness for the General Services Administration (GSA} and the
Vaiversity of California (UC) testified that his estimate of PG&E's gas
supply during 1978 was 776,030 M decatherms, or 5.86 percent higher
than PG&E's estimate and 1.3 percent higher than the staff's estimate.

He made his projection of gas sales for residential,
commercial, and industrial sales by using PG&E's year ended December 31,
1977, estimate of sales per customer times a different number of customers
than PG&E estimated.

By adopting PG&E's sales estimate to residential customefs,
the staff's estimate of sales to commercial and industrial customers,
and his estimate of gas supply, sales for steam electric purposes are
increased almost to the staff estimate of 195,696 M decatherms. By
this means, the gross revenue £rom gas sales can be inereased. The
differences between his estimate and those of PG&E and the staff are
generally based on (1) different interpretations of regressiom
analyses of recorded customers over the period of the last six years,
(2) taking into accounttransfers from commercial class G-1 through
G-9 schedules to the domestic class GS-1 through GS-9 schedules, and
(3) the depressing effeect of the PG&E econometric model on test year
caleulations of residential gas customers (households). His estimate
of revenues from the gas department sales is $§1,615,786,000. This is

.87,992,000 moxre than PG&E's estimate and $2,829,000 more than the

“2bm
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staff's estimate. We will adopt PG&E's gas supply and revenue
estimate, which at present rates is $1,572,048,000 annually and
$1,671,377,000 at the rates authorized herein.

Further, the staff's different projection of revenues is
based on some assumptions which we are not sure will continue during
the future period for which we are secting rates. First, the staff's
estimate of residential demand is lower than PG&E's, and the staff
assumes the gas which would otherwise be consumed by residential
users will go to P-4 and P-5 customers, and the sales of
additional gas to P-4 and P-5 customers would generate more
revenue per therm sold. (That gas was priced by our rate design
to be equivalent to alternative fossil fuel.) We believe the
fluctuations in oll prices, particularly spot market oil purchase
price, makes the staff's premise too speculative to rely on. I£
energy consumption and fuel choice trends and patterns were moxe
solidified, we would be more comfortable with the staff's market

elocation premise.

Likewise, we are not convinced that the estimate of UC
and GSA is viable for ratemaking purposes. Given the tendency
toward different usage patterns resulting from conservation
consciousness and inverted gas rates, it is likely, in our opinion,
that the witness for UC and GSA has not considered all the variables.

1f we have misjudged in adopting our test year estimate of
gas supply, the recent adoption of SAM (see earlier rate of return
discussion) will insure that the utilicy's stockholders do not realize
a windfall and that the ratepayers are protected.

Production (Cost of Gas) Expense

PGSE purchases 15.9 percent of its gas from northemn
Califomia producers, 34.6 percent from El Paso Natural Gas Company
(EPNG), which conveys gas for Texas and New Mexico producers, and
49.5 percent from PCT which imporcs gas from Canada.

The higher staff estimate of cost of gas is the result
of its greater estimate -of gas supplies. The greatest differences

.are in the Califormia and El Paso volumes.

“25-
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The staff estimate of energy content ¢f California zas
was obtained by trending the values for 1969 through 1976. The
results are confirmed by the recorded menthly enerzy content of
Califomnia gas for the first six months of 1977.

The staff assumed normal operations in which injectioms
are egual to withdrawals.

PG&E and the staff estimate the cost of zas to be equal
to the revenues embedded in rates to cover the cost of gas based on
the sales estimate for Application No. 57285 and rates effective
July 12, 1977. Embedded revenues represent that portion of the
revenue received by PG&E which was allewed by the Commission to
compensate for the cost of gas. This procedure was followed %o
coordinate the estimate of cost of gas for this proceeding with the
gas cost balancing adjustment (GCEBA) which will compensate f£or under-
and overcollections.

PG&E estimates test year gas cost to dbe $1,218,416,000, which

.s $31.1 million less than the staff's estimate. The primary reason
for this difference is that the staff estimated 4.1 percent more
gas available to PG&E. Because we have adopted PGSE's estimate of
sales, it is consistent to adopt the utility's estimate of gas
expense (test year gas quantities available and revenues to be
generated track).
Gas Storagze Exvense

PG&E's storage expense estimate for the test year exceeds
the staff's by $130,000. This $130,000 difference results from
different staff estimates for Accounts 816, 841, 834, and 845.

We believe PG&E's estimate of labor expense in Account 816,
Wells Expense, and Account 845, Gas Holders, to be reasonable.
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. The staff used a trending approach to Accounts 841,
Overation Labor and Expense, and 834, Compressor Station Equipment;
PG&E based its estimate on 1976 recorded results. We believe for
purposes of this proceeding that using an historical trend for these
osarticular accounts is a better basis for projecting such expense for
ratemaking purposes. Accordingly, we will adjust PG&E's estimate

downward by $88,000, and adopt $2,869,000 for test year storage
expense.

Gas Transmission Expense

PG&E's transmission expense estimate is $21.5 milliom.
The staff proposes downward adjustments in this expense area totaling
$252,000. ©PG&E's estimate for Account 853, Compressor Station Labor
and Expense, should, as the staff proposes, be adjusted because the
utility premised its estimate on 1976 recorded results. We adopted
in the discussion on estimated revenues a conservative estimate of
sales volumes. We think expense for this account may very likely

.e Lless than estimated by PG&E, given the specter of declining gas
availability, and will adjust it by $141,000 as proposed by the staff,
The other proposed staff estimates for Accounts 850, 851,

and 859 are not adopted because in our opinion PG&E has sufficiently
sustified the reasonablemess of its estimates.

We adopt $21,359,000 for test year transmission expense.
Gas Distribution Exvense

PG&E estimates test year gas distribution expense to be
$56.2 million. The staff proposes an estimate of $2.5 million less.
The staff's estimate of Account 878, Removing and Resetting
Meters, expense is $651,000 less than PG&E's., The staff tremded
cost for this activity on a unit per customer basis and arrived at
a test year estimate of $2.58 per customer as a foundation fLor its
estimate. Recorded unit cost per customer has fluctuated since
1972, and for both 1975 and 1976 it has remained at $2.70. PG&E'Ss
witness testified that labor costs have dropped since 1974 primarily
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because meter facilities were consolidated for efficiency, and
that the transition period is over. We believe {t is premature
to accept the staff's trended estimate of this expense, given the
stability during 1976 and 1977. The staff should review this
expense area preparing for the next rate proceeding. At that time,
it may be that a definite expense trend can be established.

The staff proposes that $51,000 less than PG&E's estimate
be allowed for Account 878, Miscellaneous Meter Expense. PG&E
based its estimate for 1978 test year expense on a coembination of
1976 recorxded results (for labor) and a S-year average trend (for
nonlabor). The staff considered the effects of automation occurring
during 1977. We will adopt PG&E's estimate for this proceeding. If
automation results in net expense savings for this account, the trend
will be apparent in the future. At this time, we think the automation
savings orojected by the staff are still in the realm of a guess.

For Account 880, Other Expenses, the staff proposed an

.‘Stlmate $374,000 less than PG&E's original estimate. During the

proceeding, PG&E agreed to the transfer of $239,000 in vacation pay
accrual to its electric departmeat. The remaining $135,000 difference
is due to estimating methodology. We £ind PG&E's revised estimate to
be reasonable.
| In Decision No. 86281, Application No. 55509, we directed
PG&E to study the feasibility of upgrading its maps and records
procedures. The staff reviewed the results of the study, which
concluded substantial savings could result from automating and
centralization, and compared (on the electric side) PG&E's expense
to Southern California Edison Company's. The conclusion reached
by the staff is that PG&E can, if it implements the study's
recommendations, save $1,154,000 in the test year (for both gas
and electric departments). We are of the opinion PG&E should
substantially implement the cost saving for its maps and recoxds
procedures. We believe it reasonable to adjust PG&E's estimate

N
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for Account 880, Maps and Records, by $1 million (total gas and
electric) to reflect the savings it has the opportunity to realize
in the future. Prorating this sum to the gas department results
in an adjustmeat of $368,000. (A corresponding adjustment will de
made to the electric department results of operatioms.)

The staff had a combined estimate for Accounts 886,887, and
892 totaling $911,000 less than PG&E's. The primary difference was
due to estimaring approaches. For purposes of this proceeding, we
find PG&E's estimates for those accounts to be reasonable. We
believe the staff's estimate of savings resulting from c¢athodic
protection to be overly optimistic.

We adopt $55,872,000 as reasonable for gas distribution
expense.

Customer Account Expense

PGSE's revised estimate of test year expense is $35.8

million. The staff Jdiffered with PG&E's estimate primarily because
.che staff projected no increase in postal rates.

In its reply brief PG&E acknowledges that its revised
estimate for this account includes a one-cent discount for
presorting first class mail, although the new postal rates actually
provide a two-cent discount. (Reply brief, p. 1l4.) We will adopt
PGSE's estimate and correct for the change in the discount. We
therefore conclude that an estimate of $35,589,000 is reasomable
for customer account expense,

Uncollectible Expense (Account 904)

PG&E and the staff used the same uncollectibles factor.
The difference in their respective estimates is due to different
revenue estimates. We adopt PG&E's uncollectibles estimate of $2.1
million at present rates because {t is consistent with our adopting

PG&E's revenue estimate. At authorized rates we estimate an amount
of $2,236,000.
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Customer Servicesand Information Expense

Originally the staff took exception with PG&E's estimate
for this expense area (which includes base programs and supplemental
conservation programs) and estimated $7.3 m{llion less expense.
Ultimately, during the proceeding, the staff's Energy Conservation
Team witness accepted PG&E's estimate. The 1ssue of conservation
expense was put into these proceedings by Decisfion No. 88272,
Application No. 56845 (December 20, 1977), which abolished the
conservation expense offset balancing account procedure.

We have concern about $4,750,000 estimated expense for
inplementing an "insulation incentive' programwhereby customers
who had insulated attics could receive utility installed water heater ,/
insulation blankets and conservation shower heads. Although we directed
implementation of that program by Decision No. 88551, Case No. 10032,
rehearing has been granted and the progran is deferred until our f£inal
resolution. However, PG&E's plamned Incentives programs relative to ,
new ceiling insulation completions in the present application are
different from those ordered in Decision No. 88551, and they should
begin immediately. In the event that the planmned programs are denied
by any determination in Case No. 10032, the remainder of the $4.7
million should be applied to other conservation activities, in
cooperation with the staff of the Energy Conservation Branch.

We adopt PG&E's estimate of $11.2 million as reasomable. v~
Administrative and General Expenses

PG&E's estimate for test year expense is $46.5 millionm.
The staffls final estimate 1s $1.4 million less than PG&E's.
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The staff's exceptions are with respect to Pension Expense,
Account 926. It used a different estimating method for the number of
new pension plan entrants, which would result in $747,000 less expense.
Both the staff and PG&E extensively developed the record om this issue.
We are of the opinion the utility did not fully support all of the
estimated expense. However, we do not believe it reasomable to
totally adopt the staff's estimate. We conclude that for this portion
of Account 926 expense should be reduced by $500,000.

The remaining difference in this account totals $685,000
and relates to pension and benefits expense estimates associated with
differences in direct labor expenses for various accounts. Because
we have adopted some staff expense adjustments (which included labor
expense), it is reasomable to concurrently adjust pension expense for
consistency, and a reasonable basis to do so is to adopt half of the
staff's proposed adjustment, or $342,000.

. We conclude, based on the above discussion, that adopted
test year administrative and general expenses should be $45.7 million.
Franchise Requirements (Account 927)

The staff and PG&E employ the same franchise expense factor,
out the staff's estimate is $239,000 more than PG&E's because it is
based on a higher gas department revenue estimate. Since we adopt
PG&E's revenue estimate it is comsistent and reasomable to adopt
PGSE's franchise expense estimate of $9.2 million at present rates
and $9,731,000 at authorized rates.

Denreciation EXpense

Both PG&E and the staff estimated depreciation expense
to be $53.2 million, which we will adopt.
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{
gate Base

The staff contends that the test year rate base should be
$478,000 less than that proposed by PG&E. That difference is minuscule
in view of a $1.2 billion rate base for the gas department.

The Finance Division as well as PG&E presented considerable
testimony on the question of whether costs associated with a leasehold
property known as Trico-Peny No. 3 (located in the Los Medanos gas
field) were properly booked. PG&E contends that, if anything, the
booked costs are too low and could be increased by $244,000. We
believe that for purposes of this proceeding PG&E has demonstrated
the reasonableness of the proposed test year rate base, The Finance
Division may, of course, seek to better articulate the basis and
foundation for this proposed adjustment in the next rate proceeding.

In any event, as mentioned above, the effect of the staff's adjustment,
if adopted, would be de minimis.

Electric Department Results of Operation

‘oeratinz Revenues

The staff estimates used recorded data up to July 1977,
while PG&E utilized recorded data which ended in November 1976.
The majority of the differences between the staff and PG&E results
from the availability of current data to the staff,

Historical data on customers and sales from 1961 through
July 1977 were analyzed by the staff. Economic considerations
such as inflation, recession periods, drought, and the 0.P.E.C. oil
embargo were all given comsideration. Im this analysis, PG&E's
econometric model was used by the staff with the later data than
those used in the original PG&E estimate. Past trends of customer
growth and usage patterns were given careful consideration. In the

final result, a judgmental decision was made by the staff of customers
and sales by customer accounts.
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. A witness for GSA and UC testified that his estimate of
average number of customers twelve months ended December 31, 1978
was 9,531 more than PG&E's estimate and 10,996 more than the staff's
estimate. He estimated that PC&E underestimated its sales by
2,363 Mz kilowatt-hours and the staff underestimated by 1,026AM2
kilowatt-hours. Consequently, it was his estimate that the test
year revenue should be $29,723,000 more than PG&E estimated because
of its underestimate of customers and sales. He stated the staff
revenue should be increased by $19,842,000 due principally to its
underestimate of revenues from the domestic and medium lighting
and power c¢lasses of customers.

We are concerned about an inconsistency in our ratemaking

process when the element of requiring conservation effort is a
najor consideration. If an electric utility achieves good comservation
results between general rate proceedings, it is in a real sense
penalized, given existing regulatory procedures. The problem is

.imple: 1f comservation results, revenues decline, and the stockholder
suffers. One possible solution is an Electrie Conservation Adjustment
Mechanism (ECAM), somewhat similar for SiY which we recently adopted
for gas utilities; Decision No. 88835, Case No. 10261, dated May 16,
1978. Such a ratemaking procedure would allow for periodic rate
adjustments, between adopted test year sales estimates, that would
increase rates if sales declined, and reduce rates if sales exceeded
the base (last Commission adopted test year) volumes. All other
results of operations elements, such as expenses and rate base,
would, when an adjustment is made, be held comstant with last adopted
test year levels. But we think it desirable to implement an ECAM
procedure for electric utilities only after an investigatior and
full participation by all electric utilities and our staff. Although
one day of hearing was devoted to the ECAM concept in those proceedings,

we are of the opinion that the record was not sufficiently developed to
implement an ongoing ECAM.
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So, we are now back to our dilemma in this proceeding of
selecting a test year sales volume on which to estimate revenues.
PG&E's sales forecast is, in our opinion, morxre likely to be consistent
with actual experience, ziven the impact comservation measures should
have.

UC's witness compared the staff and PG&E estimates with
recorded experience to arrive at hisc estimates. We do not think
this approach is reliable for rate setting. It is based on data
that are subject to distortion because of climatological irrxegularities.
Also, it ignores chamges in usage due to conservation efforts and rate
desizn.

Production Exvense

PG&E's estimate for total electric production expense is
$103.3 million; the staff's is about $2 million less.

The staff proposes $417,000 less expense for Account 502,
Steam Expense, because PG&E projected 1976 results (a drought year),

‘hereas the staff applied a four-year average to represent a normal
year. We believe the staff's approach will produce a more reflective
test year estimate and will adopt it.

The staff also, in its estimate of total electric production
expense (Account 507, Rents), arrived at $856,000 less expense as a
result of investigating an oil storage contract with Urich 0il Company
(Urich).

The staff takes exception to an agreement entered into in

1973 between the utility and Urich whereby Urich agreed to construct

on its own property and operate four 1/2 million-barrel fuel storage

tanks. The contract is for a 20-year period with termination only by

mutual conseant of both parties. Operating costs include depreciation

and return on the actual cost of the tanks and actual costs on maintenance,

operation, property taxes, and a number of other miscellaneous expenses.

Each year Urich prepares a budget and this budget is approved by the

utility. The contract provides for an audit by PG&E of all expenditures
"Eelating to construction, maintenance, or operation of the facilities.

“3b-
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The staff objects to PG&E's having entered into a 20-ycar
contract when PGS&E informed the staff that PG&E's needs were "short-term".
Also, the staff contends that no formal economic study was made to justify
the leasing of these tanks for 20 years. Further, the staff believes the
company to be negligent in that it has not conducted any detailed audics
to substantiate the original capital costs as well as the escalating annual
costs. The staff recommends a decrcase of $856,000 in the test yecar contract
costs, and commencing January 1, 1980 all costs associated with the 1973
Urich lease should be excluded from operating expenses and treated as a
below the line expense. '

PG&E contends, primarily through its rebuttal witness, that
this contract was a financially sound arrangement for PG&E; that PG&E's
needs were well met by the 20-year term of the contracc; that the Urich
facility is a valuable addition to PG&E's storage system and will remain
s0 into the future; that the increase in ancticipated expenses was
primarily for capital changes in the facility; and that PG&E,is.ptesently

.auditing the Urich contract expense and will be able to recover from
Urich any excessive charges that may have occurred in the past. The
utility contends the staff adjustment is unreasonable and that the full
test year estimacted expenses of $4,294,000 be allowed for this facilicy.
It further asks that the staff's recommended disallowance be rejected.

We have reviewed the evidence, particularly PG&E's rebuttal
testimony, and are satisfied that the agreement was a necessary one. Since
it was necessary, we find the 20-year contract the result of good £aith
negotiations by the parties and therefore reasonable. What we are not
satisfied with is the utility's explanation as to why'no audits of cost
were ever made (PG&E's testimony is silent on this point). Further, we "
are not at all satisfied that the current audit would have ever been
undertaken if our staff had not brought this matter to our attention.
PG&E's contention that, five years after the audits should have been

started, it will now be able to go back and collect the excess charges
of the past is, at best,, naive.

3
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In summary, we conclude that the agreement was reasonable
at the time it was entered into and therefore we reject the staff's
recommendation that all of the Urich costs subsequent to Januvary 1,
1980 be below the line. We conclude that PG&E has been negligent
in not auditing the costs. We will accept the staff's estimate of
the test year expense for this facility as being mowe representative
than the utility's based on the results ¢f the staff's investization.

The staff's estimate for Account 501, Fuel - Other, is
$208,000 less thanm PG&E's. The staff used a "normal-year bur',
whereas PG&E used a 1976 drought-year burm. This is an expense
area where the utility will experience more incremental expense as
zore oil is handled. We will adopt the staff's estimate as more
reflective of mormal-year conditioms. |

We have reviewed carefully the staff's study on production
expense. PGE&E accepted many of the staff's original adjustments. The
depth and scope of the study is impressive.

The staff's estimate for Account 540, Hydraulic Operations -
Rent, is $163,000 less than PG&E's. The staff used a five-year average;
PG&E used 1976 results, inflation adjusted. We £find PG&E's estimate
reasonable because it is more reflective of current conditions.

The staff estimated $300,000 less expense for maintaining
generating facilities at Pittsburg Uait No. 7 (a relatively new plant),
stating that PG&E's expense estimate was abnormally high compared to
other units of similar vintage. We will not accept the staff's
estimate, but we expect the staff to monitor closely the maintenance
expense for that generating unit in the future, and report to us in
the next proceeding on whether PG&E has succeeded in bringing its
maintenance ¢ost for this facility to a level comparable to its other
more recently installed facilities.

PG&E's estimates for Accounts 511, 551, and 553 are reasonable
because they project the most recent experience.
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We adopt $101.808 million as test year total electric
production expense.
Transmission Expense

PGSE's estimate for the transmission expense (total electric)
is $17.2 million, which is only $36,000 more than the staff's estimate,
The difference is in estimating procedures, and we conclude PG&E's
estimate is reasonable. Originally the difference between the staff

and PG&E was larger, but was narrowed by agreement during the course
of hearings. ‘

Distribution Exvense

PGEE's estimate for total electric distribution expense
is $110.6 million. The staff's estimate is about $1.7 million less.

The staff estimated $1.2 million less (total gas and electric)
expense on the assumption PG&E could automate and modernize its maps
and records (Account 880). This issue is discussed in detail in the
preceding section on gas distribution expense. We will adopt $632,000

ess than PG&E's expense estimate for this item, which reflects an
appropriate allocation of expense savings to the electric department
of the total anticipated $1 million savings.

The staff's estimate for Account 588, Miscellaneous
Distribution Expense, is $379,000 less than PG&E's estimate. The
difference results from different estimating approaches for nonlabor
expense. PG&E used 1976 results projected for the 1978 test year.

We believe PG&E's estimate will be more reflective of test year
conditions and will adopt it.

Finally, the staff estimated $133,000 less expense for
Account 593, Tree Trimming. The staff's contention is that PGS&E's
estimate does not reflect cost savings resulting from recently
available growth-retardant chemicals and the trend toward undergrounding.
We will accept the staff's test year estimate for this activity as more
representative of future expense.
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We will adopt $109.883 million as test year total expense for
distribution expensc.
Customer Account Expense

The staff proposed $277,000 less expense for mailing expense
(see p. 14, reply brief). Originally PG&E estimated this expense to be
$965,000 more than the staff's estimate; however, PG&E (in its reply
brief) revised its estimate to reflect the actual amount of the recent
postage increase to reflect the recent change to a two-cent presorting
differencial. We will adopt PG&E's estimates as corrected im the reply
brief as being reasonable.
Customey Services and Information Expeunse

The staff analyzed PG&E's estimated expense for conservation
and load management programs and found it reasomable. EDF, TURN, UC,
and GSA questioned various specific conservation activities proposed
by PG&E. Cenerally these parties took the position that PG&E should

..mderr:ake more vigorous conservation activity. We will discuss
generally PG&E's conmservation activities in a following portion of
this decision. We £ind that PG&E has justified its proposed test
year conservation expense for the electric department,
Administrative and General Expenses

PG&E's estimate for total company test year administrative
and general expenses is $104.6 million. The staff's estimate is $2.6
million less.

The staff estimates different levels of pension expense,
as discussed in the preceding section of the opinion on gas department
administrative and general expense. Based on the rationale discussed
earlier, we will adopt as reasonmable $1.6 million less expense than
PC&E estimated, or $103.0 million. '
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Franchise Exvense

We have adopted PG&E's revenue estimate and consistent
with that we will adopt the franchise expense estimate. The staff
and PG&E generally agree on the same franchise rate to be applied

to0 gross revenues. At authorized rates we adopt the sum of $6,547,000.
Denreciation Expense

PG&E's estimate of test year deprecilation expense is
reasonable. No party challenged PG&E's depreciation expense estimate
after PG&E adopted the staff's estimate.

Rate Base

PG&E adopted many of the staff's proposed adjustments to
rate base, as well as the staff's estimate of weighted test yvear
additions.

The difference between FGE&E's and the staff's rate base
estimate is $17.3 million, relating to the inclusion in rate base
of cooling ponds at Pittsburg Power Plant Unit No. 7.

The staff believes PG&E was negligent in its comstructing of
cooling pornds Zfoxr Pittsburg Unit No. 7 in that the ponds proved inadequate
for the purpose intended, as PGE&E subsequently built cooling towers to
replace the cooling ponds. The cooling ponds were inirially constructed
because the San Francisco Bay Area Air Pollution Control Distriet would
not approve the usual cooling tower approach. Pittsburg Uait No. 7 was

the first imstance where PGE&E used cooling ponds. After the cooling ponds
were found incdequate, the Air Pollution Centrol District allowed the

construction of cooling towers. Although there were obviously design
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.:oblems-z-‘-/ with the cooling ponds, we are of the opinien that at
the time PG&E's conduct was generally prudent. PG&E had no alternative
but to attempt the untried cooling method. We believe the staff's
proposed adjustment relies too heavily on hindsight, and we will not
adopt it.

Combined Gas and Electrie Revenue Regquirements Issues
Income Tax Exvense

In this proceeding, as in the last PG&E rate case, there
was considerable disagreement among the parties concerning methodologies
which should be employed to estimate reasonable test year income tax
expense. The Commission's Operations and Fimance Divisions proposed
different methodologies. TURN proposed that the Commission adopt the
recommendations made by ALJ Coffey in his proposed report in
Application No. 55509 et al., stating that the Commission's traditional
method of computing ratemaking tax expenses is a "conglomeration of
accounting fictions". We will discuss the positions of the parties.
"however, it is essential to this discussion to quote from Decision °
Yo. S9315 , issued today in Applications Nos. 55509 and 55510,
Phase II, wherein we address basically the same contentions and
conflicting positions:

"Arriving at an estimate of federal and state
income tax expense for a future test year is
one of the most complex and troudlesome issues
in ratemaking. A test year is an estimated
results of operations, comprised of various
ratemaking revenue, expense (imcluding taxes)
and rate base estimates, which is adopted by
the Commission as a basis of determining
prospective revenue requirement and the
reasonableness of proposed rates. We
anticipate the estimated test year components
we adont will reasonably approximate actual
operating results. But given the multitude
of variables in the real world of utility

The record indicates that PG&E in several instances provided the
desizner with erroneous design information. Ultimately, the
designer and PG&E litigated in court for damages, suing each other,
and the matter was settled without damages to either party.

40~
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operation, we recognize, as does anyone who °
observes the ratemaking process, that projected
test year results can never exactly correlate
with actual experience. The income tax component
£ the results of operation is particularly
sensitive to many variables. TFor example,
unusual expenses unanticipated when the operating
expense (non-tax) component is established will
mean less tax liability, because more expense
deductions will be available to the utilicy.
Likewise, higher than estimated revenues will
mean a higher tax bill. And the situation
gets more complex for energy utilities given
the deferral of expense recovery for energy
costs (Purchased Gas Adjustment and Energy Cost
Adjustment balancing account expense recovery
procedures). Interested parties have expressed
the view that we should strictly allow for
'taxes as paid' when setting rates. Arriving
at an adopted test year tax expense estimate
that will reflect taxes 'as paid', or exactly
correlate with actual expense during the
prospective test year, is as difficulc as
estimating exactly the revenues to be realized
by the utilicy.

"The ALJ's proposed report points out another
complexity. In regulatory ratemaking the

adopted income tax allowance depends on what
types of expense deductions are or are not
considered in arriving at the estimated income
tax liability. Appendix B is a table (taken

from the ALJ's proposed report) which illustrates

the impact that suc¢h deductions ¢an have on tax
expense.

"The proposed report recommended that PG&E de
ordered to reduce rates $56.5 million annually,
and make refunds, on the basis that actual tax
expense differed £from the expense allowed in
the Phase I decision. We are of the opinion
that it would be unreasonable to adopt this
recommendation, and we will discuss why. We
appreciate the efforts of the interested parties
who developed the record and made recommendations,
which brings to our attention issues that should
be fully explored and addressed. Ratemaking, to
operate in the public interest, should be based on
estimates that as accurately as possible reflect
a reasonable allowance for income tax expense,

41~
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"1f we were to adopt the recommendations put
forch in the proposed report there could be
a substantial effect on posSt tax interest
coverage and cthe utility's earnings. We
adopted a reasonable rate of return and return
on equity for PG&E in the Phase I decision which
recognized a certain interest coverage. Further,
the rates authorized (based on our authorized
rate of return) were determined by our traditional
methodology of calculating and estimating income
tax expense. To unilaterally change the mecthod
used to estimare fncome tax expenses without
considering the effect on post tax interest
coverage and return on equity (in a proceeding
where authorized rate of retumrn could, if
warranted, be adjusted) would not be fair or
in the best interests of maintaining financially
sound utilities. Therefore, Phase 1I of these
proceedings is simply not the forum where we can
make drastic changes in calculating income tax
expense. In fact, a general rate proceeding
involving only one utilicy is not the best forum
in which to obtain the most fully developed
record on such proposed sweeping policy changes.
For that reason, we are today fssping Order
Instituting Investigation No. ~5Z§ﬁJ joining
all major utilities as respondents, to consider
recommendations similar to those presented in
the proposed report, and other recommendations
on how we should estimate income tax
expense for ratemaking. We expect full parci-
cipation by our staff divisions, the respondent
utilicies, consumer interest groups, and the
financial community on these important policy
issues. Whatever we adopt as policy upon
completion of the investigation will be
{mplemented in appropriate proceedings affecting
cach utility's xates. This procedure is, we
again stress, adopted so that we do not play
blindman's buff, with possible adverse
ramificarions, on a less than adequate
evidentiary record."

Having covered the genmeral background on the complexity
of ratemaking and income tax expense, and the reasons for the
r
issuance of OII ANg. _jgﬁﬁ_today, we will dbriefly discuss the

_positions of the parties.
/4
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At the request of ALJ Gillanders, the company prepared
Exhibit 97, which set out its income tax liability for the test
year. Following the veceipt of this exhibit, there was testimony
and argument regarding which of three methods should be used by
the Commission in arriving at a tax payment figure for test year
1978: the traditional ratemaking method; the method recommended
by ALJ Coffey in his proposed report for Phase II of PG&E's last
rate case; and the method proposed by the Finance Division. The
Commission staff differed in its recommendations, with the
Operations Division recommending the traditional ratemaking method
and the Finance Division recommending a different test year tax
expense determination.
Operations Divisionm Position

The Operations Division submits that one of the crucial
differences between its tax treatment and that proposed by the
Finance Division is the treatment of the Diablo Canyon Nuclear Facilityw//’

(Diablo). In its results of operations study for test year 1978,

the Operations Division eliminated all aSpeccsgl of Diablo on the
premise that when it becomes operative (and can be included in

rate base) there will be a special Commission proceeding (a "Diablo
offset") to determine all of the expenses, fuel costs, effect on rate

S/ 1In our Decision No. 86281, we proposed that all expenses of the
applicant's Diablo Canyon Nuclear projects be excluded in the
adopted test year and be considered in a separate proceeding. The
Operations Division's staff results of operation in this proceeding
has excluded all costs related to Diablo Canyon including interest
deductions, ad valorem taxes both for book and as income tax
deductions, and investment tax credit progress payments consistent
with our prior Decision No. 86281. Because of the special
circumstances involving Diable Canyon, we will continue to abide
by our policy as stated in Decision No. 86281.
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base dbecause of the operation of this new and expensive facility.
Thus current property taxes on Diablo, as an example, have been
excluded in estimating 1978 results of operations (including income
tax expense). However, the Finance Division tax calculations include
the income tax effect of these property taxes because they presumably
will be paid by PG&E during the test year. The Commission's current
rocedure provides that all ad valorem taxes that have been and will
be capitalized associated with the Diablo projects, will be recorded
in the proper plant accounts when Diablo is operational at the net
amount, reflecting income tax coxpense cffects for both federal and scate r’,
income taxes (which reduces the book value of the plant that goes
into rate base). Furthermore, at the time of inclusion of Diablo
Canyon in rate base, the proper treatment of all investment tax
credits, inclucing progress payments, will be considered.
Certain expenses totaling $3.5 million not considered
necessary and reasonable to utility operations have been eliminated
. by the staff in its expense estimates. Once excluded f£rom the cost
of service method of setting rates, these expenses become discretionary
to the utility. Should the company go forward and make such an
expenditure, it will have an effect on tax expense (as a deduction)
of approximately half the expended amount. The ratepayer is protedted
because these items are funded ome-half by the stockholders and one-half
by the effect of the tax rate. The Operations Division believes that
eliminating these dollars from operating expenses and then including
them in the tax calculation results in taking them away from the
company twice, once by disallowing the expenses and again through
the tax calculation. |
The Operations Division further points out that interest
expense relating to construction work in progress has not been included
in its tax calculations because the interest element of the Allowance
for Funds Used During Construction (AFUDC) itself reflects under the
current method discounting the interest paid by the tax effect. 1£
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the calculation is made as suggested by the Finance Division, a
gross caleculation method would be used and the AFUDC and ultimately
the book value of plant would actually be increased by excluding the
discounting tax effect attributable to the interest portion of the
AFUDC.

Although the Operations Division presented testimony and
other examples to support its method, we do not believe i is
necessary to extend this discussion.

Finance Division

The Finance Division recommends, as it did in Phase II
of PG&E's Avplications Nos. 55509 and 55510, that the Commission
revise the method of estimating income taxes for ratemaking purposes

zo reflect as nearly as possible the company's actual tax liability
for the test vear.

The Finance Division generally proposes the following with
respect to determining test year income tax expense:

1. That the Commission include property
taxes paid on plant under construction
as an expense tax deduction to compute
test year income tax expense.

That the Commission cease the practice of
not including as an expense deduction for
determining income taxes various expenses
that are disallowed by the Commission for
ratemaking purposes.

That interest expense on construction work
in progress, or AFUDC, be comsidexed as test
vear expense for the purpose of caleulating
income tax iliability.

Discussion

We believe that the above summation of the different
proposed methodologies for calculating test year tax expense
illustrates the complexity of this general issue. Tor example,
the Operations Division approach (which we have traditioanally
applied) considers the tax expense of interest during c¢onstruction
and property taxes when plant (such as Diablo) is placed in service.
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The plant cost is 'metted out' or reduced to account for such tax
cffects. Accordingly, the ratepayer ultimately receives benefit
of such tax deductions. Whereas, the Finance Division approach
{s to consider such tax cffect in a particular test year. There
is merit to both points of view, which is why we find it in the
public interest to fully explore such issues in OIIQ&E;¢:25£1'

In that forum we want and expect vigorous participation by all
major vtilities, various staff divisions, consumer interest
groups,and the financial community. These important ratemaking
policy issues deserve no less than such an extensive examination.

Accordingly, for purposes of this proceeding, we will apply
our traditional methodology, as proposed by the Operations Division,
to calculate estimated test year federal and state income tax expenses.

Also, consistent with our traditional methodology, we £ind
it is reasonable for purposes of this proceeding, to apply the
statutory federal and state tax rates for the tax expense components
of the net-to-gross multiplier.

Adjustments Proposed bv UC and GSA v

UC and GSA proposed two adjustments, one to rate base and
the other operating expense.

The UC-GSA witness recommends thiat $17.4 million or 10 pexcent V/,
of gas and electric department operating and maintenance expenses be
disallowed until ""Management surveys are designed, approved and conducted
and the recommendations implemented” (Exhibit 56, p. 7). He based his
recommendation on a PG&E sponsored study on PG&E's Pittsburg Unit No. 7
generating plant. The cross-examination of UC-GSA's witness shows that
he relied on a very localized study and simple inductive analysis to
conclude what may be wrong at one facility is wrong at all. We share
the witness' concern about expense at Pittsburg Unit No. 7 (see our
earlier discussion on electric production expense), but conclude his

recommendation for a total company adjustment is not supported by
evidence and we will not accept it.

.
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UC-GSA's witness also recommended reducing PG&E's rate base
by $14.3 million, the depreciated value of PGS&E's Humboldt Bay Nuclear
Power Plant, as well as associate expenses and working capital for the
plant. His rationale is that the Humbold: plant is not operatiomal
and may not be operational in the foreseeable future. The staff and
PG&E included the Humboldt plant In their test year rate base and
expense estimates. The Federal Nuclear Regulatory Commission (NRC)
is presently studving scismic conditions at the Humboldt site, and
that agency will decide the future of the facility. We think it is
premature to make an adjustment. If we adopted UC-GSA's recommendationm,
we would be prejudging the NRC. The Humboldt facility situatien should
be monitored closely, and in the next rate proéeeding hopefully definitive
information on its future, as far as the NRC is concerned, will be available-‘
Ad Valorem Taxes (Gas and Electric)

The only difference between PG&E and the staff for pre-adoption
of Article XIII A of the California Constitution (Proposition 13) property

‘ILax expense is the result of the staff's proposed exclusion of cooling

ponds at Pitcsburg Unit No. 7 from rate base (electric). Since we did not
adopt the staff's adjustment, we accordingly find PG&E's property tax
estimate reasonable. The staff took no exception with PG&E's gas
department estimate and we will adopt it.
The Effect of Arcticle XIII A (Proposition 13)

The evidentiary record in these proceedings did not address
the ramifications of recently adopted Article XIIX A of the California
Constitution. PG&E, in accordance with our suggestion in OIX 19, has
filed Advice Letter Nos. 1006~G and 687-~E which proposes to reduce
gas rates by $17.74 million and electric rates by $43.876 million.
PG&E has also established a ''tax initiative balancing account™.

We are not going to change the estimate of ad valorem tax
expense contained in the record, and we will not change the base
rates authorized herein. However, we find that it {s reasoﬁable to
require PC&E to make the rate reductions set forth In Advice Letter V//

‘Nos. 1006-G and 687-Z to go into effect concurrently with the increase
A ‘
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in base rates auvthorized herein. In this manner we insure the retumn
to California ratepayers of their share of Article XIII A actual tax
savings realized by PG&E.

Management Audit
In a previous section of this decision, under Electric
Production Expenses, we have discussed the staff's studies and
conclusions relative to the adjustment proposed for the Urich contract.
We have taken the effort to describe in detail this adjustment, for we
believe it illustrates the pressing need of monitoring the efficiency
of the utilities we regulate. If we are to be more than a rubber stamp,
translating cost increases into rate increases, we must scrutinize and
exercise our investigatory ingenuity to insure utilities operate
productively and efficiently. Our staff in this procecding anticipated
this need and has recommended that an operational and management audit
of PG&E be made. We would like to make c¢lear that, with the exception
.of PG&E's failing to audit the Urich costs, we have no preconceived
‘notions on PG&E's efficiency and productivity. We believe, however,
it is necessary that the company precisely examine its efficiency and
demonstrate to us that it is attempting to improve its efficiency and
reduce costs. A management and operational audit by an independent
consultant may accomplish this result. OQur staff should supervise this
audit and we caution it to devise svecifiec areas of incuiry that will
maximize the benefits of such an audit, for we think a comprehensive
management audit would very possibly be a waste of resources. When
our staff has {dentified the areas of inquiry to be covered by a
management and operational audit, it shall report its recommendations

to the Commission for approval before the audit is contracted for and
commenced.

PG&E's Conservation Efforts
In earlier portions of this opinion we determined that PG&E's
estimated test year conservation expense was reasonable, although $4.7
million of the rates authorized herein is subject to redirection in the b//
‘.;event the insulation cuscomer incentive programs are not approved on
rehearing.

~48=
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PGSE's plans for its 1978 energy comservation activities were

presented in Exhibic'Bl.

Summary of EZstimated Conservation
Activity Exvpenses for 1978

Zaergyv Conseyvation 2Programs
Insulation

Appliances and Devices
zomes
Commercial-Industrial-Agricultural
Solar
General

Sudbtotal - Programs

Otmer Conmservation Activities

Load Management
Research and Development
PG&E General Office Departments
Subtotsl - Other
Total Conservation Expenses

Table 1 of Exhibit 31 shows che‘follcwing:

Eseimated 1978 Expenses

Base
94L7
1,534
562
2,016
6457
1,735

ettty

$ 7,439

668
455
2,784

$ 3,907
$11,346

«Includes solar R&D.
**Tncluded in individual programs.

(0Q0"s)
Sumplemental

$ 6,133
1,893
515
2,555
964

2,069

[P Mo

$14,129

$ 7,279
0

Yeye

$ 7,279
$21,408

Total

$ 7,080
3,427
1,077
4,571
1,609

3.804
$21,5638

$ 7,947
455
2.784

$11,186
$32,756

PG&E expects that its energy conservation programs will save
customers abous 2.434 hillion kwh and 946 million therms on 2

»asis.

life=~cvele
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The Staff's Position

The staff, during these proceedings, ultimately accepted as
reasonable PGS&E's test year budget for comsexrvation.

The staff witness' analysis indicates that PGE&E's Exhibit 31
conservation prograns are cost-effective. However, the staff recommends
the following modifications to achieve additional cost-effective
conservation. The utility should develop an effective program to
insulate resideatial rental property and commercial buildings. The
appliances and devices programs should be expanded to include whole-
salers, contractors, and commercial and agricultural sales. The customer
incentive programs should be expanded to include pudblic buildings other
than schools. Solar involvement should be limited to domestic water neating
guarantee arrangements, and distribution of tax, product quality, and
financing information. PG&E should publish and distribute information
on the availability, use, and guarantees of solar equipment. PGS&E should
develop a program to dispose of energy imefficient appliances in

"conjunction with any program to encourage sales of energy efficient
appliances. The devices program to sell water heater blankets should
be changed to provide blankets and shower heads for a $25 maximum
installed per customer utility cost to customers with R-19 attic
insulation pursuant to Decision No. 88551. The staff recommends
54,750,000 of the comservation budget be used for this program;
$850,000 of this amount should be reallocated f£rom the $964,000
requested for supplemental solar programs. The homes point system
should be revised to exclude optional home appliances. Publicity Zfor
CIA awards should be limited to trade media, and expenses for banquets
should not be charged to ratepayers. CIA awareness efforts should be
inereased. PG&E should increase the use of direct customer contact
in lieu of advertising to provide customer information on conservation.
PG&E should explain in detail in its March 31, 1979 conservation report
the benefits it receives from Electric Power Research Institute and
American Gas Association research projects. PG&E should work to develop
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market research methods that accurately measure conservation savings.
PG&E should have between 80 and 86 full-time commercial and industrial
auditors by the end of 1978. PG&E should provide a bill insert
describing relative energy efficiency of different refrigerator and
freezer models. PG&E should amend Rule No. 14.1, Prohibition and
Curtailment Provisions, to restrict the use of pool pumps and filters
to off-peak periods. The staff recommends that the Exhibit 31 programs
be ordered with these modificatiomns.

The staff also recommends that $7,279,000 be approved for load
nmanagement expenses. Because of the experimental nature of the programs
and the large sum of money involved, the staff recommends that PG&E be
ordered to report in its forthcoming annual December ¢conservation report
the results of its load management experiments, including any benefits
such as decisions to forego new plant construction.

The staff believes PG&E's emergy savings goals, efforts, and
accomplishments are inadequate. PG&E's actual and projected energy

| .savings are, according to the staff, minimal. It projects 1.3l percent

electric and 2.39 percent gas savings in test year 1978 due to residual
benefits from 1976 and 1977 and new 1978 programs. Savings will be
4.4 percent of electric and 7.8 percent of firm gas sales by 1937.
The staff submits that these are savings partially attributable to
PG&E's Comservation and Sexrvices Department setting overly modest
goals. For example, the actual and projected savings for electrie
use for 1976, 1977, and 1978 are .42 perxcent, .38 percent, and .65
percent, respectively; the gas savings are .35 percent, .88 percent,
and 1.06 percent. The modesty of these actual and projected savings
becomes apparent when one c¢ompares them with the 10 to 20 percent
indicated potential savings for the commercial and industrial sector.
On a per customer basis, PG&E's conservation expenditures are lowest
of the three major gas and electric utilities. One method the staff
used to measure the effectiveness of the utility's conservation
efforts is a yes and no checklist of energy conservation activities.
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PG&E's performance was unsatisfactory in the five most important
areas on the list: CI audits, residential rental property insulatiom,
provision of information on energy efficient appliances to customers,
cogeneration, and load management. As noted above, PG&E's projected
savings for CI audits are far below potential savings for commercial
and industrial customers. Nonetheless, conservation attributable to
CI audits has been limited because of a lack of personnel and the
utility's lack of interest in expanding the audit program. IPGE&E
failed to develop an effective residential rental property insulation
program. The checklist in Applications Nos. 55509 and 55510 also
indicated a failure to develop an effective residential rental
property insulation program.

According to the staff, PG&E has not established goals for
using existing cogeneration potential. A staff witness testified
that this failure was especially erucial in the evaluation of

.PG&E'S conservation programs. Cogeneration is important because
it can reduce the utilities' load obligation, thereby reducing its
need to construct new generating capacity and its use of fossil fuels.
None of the cogeneration projects reported under comsideration in
Applications Nos. 55509 and 55510 has come on line, and the reported
potential under comsideration in this application has declined in the
interim between the two rate cases.

The staff believes PG&E has not identified its customers'
nonessential uses for load management purposes or established long-term
load management goals by class. If PGE&E were aware of customers’
nonessential uses then it could manage its load by requesting customers
to reduce or shift consumption for these uses.

The staff thinks that perhaps one reason for PGSE's performances
is its apparent dependence on the Commission and its staff to determine
how it should cost-effectively spend conservation dollars. Counsel
for PG&E extensively questioned Commission witnesses as to whether they
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had ascertained reasonable methods to encourage residential rental
insulation, floor insulation, storm windows, cogeneration, disposal
of inefficient appliances, compile data on energy inefficient appliances,
and so forth. According to the staff, it is PG&E's obligation to
determine through discussion with the staff and its ownm studies, prior
to hearings on the evaluation of its comservation efforts, which
conservation programs are cost-effective and worthwhile.
The staff's critique of PG&E's 1977 conservation efforts, as
summarized above, basically goes to the failure of PG&E to implement
on an extensive basis its supplemental conservation programs in 1977.
According to the staff, the Commission has put PG&E on notice
that it will consider the vigor, imagination, and effectiveness of its
conservation activities in arriving at an appropriate rate of return.
The staff submits that PG&E's vigor, imagination, and effectiveness
are inadequate. Therefore, in addition to the above=-outlined
recormendations, the staff's Energy Conservation Team recommends a
..05 percent rate of return reduction. In addition, the Legal Division
recomnends that an OII be issued to investizate the establishment of
conservation goals, and their impact om PG&E's construction plans. V.
(This is accomplished by our issuance today of OII'fo-u ﬁkm 2. o
The staff's recommended rate of return reduction is .05 percent
or $5.8 million of gross revenues. The rate of return recommendation

was designed by the staff to stimulate PG&E's conservation efforts wzthout
depriving it of necessary revenues.
The Enerzvy Commission's Analysis

The Energy Resources Comservation and Development Commission
(Energy Cormission) participated extensively and f£filed briefs. It
submitted constructive recommendations to improve the effectiveness of
PG&E's programs, and concluded that we should question the vigor and
inagination of PG&E's conservation efforts. No recommendation om a
rate of return adjustment £for inadequate conservation measures was
submitted by the Energy Commission, stating in its opening brief:
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"The CEC will not attempt to make any recommendatioms
with respect to a specific rate of return, particularly
given the absence of any guidance from previous PUC
decisions in defining the precise mechanism for adjusting
the rate of return according to the three conservation
eriteria of vigor, imagination, and effectiveness., We
believe that in the absence of guidelines or standards for
a utility to meet in demonstrating the vigor, effectiveness,
and imagination of its comservation programs, it is impos-
sible for either interested parties or the PUC to assess
the inadequacy of utility comservation programs. We further-
more believe that the lack of such guidelines inhibits
effective regulation of utility comservation efforts. We,
therefore, urge the Commission to explicitly define and
explain criteria for determining the vigor, effectiveness,
and imagination of consexvation programs and the method

for applying these criteria to rate of return adjustment
decisions."

The Enerzy Commission's evaluation of PG&E's programs, and

its proposed recommendations, are as f£ollows:

1. Insulation Programs. PG&E is ceriticized for
not studying the extent to which the insulation
program could be expanded, and for not developing
specific information on the cost-cffectiveness
of attic insulation. If PG&E developed better
information on cost-effectiveness, customers
may be more likely to insvlate and the insulation
program could be realistically evaluated. The
Energy Commission urges that a program be
developed to make landlords retrofit imsulation.

Appliances and Devices. The Enmergy Commission
questions Po&S's Lncentive progran to induce
sales of pilotless gas ranges because the
Energy Commission has adopted regulations
nandating such ranges as of July, 1978. Also,
the incentive program to encourage retrofitting
conventional light fixtures to Lluorescent was
questioned, and it was suggested that funds
could be better used for hiring additiocnal
energy auditors.
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Commercial-Industrial Audits. The Energy
Commission believes energy audits are
"outstanding'' as a2 cost-effective conservation
activity. It proposes accelerating the program.

Swimming Pool Time Clock Program. It is
rccommended that PO&E’s program should be
specifically ordered by the Commission
because it holds great conservation promise.

The Energy Commission concludes in its opening brief

"It is impossible to determine at this time, however,
whether or not PG&E's claimed savings are true and,
even more importantly, whether or not such savings
indicate an cffective conservation program. For
example, factors other than conservation may slow
demand in an area, and conversely, there may be
significant conservation savings even with increased
demand. Yer PG&E's current conservation measurement
techniques, such as its estimate that it is responsible
for 75% of insulation sales irn its service area because
a similar percentage of people recall its advertising,
are inadequate in making a proper assessment of
effectiveness. A far more accurate and sophisticated
evaluation and monitoring system, that goes beyond
merely estimating savings, is needed. Such 2 system
would include assessment of what actions actually
occurred and what was the actual effect on those
actions on energy consumption. '

"Careful examination {s also needed, on an individual
customexr level, of other factors influencing usage to
ensure the effect of such factors are not mistaken for
conservation. Finally, there must be thorough integration
of achieved and estimated results with PG&E's demand
forecast and supply planning. This integration is
necessary if conservation is to actually replace
currently planned new facilities and supplies, as
the PUC has declared it should."

Position of the Environmental Defense Fund (EDF)

The EDF participated extensively, and presented numerous
meritorious suggestions and observations. We are impressed by witness v//’
Willey's testimony. Today we are issuing OII :No.:'_'.' DB ite |

fully explore PG&E's resource planning, both short- and long-ternm
.- for as EDF points out: »
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""The Commission's recent experience with SDG&E
and Sundesert shows the importance of timely
review, by it, of at least the major elements
of a utilicy's long-range supply plan. It
also highlights the importance of undertaking
such review in comprehensive fashion, not
merely plant by plant as each one is proposed."”
(EDF opening brief, p. 13.)

In addition to OIIX Ngx‘-fgy:;%we are ordering PG&E to -
commence immediately studies on, among other things, generating ‘
facility repowering. We would not be discharging our duty to the =
ratepaying public if we failed to actively oversee the reasonableness
of proposed utility resource plans. T

EDF believes PG&E has set its conservation goals too low
and understates the potential for conservation. It is EDF's
recommendation that PG&E's rate of return be reduced resulting in
a gross revenue reduction of $79.8 million.

Position of TURN

TURN believes PG&E's conservation efforts have been and are
less than mandated by the Commission. It states that the staff has
not fully investigated the test year conservation budget to determine
the reasonableness of PG&E's estimate. In particular, TURN quesctions
whether PG&E's management should have the discretion of devising and
implementing conservation programs because TURN believes it is an
inherent conflict of interest for an energy utility to promote
conservation.é Another TURN position is that local governmental
entities should undertake comservation programs, and that increasing
PG&E's rates to fund the utility's conservation efforts results in
a drain on financial resources that could otherwise be raised for local
conservation programs.

6/ To hitigace this result we adopted SAM (see the earlier discussion on
gas revenues) and are issuing an OII into whether and how to establish
a similar SAM for clectric utilities.

’
/
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Cicy of Palo Alto and Southwest Cas

Palo Alto and Southwest request that PG&E's expense for
comnservation programs not be passed on to them (and ultimately their
customers), and that rates be accordingly reduced. In essence, both
Palo Alto and Southwest contend that they have their own on-going
conservation programs; that PG&E's conservation activities have
little direct impact on their customers; and that an undue burden
would be placed on their own customers if those customers mwust bear
a portion of PG&E's conservation expenses in addition to those of
their own supplying utility. We cannot grant this request.

First, as extensively discussed in Decision No,, 89315,
issued today in Application No. 55510 (Phase II), the resale rate
is not based on a compilation of incremental costs from which one

identifiable expense (such as comservation promotion) can logically
be deducted.

Second, Palo Alto and Southwest, as all gas users, bemefit
.from PG&E's conservation efforts. Califormia's gas supply must be
conserved and made to continue as long as possible to avoid severe
economic hardship on the State. It is in the public interest for
all who distribute gas, public and municipal utilities alike, to
take steps to comserve.

If wesadopted the policy suggested by Palo Alto, it could
lead to a multitude of resale customers or local jurisdictions
claining that in view of their respective comservation efforts they
should not contribute to PG&E's conservation programs. Such a policy
would be shorc-sighted. Entities should not quibble over bhearing the
obligation to encourage conservation. They collectively benefit £rom
the efforts of each in that there will be gas available for a longer
period if comservation is promoted. Palo Alto's request, based om the
foregoing, is not reasonable or in the public interest. |
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Position of UC

The principal fault UC £inds with PG&E is in the area of
cogeneration. It thinks PG&E's policies discourage developing
cogeneration generating potential, based on its attempts to develop
a cogeneration project at its Davis Campus. The conclusions were
that PG&E's Schedule No. S-1 standby tariff is unnecessary and should
be eliminated and that the Commission should establish tariffs
requiring PG&E to purchase energy and capacity for a cogenerator
at the same rate PG&E would sell emergy and capacity to that
cogenerator.

Discussion

It is apparent that many parties £ind fault with PGEE's
conservation efforts. Our reservations are also discussed in the
rate of return section of this opinion. There are areas where PG&E's
managenment 1s not aggressively taking the steps it should, and in
.addition te issuing OIT Now..: 25, today, we will order studies to

S n——— .

bezin immediately into the following:

1. Repowering existing generating facilities,
both steam plants and hydroelectric units.

2. Expanding existing facilities and facility
maintenance and modification as an alternative
to new facilities,

3. Sources of auxiliary and cogenerated power which
can be used during high demand periods.

Despite some apparent shortcomings in PG&E's conservation
effort we are of the opinion that we should not reduce its authorized
rate of return. We Jiscussed earlier, however, that if PG&E had
been more imaginative in exploring resource options we would be
inclined o authorize a higher return on equity.

PG&E generally contends that the staff's criticisms are
the result of not being familiar with PG&E's actual conservation effort.
The defense of PG&E in opposing the staff's recormended rate of return
adjustment is stated in its opening brief (p. 153):
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"PGandE does not claim that all of this reduction
in gas and electricity consumption is due to its
conservation efforts alone; there are numerous
other economic and social factors impacting gas
and electricity consumption patterns. However,
PGandE does have an active and extensive
conservation program and the ultimate goal
that this Commission is seeking to attain, a
reduction in consumption, is occurring To
assert that PGandE, and thus its top management,
are not pursuing conservation diligently when
sales are defying historic patterns is unreasonable.

"Fourth, what the Staff describes as a lack of top
management diligence in promoting conservation is,
in fact, the reasomable and prudent response of
top management to hesitant, ill-defined, and
inconsistent Commission conservation polzc:es.

PG&E states that EDF's recommendations, as they pertain to
adjusting allowed expenses and rate base as a means of imputing a long-
range resource plan, is ''destructive to the concept of test year

.ratemaking". Although, as indicated previously, we are impressed
by EDF's presentation, we are not convinced that it is reasonable to
adopt a specific revenue requirement adjustment as proposed by EDF at
this time. In order to not delay PG&E's next general rate proceeding
and allow a forum for the staff, EDF, and FPG&E to fully explore resource
planning, it is appropriate to issue OII No- v'295r1:We expect timely
responses by PG&E to the data requests of the staff and interested
parcies in that OII, for the issues to be addressed are critical and
we must explore them as rapidly as possible. The policy conclusions
we reach as a result of OII ﬁg,;;fggt,ﬁianhich EDF may and should ./
participate, will be implemeﬁted. And in subsequent rate proceedings
we can insure prudent resource policies are followed; if they are not,
we can impute the operating efficiency as suggested by EDF in adopting
a reasonable test year results of operations.
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We believe some of the parties forget that comservation,
‘ undercaken on a massive scale, is a relatively new science. Much
progress has been made, and many more innovations and ideas will
emerge as utilities, consumers and regulators head, as they must,
toward a conscrvation-oriented energy volicy. It is well settled
in our minds that continued growth of new generating capacity is too
financially and environmentally expensive for Californians. The many
recommendations of the parties, and just the Issues they raised, is,
in our opinion, an cxcellent education for PG&E. The utility's
management should carefully review the material and testimony on
consexvation submitted in these proceedings, for it is apparent PG&E
does not have a monopoly on answers or talent in the conservation field.
We will continue our review of PG&E's conservation activity
in the next general rate proceeding. If we conclude that management
is recalcitrant or lazy in implementing conservation programs and
srudent resource plans, we will not be hesitant to adjust rate of
return more drastically than proposed by the staff in these proceedings.
We do not, however, feel that this should be the only means
. by which we should cncourage conservation ecfforts. At the onset of the
§§QL€§$28% erisis, the Commission was not staffed to effectively direct
5 f‘u'zlxcy conservation programs, thus primary reliance was placed
upont ‘the resources of utility personnel and management. Now that we have
reorganized and manned our staff to effectively address conservation
issues, we will undertake a much more active role in escablishing and
directing, as well as monitoring, specific utility conservation programs.
Such Commission leadership exercised in conjunction with appropriate rate
of retumrn adjustments should prove more effective in achieving energy
conservation than the rate of return sanction alome.
i~ We would like to reiterate that our insistence on an overall
conservation ethic and approach on the part of the energy utilities
we regulate will not be detrimental to the shareholder. If the
measurement of earnings we apply is return on common cquity the utility
is not penalized for slowing generating plant expansion. Likewise, we
have adopted an SAM for gas utilities to insure that declining sales
do not erode carnings, and for electric utilities we will shortly begin
an investigation into the establishment of an ECAM. ,/’

-60-
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. PG&E has not complied with the intent of Decision
No. 84902 where we stated: 'We expect utilities to explore all
feasible cost-effective means of comservation, including...providing
customers with detailed intelligible information on appliance energy
use by brand name ('Shoppers Guide')...'" PG&E has distributed the
"Shoppers Guide' only to appliance dealers and customers specifically
requesting it. We will direct PG&E to distribute the "Shoppers Guide'
to all customers every 18 months until further order.
Gas Rate Design
Cas Rate Desizn Proposalszfgi
PG&E
PG&E's rate proposal suggested consolidation of demsity
rate zomes, increases to lifeline and nonlifeline rates, and elimination
of the demand charge compoment in a mew uniform resale rate.
No proposal was made to introduce a multi~tier residential
rate structure, but the possibility of a one-zone inverted multi-tier _
ate structure was recognized. Thus, PGE&E stated its residenmtial '
increases in terms of simple uniform increases for lifeline and
nonlifeline usages ($0.0148 and $0.0171 per therm, respectively) so
that these increases could be applied to any pattern of single-zome
inverted rates adopted by the Commission. After the proposal was i
£iled but before hearings began, the Commission did in fact eliminate
density zones and adopt 3~ and S5-tier inverted residential réte
schedules (Decision Neo. 87585). The PG&E proposed increases can thus
be applied to the existing 3- and S5~-tier, one-zome structure which
now exists for residential rates. | ‘ '

7/ Ta order to have the most complete and current evidentiary recoxrd om

gas rate design issues, we are Incorporating into this proceeding the
record in Application No. 57978, PG&E (purchased gas offset proceeding).
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In the nonresidential category for P-1 an¢ P-2 usage
PG&E also anticipated the zone consolidation and proposed a single
increase of $0.01921 per therm plus an increase in che customer
charze of $1.63 per month. These increases are slightly lower than
those imdicated in Exhibit 11, where a clerical error appears, but
are the imcreases upon which the proposed revenue increase is basec.
These increases can also be added to existing rates, but PGS&E does
aot support inverted rates for this class of customers.

The proposed increase is identical at $0.01760 per therm
for commercial and industrial customers in the P-3 and P-4 groups
and for the P-5 steam-electric category. As originally stated,
this proposed change would have increased rates to $0.23243 per therm,
but considering intervening offset changes on July 1 and July 12, 1977,
the increase would raise these charges to $0.2466 per therm.

In the resale category, uniform rates are proposed for the
lifeline and nonlifelime portions of sales to the four resale customers.

A uniform increase of $0.02582 per therm would be assessed for the
lifeline portion of each customer's deliveries and an increase of
$0.00929 per therm for the nonlifeline portion of these sales over

the present weighted average lifeline and nonlifeline rates,
respectively.
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Commission Staff

The staff recommended rate spread at 100 percent of the
requested increase averages 8.1 percent (Exhibit 69). Average increases
by priority are: P-1 residential - 7.8 percent; P-1 and 2, commercial
and industrial - 8.3 percent; P-3, 4, and 5 - 8.2 percent; and resale =
8.1 percent.

Staff recommendations for residential customers include
a 51.30 customer charge and five tiers at the following per therm
rates: TIR-.1523, TIIR-.2009, TIIIR-.2132, TIVR-.2255, and TVR-.2377.

The staff proposal includes a three-tier nonresidential P-1.
and P-2 rate structure at the following per therm rate: TIC-.2255,

.‘V'IIC-.2377, and TIXIC-.2431. The purpose of the tiered design is to
encourage conservation. The recommended P-3, 4, and 5 pexr therm rate
is .2477; the resale lifeline and nonlifeline rates are .1523 and .2051,
respectively. Significant changes for resale customers include
modification for lifeline allowances based on current usage and
elimination of the demand charge.
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In addition, the staff was asked by the hearing officer
to give its recommendation on special rate consideration for
residential gas air conditiomers.

According to the staff (Exhibit 91), 'The existing rate
structure is reasonable for gas air conditioning use and no special
allowances are necessary."

California Manufacturers Association (CMA)

CvA believes that the manner in which the very large
rate increases of the last several years have been spread has
resulted in a system rate design that is out of balance. While this
Commission's actions during this period have responded to changing
conditions and concerns, chief among them the lifeline legislation
and a rapidly diminishing gas supply, those actions, according to CMA,
seem £o have been taken hurriedly and without full comsideration of
their effect on customers and the'utility. According to QMA, the
rates paid by industrial customers have skyrocketed, only in part
due to the increased costs experienced by PG&E. As a result of the
rate design policy adopted by the Commission, CMA believes mumerous
problems have been created for customers and the utility.

CMA believes that the present rate design deceives
large numbers of residential customers into believing that gas
is an inexpensive commnodity and that the installation of facilities
necessary to provide service costs virtually nothing, while at the
same time working to discourage uses of gas by other customers which
are voth efficient and useful. It believes that the existing rate
design is so out of balance that it is not practical to correct the
problem fully in this proceeding. But, as it also believes that the
Commission should make a significant move In that direction in this
proceeding, it recommended the following rate design:
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Transitional CMA Rate Provosal

Present Future
Residential
Customer Charge $1.20/Mo. $2.50/Mo.
Lifeline Commodity Charge $0.1417/Th. $0.175/Th.

Tier 2 Commodity Chargze $0.200/Th. - $0.2353/Th.
Tier 3 Commodity Charge $0.219/Th. $0.3006/Th.

Priorities 1 and 2

Customer Charge $1.20/Mo. $6.90/Mo.
Commodity Charge $0.219/Th. $0.213/Th.

Prioricies 3 and 4

Commmodity Charge $0.229/Th. $O.229/Ih.
Prioxitvy S

Commodity Charge $0.229/Th. $0.229/Th.
Resale

@ =ity Charge $0.1735/Th. $0.1735/Th.

Kerr-McGee Chemical Cormoration (Kerr-McGee)

Kerr-McGee proposed two separate and alternative methods
of spreading the revenue increases sought by PG&Z. The first rate
proposal was called the "Equalized Markup" ox "EMU" proposal and the
second was called a "Conservation Incentive Rate Design" or "CI" design.
The EMU rate design starts with costs incurred by PG&E to serve the
various customexr classes and involves other ratemaking factors in
spreading in an equitable and conservation promoting fashion, the
burden which has been imposed upon nonlifeline customers in order to
subsidize below-cost service to lifeline users. The CIL proposal is
principally intended to promote the Commission's objective of energzy
consexvation rates and improve stability of earmings.

.'
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. Kerr-McGee selected a specific rate design that in its
opinion should be adopted by the Commission. The recommended CI rate
design is characterized by the following parameters: (1) a $2.40 per
month residential customer charge; (2) the lifeline commodity rate of
15.68 cents per therm proposed by PG&E; (3) a uniform commodity charge
equal to the application rate for interruptible gas usage of 21.48 gents
per therm; (&) a uniform nonresidential general service customer charge
of $12.97 per nmonth; and (5) a CI charge of $.44378 pexr factor month.

The rate design proposals of CMA and Kerr-McGee place emphasis
on increasing fixed customer charges. We have repeatedly found that it
is reasonable to price gas by units of use as a means of encouraging
conservation. If we adopted high fixed customer charges, the units of
gas consumed could not be priced to result in the greatest savings to the
customer for conserving units of gas use. Accordingly, we find that CMA's
and Kerr-McGee's proposals are not reasonable and in the public interest.
A Southwest Gas Corporation (Southwest)

. Southwest recommends and urges adoption by the Commission of a
commodity-type rate oY two-part commodity-type rate or single commodity-
type rate, with the elimination of the demand component of the two=-part

G&Z rate that is listed in Schedule No. G-63.

Citv of Palo Alto (Palo Alco)

It is Palo Alto's position that its Municipal Utiliry be
exenpt from gas rate increases due to PG&E's conservation progranm
expenses for the following reasons:

1. PG&E's conservation programs do not directly
benefit the Palo Alto Gas Utility as a resale
customer.

2. PG&E's conmservation programs <do not directly
benefit the customers of the Palo Alto Gas
Utilicy.

Palo Alto should be given credit for its own
conservation programs.

The imposition of a rate increase to cover PG&E's
conservation programs would impose an inequitable
burden upon Palo Alto's customers.
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Regarding the proposal by the staff and PG&E to institute
uwniform commodity rates for all resale customers, it is Palo Alto's
position that uniform rates have been proposed for simplicity and
adminiscrative convenience. However, an important matter must dbe
brought to the attention of this Commission. Applying uniform rates
to resale customers will deny Palo Alto a gas rate decrease recently
granted, and reinstate a previous offset increase to Palo Alto which
this Commission has ordered to be modified (Decision No. 88310).
Since PG&E and staff published their proposed uniform resale commodity
rates, an appropriate rate reduction has recently been granted Palo
Alto. On January 10, 1978, Decision No. 88310 was rendered reducing
Palo Alto's commodity rate $.0032 per therm for nonlifeline usage.
This decision corrected an unintended large inerease to Palo Alto's
G-60 rate schedule from previous offset Decision No. 87585 and did
not affect the other resale schedules.

. If umiforn rates are implemented to all resale customers,
Palo Alto will certainly lose this recent rate decrease. In so doing,
the unintended large increase that was applied to the G-60 rate
schedule as a result of Decision No. 87585 will be reinstated, and
Palo Alto will be burdened with an increase in gas purchases of
approximately $83,000 per year. It is Palo Alto's position that this
rate reduction of $.0032 per therm for nonlifeline usage be reflected
in the arrived at G-60 commodity rate. To ignore this rate reduction
would be improper and mathematically incorrect.

Regarding uniform commodity rates for resale customers,
it is Palo Alto's position that uniform rates are inequitable for
a2 broader reason; all resale customers are not alike. Indicative
of this diversity is the four different resale lifeline percentages.
Staff and PG&E did not recommend a uniform lifeline percentage for
all zesale customers.
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We have already addressced Palo Alto's request for a rate
adjustment as a result of its conservation ¢fforts in the preceding
portion of this opinion on PG&E's comservation activity. As for the
remaining resale rate issue, we today issued Decision No. 8 ;515 ,
in Application No. 55509'(Phase II), which directs that Palo Alto's
resale rate be established in this proceeding to provide a 20 percent
differential between gross revenues and purchased gas expense which
is cquivalent to $0.0458/therm of Palo Alto's purchases (using PG&E's
general service rates as a basis of establishing this differential).
That issuc was extensively addressed in that proceeding, and essentially
the same arguments were presented then as in this proceeding. We £ind
that PG&E's resale rate to Palo Alto should be established to allow Palo
Alto the $0.0458/cherm differential over purchased gas cost pursuant to
Decision No. SS34LS , in Application No. 55509.

Adooted Gas Rate Desizn ' '

The c¢combined revenue increases from Application No. 57285
and Phase I of Application No. 57978 will produce an overall increase
in excess of 12 percent. This is a2 substantial increase that requires
careful placement in order to satisfy our ongoing concerns for a
nealthy industrial and living environment while continuing to encourage
conservation.

In our previous Decision No. 87585, the rates to the lowest
priority industrial customers werc Set so as to provide a planning
signal for the equating of natural gas with altemative fuels or
with the incremental cost of new (and incrementally the most expensive)
natural gas supplies. PG&E has testified that some of its large
industrial P-3 and P-4 customers have discontinued gas service and
have converted to alternative fuels, particularly when oil prices
fluctuate downward. ’

The erosion of sales to these two classes of customers
prompted PG&E to develop and propose Schedule No. G-52 in Application v
Xo. 57978 (the record of which is incorporated into these proceedings).

“WThe two salient features of the Schedule No. G-52 rates were its

-68=




A.57284, 57285 dz %

applicability based on the type of alternative fuel that the customer
was capable of usingé/ and the proposed reduction from the present
22.90 cents per therm to a flat 20.00 cents per therm. Although PG&E
did present evidence to support its proposed Schedule No. G-52 rate,
the objections raised concerning potential price fluctuations of the
alternative fuel market, the distinctions between P-3 and P-4 customer
characteristics, the staleness of the information used and the general
naivete of the study suggest that more work needs to be done before
substantial weight can be given to the proposed rate.

On the other hand, the unBisPuted departure of certain
customers f£rom PG&E's system is indicative that the 2as price adopted
in Decision No. 87585 represents a plateau from which to survey the
altemative fuel market. We will therefore authorize a Schedule
No. 6-52 rate as proposed by PG&E, but we f£ind that a rate of 22.90
cents per therm is reasonable. This will provide a point of stability
in our alternative fuel pricing policy. As more information is developed

by the staff, PG&E, and other interested parties, further opportunities
for differentiation along the lines of alternmative fuel use may present
themselves. For the future, PG&E's semiannual Gas Cost Adjustment
Clause (GCAC) and SAM filings should be used to develop and maintain
rates that are current and competitive with respect to alternative
fuels and new gas supplies.

The remainder of the customers in P-3 and P-4 classes, while
capable of using alternmative fuels, has selected alternative fuels that
are gencrally accorded a higher price in the market place. Some increase
to these customers is therefore justified and reasonable if their altemacte
fuel cost is taken into account. For this reason, the Schedule No. G-50
rate will be increased by 10 percent from 22.90 cents per therm to
25.20 cents per themm.

8/ "APPLICABILITY
"Applicable to natural gas service to uses classified in Rule V//
No. 21 as P3 and P4, for which the alternate fuel is exclusively
. oil with a viscosity higher than 150 Saybolt Seconds Universal

(SS¥) at 100°F (commonly referred to as Grade No. 5 and Grade
No. 6 fuel oil)."”

~69-
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The next substantial issue relates to the question of
1ifeline rates. PG&E has indicated that systemwide average gas
rates have increased more than the statutory 25 percent of rates
in effect on January 1, 1976. We believe it is reasonable and
appropriate to allocate a portion of the revenue requirement
inerease to lifeline usage. Considering that the average increase
under these applications is in excess of 12 percent and that lifeline
customers have not, until now, received any increases, a rate increase
of 16.6 percent (from 14.17 cents per therm to 16.52 cents per therm)
will apportion a reasonable share of this increase to the first
usage block, or lifeline quantity.
The rates to nonresidential P-1 and P=-2 customers will
also be increased by 16.6 percent. This will reasonably maintain
the rate relationship between residential lifeline usage and other
high priority customers who do not have alternative fuel capability.
. Resicential rates for quantities in excess of lifeline
usage will be increased substantially and in a manner Co promote
conservation. The rate increases will provide a steeper gradient
than the present inverted rates, and thereby further encourage
residencial customers co conserve use of matural gas and to adopt
alternative and renewable energy sources such as solar. This course
of action was recommended by Alten Corporation to improve the econonics
of solar conversions and prevent wast of natural gas; that effect, in
the context of a sound long-range energy policy for California, is most V/
desirable.
In order to focus the economic effect of ocur rate changes
on summer use, the S-tier residential rate should be modified. Thne
winter Tier IV will be lowered to Tier II and the excess winter usage
will be charged at the Tier IV race instead of the Tier V rate. The
blocking and applicable volumes are shown on the following Table G-1:
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TAZLE C-1

PACIFIC GAS AND ELECTRIC COMPANY
REVISED RESIDENTIAL TIERS

Blocking (Therms)
Winter
X 4
106 141

106 11
+212 +282

81 106 141
1 106 141

+162 +212 +282

Volumes (MMTH)
Current Revised

winter Total Summer winter Total

- - 1,619.8 - ~ 1,619.8
234.8 0 234.8 234.8 320.8 555.6
96.3 0 96.3 96.3 0 96.3
37.3 320.8 358.1 37.3 136.5 173.8
118.7 136.5 255.2 70.5 0 118.7
The foregoing rate design changes and associlated sales volumes
ané revenues are shown in the following Table G-2. The disposition between
the increases attributable to Application No. 57285 and to Phase I of

Application No. 57978 are shown in Table G-3.
A bill comparison is shown in Table G~4 for the changes in
residential rates. This illustrates the magnitude of the increases

that the individual customer will experience at various consumption
levels.




. TABIE G-2
Gas Dep‘mnt Rates

Year 1978 Estivated

- 29/%5/ Cerls “nazlSey

Authorized

Revenue Increase “/:
N IR 4
Rate

Rale

Present Rates (7-12- !Ll_
: $/ihern

$/Therm ¢

Yolun2 !

Category N Therms

Present Adopted

31.6 1.20

1.20 37.9 37.9

Customer Months
Priority 1 “/

iRLsidenbial)

1619.8
23:.8
9.3

ficr 1 {Lifeline)
Tier IX

Tier IIX

Tler 1V 358.1
Tier V 255,2
G-1 N (tlon-Lifeline) ——-

Total Residential 2564 .2

Non-Resjdential

1852.1
862.3
360.0

7.0

Priority 1 & 2 (G-2)

!

%}Priority 3 & & {G-50)

Priority 3 & h (G-52)(new schedule)
Priority 5 (G-57)

1619.8
559.6
%'3
173.8
T0.5
k8.2

29%6h,2

4T
«18Ch
1896
2160
2190
«2190

1651

2190
2290
2290
2290

229.5
hol
18.3
7.3

1652
+2500
2750
3000
«3760
2750

267.6
138.9
26'5
52.1
26.5
13.3

16.6
38.6
5.0
38.9

1.7
25.6

202,0
g2.h
19,9

361.3

20T

2554
2520
2290
2290
2290

52h,9

ll?3 O
222.3
82.h

13.9

381.3

24,0

’

16.6

_1665.2
4846.6

Priority 5 (G-59) _22290

Total Non-Residential 87.7

1091,2 2432 1178.9

Resale "y
Lifeline 4.0 5.4

Non-Lifeline 6.8 _ 12,0 _
Total Resale ' 1693 _ VAL . 41795

_102.8
Total Sales 7513.6 2089 1569.9 2343

0.8
0.2
1.0
190.2

6.2°
12,2
18.4
1760.1

16
17617

Other Fevenue

Total Reve¢nue

1/ Residential Sales Adjusted by 9. M Therns for G-10 and G-5
2/ Percent Increase Based on Rate per Therm.
~ Rounded Down, (red Figure)

S5 Discounts.
# Reflects reduced revenue at present rates

que to_leviqed lifeline allouance.
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Gac Depariment Revenues

Veur 1678

Allcecosed Increnze

.
»

Category ) zent  Cemeral =~ Offset

: h=57285 @ A-57978

NS . B

ustomer NMonshs

Tesidential
“ifeline
Non=Lifeline
To%al Resciden

Non-residential
Priority L &« 2
Priemivy T & L (G-50)
Priority 3 & L (G-52)
Priority 5 (G=57)
Priority 5 (G-55)

- oo .
Total Noz~Residential

Reeple
ifelin #
Nen=Lifeline
Tetal Rezale
Total Sales
O%ne= Revenue
™ idew™
Totel Revenue

'I,_J
N
] i
IR AV I AN ] [LF LN,
o Lo [e

“8. 4L
RIS Ve
1760.2

-~

1.6
1761.7

ol O

|

+
AN
~)
t-3
L]

()

Perce;tagc Allocation . L7 .5% 100.0%

# Reflects reduced revemue at present rates due to revised lifeline allowance.
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TAZZE G-l

GAS DIPARTVENT

Residential 3ill Comparisons

Present ~doptea Tnerenze
Dates Rates Amoun® Percent

Summar (A1l Avens)

S 1.20 § 1.20 5 -
L.22 5.50 0.62
9.57 12.00 2,43

20.12 26.95 6.83
Ly,1s 63.0k 21.9C
84.94 138.24 53.30
150.64 251.04 100.%¢

re . . . 2/
Jinter - L Climatic Band -/

5 1.20 5 1.20 S -
C.57 0.79 1.22
16.22 18.71 2.53
3¢.22 Ls 22 6.5
80.29 201.62 2L.32
145.99 191.62 L5, 62

1/ Lifeline allowance.

2/ Represents majority of customews in the PGLZ service area.
Bills in other climatic dands would vary cdepending on
lifeline allowance.
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we found in our concurrent deecision in Application
No. 55510 that Palo Alto is to be served by PG&E under a2 Schedule
No. G-60 resale rate that will allow Palo Alto a 20 percent differential
between gross revenues and purchased gas expense which is equivalent to
$0.0458/therm of their purchases. Having established this underlying
principle for determining the resale rate to Palo Alto, we believe it
is equitable to apply similar percentage increases for PG&E's other
resale customers also serving primarily high priority customers.

To establish the differential for Palo Alto, sales and
revenues were developed based upon Palo Alto's lifeline proportion
of 33.7 percent and lost and unaccounted for of 3.1l percent, PG&E's
estimated sales volumes, and the adopted PG&E profile of sales to
P-1 and P-2 customers in the manncx shown below.
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. PALO ALTO RATE DERIVATION

Sales Adopted Ecuivalent
Prooortion Volume PCLE Rates Revenue

Mdth $/the M3

I. Sales
Residential
Lifeline 33.7% 1,428 .1652 S 2,359
Octher Than Residential Lifeline :

Tier IT

Tier IIX

Tier 1V
Tier V

Schedule o=1 N

'_J
P'f‘ N}J
~NHw

559 -2500 1,398
97 -2750 267
By - 3000 522
72 3760 27

L7 2750 129
Priority 1 & 2 Nonresicential 1,861 2554 L,753.
Subtotal ~ Other 2,810 7,340

Tosal 4,238 9,699

o

(0 I o
] [
0 ¥

|

o
o~
.

w

Customer Charge 25L.2 ‘ 305
Total Rev. ‘ 10,004

. B0% of Rev.

II. Purchases

L = 1,428 Mdth x 1.031) =
Nl = 2'810 " "

Tosal Purchases
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. The principal portion of the increase was applied to the
ifeline tier in the same proportion as was applied to PG&E, namely
16.6 percent. The small remainder represented an increazse of 1.4
percent to nonlifeline P~1 and ?-2 sales. Tais applicationm of the
increase provides similar treatment to lifeline quantities for
PG&E's customers and lifeline quantities for customers served by
zesale entities, while still answering Palo Alto's concerns about
its lack of industrial customers to absorb differemtial increases.
Similar percentage increases to the lifeline and nonlifeline
components of PG&E's other resale rates provide a reasonable oversll
increase of 6.1 percent to the resale customer class.

The treatment of Palo Alto as the bellwether for the resale
¢lass appears reasonable at this time. To a certain extent, Palo
Alto's justification for a less than average increase alse applies to
Coalinga, C-P? National, and Southwest. Their increases are 8.1 percent,
5.9 percent, and 6.6 percent, respectively, all below the system average

12.1 percent. 1In future proceedings, this relationship may be
continued, Sut only after scrutiny.
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o
Zlectwric Rate Design

Electric Rate Design Provosals

PG&E

PG&E's original electric rate proposal has been affected
by the adoption of the electric rate stabilization plan in
Decision No. 83262 issued December 20, 1977. It may be further
affected by decisions in Application No. 57666, the time~of-use
application for customers between 1,000-4,000 kw of demand, and in
Case No. 10273, dealinz with master-meter rates for mobile home
sarks. In consonance with Decision No. 38262, PG&E's electric rate
proposal is o establish base rates as set forth in Chapter 3 of
Exhibit 2, as amended by Exhibit 9, and to reduce its Energy Cost
Aéjustment (ECA) by an equivalent amount so that there will be mno
net increase in PG&E's gross revenues.

To achieve the offsetting Znergy Cost Adjustment Clause
(ECAC) reduction, PG&E proposes to revise two of the present three

QCAC charges. The present ECA amounts are $0.01003 for lifeline

vsage, $0.02444 for the first rate odlock of nenlifeline residential
usage, and $0.02921 for all other usage subject to the ECA. PG&E
oroposes that the lifeline ECA of $0.01003 remain unchanged. The ZCA
of $0.02921 for nonresidential usage would bve reduced by $0.00219 per
kilowatt-hour to $0.02702. Also, the ECAs of $0.02444 and $0.02921 now
applicable to residential service would be changed to a weighted average
ECA of $0.02651 for all monlifeline residential usage.

PG&E in this proceeding has included proposed Schedule
No. A=13, for time~of-use customers dbetween 1,000-4,000 kw of demand.
This assumes a transfer of customers from existing schedules, primarily
Schedule No. a-13. Schedule No. A-22 i5 the sutject of Applicaction
No. 57666, which is expected to authorize its implementation at current
revenue levels prior to the decision in this application. Should
that occur, the decision in this application should recognize the
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existing Schedule No. A-22 and increase the rates appropriately.

1£ Schedule No. A-22 has not yet been authorized in Application

No. 57666, then customers should continue on existing schedules
(primarily Schedule No. A-13) at the proposed rate levels. The
pattern of offsetting ECAC reductions described above would still
be valid since the same amount of revenues would be generated under
either Schedule No. A-22 or existing schedules.

A revenue reduction may result from Case No. 10273. The
exact amount cannot be established until the decision is issued in
that case. Based on the rate design in the preliminary report of
the ALJ and on the special discounts recommended by the staff in
that case, the electric revenue reduction in base rates would be
$1,882,000 to reflect the cffect of the change in the Public Utilities
Code effected by Section 739.5. PC&E proposes that this reduction in
revenues should be offset by a uniform increase of $0.00004 per
kilowatt-hour in the base rates proposed in Chapter 3 of Exhidit 2.

.This change would not require any further adjustment in the ECAC rate.
PG&E also proposes, to include in LS=1, rates for lamps
installed on company-owned poles {Class D), metal poles (Class E),
and wood poles (Class F) installed solely for the luminaire, open
LS-3 to new service and cancel LE-L. The company also proposes to
charge for temporary discoantinuance of service and to require a Jive-
year contract for initial service.
Commission Staff

The staff witnesses' recommendations are summarized as
follows:

1. The increase in base rates resulting from Decision
No. 88262 should be considered as an interim increase and be replaced
by the rate increase recommendations contained in Exhibit 74 which
reflect changes in monthly charges, demand and commodity rates, and
consolidation and elimination of certain schedules. V/
2. The Commission should consider marginal costs in reaching its

determination of revenue increases by class within the ranges shown
.:i.n Exhibit 74, and further and more directly, consider marginal costs

in the individual rates selected as recommended in Chapterxs 4, 5,

and 6 of Exhibit 74.

-79-
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3. Lifeline rates partake of a reasonable share of revenuce ”//’
increases resulting from this application. V//’

4. The Commission gives recognition to the reduction in
revenuce requirements for this group (which result from a 5 percent
demand reduction) through a reduction in the revenue increase to be
assigned to this group. The reduction in revenue requirements for
a S percent demand reduction is $3,818,000.

5. Domestic Schedules Nos. D~1 through D-5 should be
consolidated into one Schedule No. D-1. Density zones should be
eliminated and the present base rate structure should be inverted.

The present three ECA factors applicable to domestic schedules should

be consolidated into two factors (lifeline and nonlifeline). The

air conditioning allowance and its reduced rates should apply only

to the geographic areas proposed by the staff. The DM or master-

metered schedule should be closed to new applicants and submetering
.fo: existing customers should be encouraged.

6. Eleetric bills should be fully itemized showing the
appropriate kwhr lifeline alloﬁance, lifeline and nonlifeline
consumption, applicable rates, and the total bill. An explanation
of cach item should be added whenever possible.

7. General Service Schedules Nos. A-1 through A-5 should be
consolidated into one Schedule No. A-l. Schedules Nos. A-1l6, H-1,
P-1, P-3, and P-60 should be canceled and these customers should be
transferred to the appropriate Schedule No. A-l or Schedule No. A-12.
The direct current Schedules Nos. A-15 and P-5 should be cbmbined into
one A-15. Schedule No. OL~-1 should be closed to the installation of
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any mercury vapor lamps for new customers. Schedule No. A-12 and
the demand portion of Schedules Nos. A-Ll, P=3, and P-60 zhould be
consolidated into one Schedule No. A-12, with the elimination of the
5,000=kwix block. The agricultural schedule should be revised o
reduce the nuxmber of rates from seven o one.

€. Streets and Eighway Lighting Schedules Nos. LS-60 and
1LS8~61. should be canceled and the customers transferred <o Schedule
No. LS-1A. Schedules Nos. LS~3 and LS-4 should be comdined into one
Schedule No. LS-3. The format of Schedules Nos. LS~1 and LS-2 should
be revised vo include the nominal lamp ratiag in watts, lumens, line
watts, and charges for different kinds of poles.

9. Incandescent lamps ineluding 2,500 lumens and uader should
be allowed while lamps over 2,500 lumens should not te allowed for
new cusvomers under Schedule No. LS-2. PG&E should develop a program
wheredy incandescent lamps under Schedule No. LS-1 are replaced with’

Ll

.o:'e efficient lighting over a five-year pericd.
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The following table shows the staff's range of

increase by class for 1978 test year:

rTevenue

; Class of Sexrvice :

: Starr Range or
:Revenue Inerease=

: Rate ot Return ov (Class = Percent

Lowd/

L/: :Present:wWith Statr Range or lncrease:

Higal/ :Rates3/ ~Lowh/

Residential
Small Light & Pwr.
Medium Light & Pwr.
Large Light & Pwr.
Agricultural
Street Lighting
Subtotal
Public Authority
Railway
Intexdepartmental
QOther Oper. Rev.

Total Oper. Rev. ~L[59,830 ~ 180,40l ~8.4%

% Rates of return not computed.

$ 52,100
13 500
35 SOO
24 459
10 600

1,493

38052 TI7T,902 R.4%

7700
331
418
329

(Collars in Thousands)

$ 60,000 3.67% 4.82%
24 800 14.55 15.85
37 700 13.26 15.57
40 402 13.36 15.75
i1, 1600 10.26 12.61

3.400 8.96 3.945/

IU.JZ—

’918 %

805 *

447 *

329 %

ToT3e/

To maintain a total

algng/

5.01%
16.93
15.70
17.10
12.81
11.035/
T0.33=

rate of return of 10.33 percent total revenue increase
for these four classes must equal total requested by
utility.

Excludes public authority, railway, interdepartmental,
and other class revenue increases.

No attempt is made to make low and high class revenue
add to the amount requested by the utility.

Monthly peak responsiblity method adjusted for ECAC
energy <ost allocation.

Low and high rates of return for each class are

computed assuming all other class revenues adjusted

to yield $158,779.
Utility requested rate of return.

-
.




A.57284, 57285 4=z

California Retailers Association (CRA)

CRA proposes the establishment of a cost standard for
lifeline rates a3, according to CRA, it was obviously the intent
of the legislature that lifeline rates should be lower than the
average kilowatt-hour rate. It believes it is appropriate that
lifeline rates should recover only out-of-pocket costs, but no
profit to the utility. Thus, the revenue requirement standard
for lifeline should be a zero rate of retumrn.

CRA maintains that given that lifeline rates represent
a subsidy even to users of greater quantities of electricity than
the lifeline allowance, there is no longer any justification for
perpetuating the traditiomally lower rate of returm for conventionmal
residential service that is, the nonlifeline blocks of the residential
rate schedules. Thus, it proposes that the rate of return to the
nonlifeline residential service be set equal to the average rate of

.-er:urn for all nonlifeline sexvices. These proposals yield a

revenue increase from residential service which must then be distributed
in the form of offsetting reductions to the nonresidential services.
Although there are a variety of ways of distributing this revenue
reduction, it proposes that it be based on the kwh energy sales o
the respective classes and subeclasses.

CRA does not believe that basic lifeline should be
expanded to include air conditioning usage.

CRA's comments as regards the time-of-use rates which are
now before this Commission are as £follows:

The Commission has designated PG&E's latest time-
of-use wate, Schedule No. A-22, for separate
consideration in Application No. 57666. However,
as CRA's testimony in that proceeding indicates,
the issues spill over into the revenue require=-
ments of other services. Specifically, CRA
believes that gsny revenue loss from the shifsz of
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consumption £rom high-rated peak periods to lower
rated partzal and off-peak periods should be
recovered from the entire spectrmum of ratepayers
rather than from those customers who happen to be
on Schedule No. A-22, TFurthermore, CRA observes
that the energy charge in Schedule "No. A- 22,
applicable to customers between 1,000 and 4, ,000
kw, is unreasonably higher than chat found in
Schedule No. A=17, applicable to Customers over
4,000 kw. Correct.on of this inf x-mxcy would
requxre revision oX both schedules. TFor these
reasons, the Commission may have to consider

PGSE's time-of- -day rates in reaching a decision
in this proceeding.

The following table compares CRA's class revenue requirement
and rate of return with PG&E's proposal:

Class Revenue. Rarte of Returm
(V00 cmitted)

® o7 PGSE
Residential §115,921 §102,124 5.8 %
Agriculture 21,691 29,209 11.75
Street Lighting 8,196 8,398 10.04
Light & Power
Small 73,327 75,182 15.52
Medium 112,510 117,310 14.75
Large 84,941 90,359 15.73

Net for Classes 422,584 422,582

City and County of San Francisco (citv)

According to city, because of rate stabilization there
should be no increase to any customer. In addition, city believes
no party has justified, on a ratemaxing cost-of-service basis, the
elimination of zones.

-84-
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California Mazufacsturers Associazion (CMA)

CMA contends %hat domestic service under LLO xilowatt-hours
or month iz rendered at a loss of S31 million to PG&E with a negative
ate of retur.

Murther, CMA contends that residexntial customers are not
being ziven the proper incentives TO conserve Oy the existing rates
or those proposed by PGEZ or the Commission staffl in their proposed
electric rate designs; and while some lifeline "subsidy" may de
appropriate, an appropriate lifeline rate chould provide at least a
zere rave of return rather than a negative rate of return Ior cthe
lifeline c¢lass.

CMA believes that authorized rate increases ©o industrial
ustomers are actually higher in relation T0 the average increase
in elecstric costs in California than has deen the case in the nation
as a wnole, thus causing a deterioration in the competitive position

£ Califormia industry with respect to compelition from ouv of
Califormia. £lso, CMA asserts that the higher marginal costs being
considered as alternative rates for industrial schedules may actually
izpede energy conservation by indusiry.

CMA's rate design proposal — simply stated - is: Do not
raise any industrial rate ovut place all of the increase on the resi-
cdential class. |
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City of Qakland (0akland)

According to Oakland, the Commission should adopt its street
lighting recommendations as folilows:

First, the proposed rates would bring some order

to rate schedules whiceh have grown incoherent. Thae
present street lighting rate structure 1is the result
of many years of PG&E advice letter £ilings. To my
knowledge, the structure has never been examined
overall for consistency and £airmess., The present
schedules allow PG&E to overcharge street lighting
energy sales and use the revenue to subsidize
company maintenance and ewning operations. The
result has been the vast enlargement of company=-
owvned street lighting plant. <Cities and other
agencies which use street lighting have been led to
depend uvon PG&E for street lighting facilities
rather than consider contractor service or agency
ownership and maintenance. Competition has been
controlled to the company's benefit and to the users'
detriment. The Oakland oroposed rates would charge
all street lighting customers properly aand fairly for
energy use. In addition, ownership and maintenance
costs would ve charged only to customers using the
service.

Second, the proposed rates would encourage the use of
energy efficient lighting. The energy used for street
lightin% in the PG&E system is 493 million kwh per year.
(PGE&E 1978 test year estimate.) The same amount of
light could be provided with energy efficient lights

which would consume only 222 million kwh per year (55
percent reduction).

Oakland further maintains that energy rates for traffic
signals have been unusually high compared to rates for other users.
In the PGS&E rate proposal, the base energy rate for traffic sigmals
is 3.19¢/kwh. With 1978 test year ECAC added, the rate would be
5.63¢/iwh. Qakland contends that the load characterisstic for traffic
signal service is zuch bevver than that for most other service classes.
ané that PG&E's proposed rate is not supported.

.‘
A
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The Oakland proposed base rate is 1.966¢/kxwh. With 1978
test year ECAC added, the traffic signal energzy rate will be 4.41¢/kwh.
Traffic signal energy is metered; therefore, a $1.50/mo. service charge
is wequired. The Oakland proposed allocationm of cost totraffic signal
service provides revenue amounting to 4.59¢/kwh which is sufficient to
recover all fuel, operation, and maintenance expenses for the service,
and also allews the return on investment asked by PG&E.

If the OQakland proposed rate is accepted, traffic signal
customers will £ind a2 reduction in their energy bills.

Airco, Inc. (Airco) and General Motors Corvoration (GM)

The position of OM and Airco is that if the Commission grants
PG&E the full amount of the increase requested, it would recommend that
$115 =illion of that increase be assizned to the residential class:

$11 million to the small light and power class;
$16 million to the medium light and power c¢lass;
$11 aillion to large light and power;

. $4 million to the agricultural class; and
$3 million to the street lighting class.

The balance should be spread among public authority, railway,
interdepartmental, and other revenue categories.

I£ the Commission f£inds a smaller increase than the amount
requested, then they recomzend all of those increases should be scaled
downward proporctionately.
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Adopted Electric Rates

In an effort to normalize the electric rate aftermath of the
recent two-year drought (causing wide fluctuations in energy costs of
PG&E and the ECAC balancing account), we have been attempting to
stabilize revenues and rates. We synchronized base rate increases }//’
with ECAC rate reductions in Decision No. 88262. And we conclude
that it is reasonable to continue our policy of rate stabilization
in this proceeding. By Decision No. 89318 in Application
No. 58033 (PG&E ECAC) we are reducing ECAC rates by $200 million
(0.446 ¢/kwh). In reflecting that reduction along with the base
rates increased by this order, it is our general goal that no
overall rate increase (combined base rates and ECAC rates) will
result for the various customer c¢lasses.

Another objective, as we authorize rates for PG&E, is to
eliminate declining block rates. Declining block rates are inconsistent

‘lrith the zoal of encouraging conservation and slowing the need for
costly (finanecially and envirommentally) new generating units. The
problem with declining block rates is that the last energy units used
(and which could possibly be saved) are less expensive, and the

customer does not receive as meaningful an economic signal when he
does conserve.

A third objective is to more fully utilize than has been
done in previous decisions the concept of marginal cost, and the
marginal costs developed in this proceeding. Marginal costs are
the one set of costs which, when translated into prices, serve to
promote the most efficient use of scarce resources and most usefully
indicate to consumers the costs they are imposing on the system, Our
movement in the direction of marginal cost pricing represents a major
effort in pursuit of the goal of conservation, and in promoting the most
efficient use and allocation of resources. The utility and the staff
should increase their effortcs in developing marginal costs and rates
based on marginal costs for future proceedings. '
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. After a careful review of the evidentiary record, Residential
Ra

tes, we will adopt the staff's recommendation to eliminate various
density zone rates and consolidate domestic Schedules Nos. D-1 through
D-5 into one Schedule No. D-1. This is done to simplify PG&E's rate
structure and enable the public to understand information disseminated
about electric rate design and how conservation will affect their
electric bills. Furcther, by establishing a uniform $1.75 per month
£ixed domestic customer charge, we can price units of energy use $0
that utility bills are usage sensitive. These objectives are very
much in the public interest as California and the nation move toward
a conservation oriented cnergy eth:.c.9

We agree with staff testimouy that the bill formats for PCGLE

should be revised to provide sufficient information to enable customexs to
readily follow the caleculation of their bills. The bill should, at a mini-
mum, Separate the customer's monthly charge from the commodity charge so that
the customer is aware of the price being paid for increased usage. This Iis
especially pertinent for residential customers although the concept of

.provz.dmg sufficient information is applicable to all customer classes.

Lifeline Rates

Consistent with the policy discussed above, we will eliminate
residential nonlifeline declining block rates and establish one uniform
£lac rate above the lifeline quantity which is higher than the lifeline
rate to encourage conservation. Also, we find it is reasonable o
simplify lifeline commodity rates which now vary with exiéting zones
and establish one uniform lifeline rate. We also will eliminate existing
declining block lifeline quantity rates.

The scaff’'s proposed zair conditioning allowance for two ¢limate
areas is reasconable and will be adopted. However, the months for which
the rate will apply will be extended from the staff's recommended period
0of June through September to May through October to be consistent with our
recent Decision No. 88651 (Lifeline Investigation, Phase IXL).

9/ We note that density zone rates were historically supposed to be cost of
sexrvice related. However, the record reflects that it tends to cost
PGE&E more to serve Zome Dal (with the highest density) and Zone D-5 than
it does Zomes 2, 3, and & (Exhxbxt 74, p.4-2 and related testimony).
Thus, San Francxsco $ contention that exzsc*ng density zonme rates should.
be retained because they are cost of service related does not have merit.

-89-
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The rate effect of consolidating lifeline rates will result
in basc rate increases to some lifcline customers. These particular
inereases cannot be offset by ECAC reductions because ECAC reductions
are being applicd only to nonlifeline usage.
The following tabulation compares our adopted domestic base
and ECAC rates with the rates in cffect at the date of this decision.
The following Table E-1 shows how the increases compare to the presently
effoctive rates authorized for cleetric department jurisdiction operations:
TABLE E~1
: Preseat: : Monthly @ $ AT @ ¥ AT

:Schedule: Lifeline:  XWh
: Yo. tAllowance: Usage

D-1 240 240 7.62 7.89 . 0.27
300. 20.16 10.50 L3l
500 19.32 29.18 %
1,000 42.21 40.8 ol
1,290 55 .49 53.4
1,500 65.11 62.60
2,000 88.00 8L.31

" Present @ Adopted Increase
Rates @ Rates 1 :

¥

(UL I 22
G

w
.
L)

TR

N~ N
&
1%

240 7.62 7.89
300 9.4 $.43
500 13.92 14.55
1,000 25.86 27.35
1,250 38.26 39.23
1,500 57.88 45.35
2,000 70.77 70.06

I; B IO\ (0w
. . L]
clovayu o

~~

240 9.08 7.89

300 11.86 10.50

500 21.13 15.18
1,goo L4, 03 ao.ﬁ
1,290 57.3. 53.
1,500 66.22 62.60
2,000 89.82 8.3

2Lo 9.08 7.89
300 10.84 2.&3
500 16.74 14.55
1,000  28.68 27.35
1,290 1.08 33.23
1,500 50.70 L3.35
2,000 73.59 70.06

8]
-2

LR B

O
t

AT
*
}

NN
AR
.

(NegatIive Amount)
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L

Med{um and Large Light and Power Demand Charges

Presently under Schedules Nos. A-12 and A-13 of the medium

and large light and power categories, respectively, the customer's bill

is a function of his energy demand and commodity use. The billing demand

charge depends on the customer's usage pattern. 1f use is concentrated

(and the customer puts maximum demand on the utility's system capacicy),

the billing for demand increases. Those customers who have relatively

low billing demand charges, but who may consume a relatively large

quantity of energy, contribute toward 2 higher utility load factor. V/

As a customer's load factor increases, a larger portion of his

usc is spread over semi-peak and off-peak periods (thereby decreasing peak

load and the utility's need for additional generating capacity). We believe

che steff's proposed h-12 and A-13 rate schedules will encourage these

cuscomers to achieve a higher load factor. For example, Schedule

No. A-13 customers who have a load factor of 14 percent or below will
.pay the highest rate, those with a load factor between 14 percent and

41 percent will pay a lower commodicy rate, and those with a 41 percent

plus load factor will pay the lowest commodity rate. We are of the

opinion that it is reasonable to assume that the customer with a load

factor of 14 percent or less is consuming almost all of the energy

during peak periods. Also, we believe the charges in Schedules

Nos. A-12 and A-13 ordered herein are consistent with our poliey

announced in Decision No. 85559, Case No. 9804,which is to eliminate

declining block rates and encourage time-of-use pricing. In the meanwhile,

these rates will be replaced over time by time-of-use rates as time-of-use

metering is implemented for more and more customers. The rate structure

we have adopted is in the time-of-use direction (as a load management
measure) and will encourage non-peak use.
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Small Light and Power

Neither PGL&E nor the staff proposed simplification of the
blocking or rate structure for small light and power customers served
under Schedule No. A-l.

However, we believe we should make changes to Schedule No. A-l
similar to those adopted for domestic customers, and for substantially
the same reasons. The existing mulctiple rate zones are eliminated, as
are the present three declining blocks. The customer charge will be a
uniform $1.75 per month and a uniform commodity rate of .03¢/kwh will
be applied under the new consolidated Schedule No. A-l. These charges
will result in an estimated test year base rate revenue reduction of
$21.6 million. However, this reduction is reasonable to bring rates
for these customers in line with those of other customers; craditionally,w//
their rates have exceeded the unit rates of other classes of service.
The following Table E-2 illustrates the change in typical customer bills
resulting from our rate restructuring and ECAC reductions:
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TABLE E-2

Pacific Gas and Electric Company
BILL COMPARISON

: Montnly : $ AT : :
: Usage : L/1/78  : $ Adopted Increase
: KWn : Rates : A-1 : S 3B

Present Schedule A-5 vs Adopted A-l

10.2 6.95
26.8 17.36
43,47 27.77
68.3 43,37
82.34 53.78
117.31 79.80
207.22 157.84
372.04 313.93

Present Schedule A-1 vs Adopted A-

7.7¢ 6.95
20.38 17.36
1 A
63.82 53.78
93.81 79.80

178.72 157.84
343.54 313.93

(Negative Amount)
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Agricultural and Medium and Large Light and Power Rates

We will continue the multiple block rate structure to encourage
higher load factors for these customers (pending implementation of time-
of-use rates), while adjusting tail block rates so they will be at a more
reasonable level for the customer who attains a high load factor.

For agricultural users we will adopt PG&E's proposal, which
was supported by the staff, that consolidates seven existing demand
charge blocks into one and which consolidates twenty-one energy rate
blocks into three. The lower service and monthly horsepowex change
proposed by the staff is reasonadle and will be adopted. ﬁ

We continue to pursue rate incentives that are designed to
ceduce or shift PCSE's summer agricultural demand. Electricity for
agricultural pumping places considerable demand on PC&E'Ss summer
generating capacity. Combined with air conditioner use during the
warmest periods of the day, agricultural pumping significantly

.:on:ributes to the highest peak demand days. Experimental time-of-use
rates are now in effect and available to encourage off-peak agricultural
pumping. We believe PGSE should be directed to advise all agricultural
customers of the time-of-use rate availabilicy. If demand for time-of-uce
metering exceeds immediate capacity, PG&E should give high prioxicy to
expanding the availabilicy of agricultural time-of-use metering. In
future proceedings we will consider the need for mandatory time-of-use
rates for agricultural pumping.

The staff's recommendation for consolidating medium light
and power schedules as described herein are adopted. Schedule No. A-1l7
will be retitled Schedule No. A-23.
Street Lighting Rates

PG&E proposed a painting charge for screet lighting poles.
Presently under Schedule No. LS-1 normal maintenance is performed by
the utility. We conclude that street lighting rates adequately cover
utility costs for normal maintenance, and we will not adopt PG&E's
proposal.
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We will adopt some of PG&E's proposed changes to the
special conditioms of Schedule No. LS-L1. It is reasonable to adopt
a specizal charge when a customer orders service to be discontinued.
Sueh a charge makes PGAE whole for sexvice discontinuance expense.
and, to a small extent, contributes some return for its investment
in the facilities, which during disconnection will produce no
revenue.

We approved lower rates when cempany-owned incandescent
and mercury vapor lamps are converted to hizgh pressure sodium vapor
(¥PSV) lamps, PG&E Advice Letter No. 669-E, £filed May 5, 1978. Those
rates will reduce the bills of customers sexrved under Schedules
Nos. LS-1 and QL~l, and it is reasonable to adopt that rate as the
base rate for HPSV lamps. The staff recommends higher rates for
incandescent and mercury vapor lamps, and we believe the rates for
those lamps should be higher to encourage conversion to more efficient

.PSV in the interest of promoting energy conservatiom.

PGSE's recommendation, which the staff supported, to modify
traffic control Schedule No. TC-l is reasonable and will be adopted.
However, the commodity rate will be lowered to the level adopted fox
the new consolidated Schedule No. A-1 (see preceding discussion on
small light and powexr rates). That reduction brings these rates into
line with other rates, as recommended by the city of Oakland.

The following Table =-3 illustrates how the adopted rate
design will gemerate the electric department's revenue requirement.
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Tincings ;
1. A reasonable return on PG&E's estimated 1978 total common
equity is 12.83 percent. '

2. A 12.83 percent retura on total common eguity resulis in
a 9.50 perceat rate of revurn to be applied to the rate vases of
PC&E's electric department (California jurisdictional) and gas
department.

3., In Decision No. 86281 we proposed that all expenses of the
applicant’s Diablo Canyon nuclear projects be excluded in the adopted
test year and be considered in a separate Diablo rate base offset
proceeding. The Operations Division's staff results of operation
in this proceeding excluding all costs related 1o Diable Canyon

- including interest deductions and ad valorem taxes (both for book

and as income tax deductions), and investment tax credit progress
payments is reasonable and consistent with our prior Decision No. g628l.
Surther, it is reasonable that at the time of inclusion of Diablo
Canyon in rate base the proper treatment of all invesiment tax ¢redits,
including progress payments, will be considered (and the recorded book
value of the facility will be appropriately adjusted). '
L. The estimated adopted test year results of operations for
PG&E's gas and electric departments, as set forth in Tables I, II-A,
and II~E in the body of this opinion, are reasonable.
5. To have an opportunity to earn its authorized rate of
return for the eleciric department, PG&Z needs an annual income in
»0Ss revenue reguirement in the amount of 339,188,000, excluding
ZCAC revenues.
6. To have an opportunity to earn its authorized rate of
return for the gas department, PG&E needs an annval increase in
gross revenue requirement in the amount of $99,329,000.
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7. PG&E has included, and the Commission has adopted, §4.7
million test vear comservation expense for customeyr incentives (water
heater blankets and shower heads). Those incentive programs should be
implemented now, subject to modification or termination after the
rehearing of Decision No. 88551, Case No. 10032,

8. PG&E's conservation efforts, while not as vigorous and
imaginative as they could be, arce adequate and a rate of return
reduction is not warranted,

9. In Decision No. 84902 we said: '"We expect utilities to
explore all fcasible cost-effective means of conservation, including...
providing customers with detailed, intelligible information on appliance
energy use by brand name ('Shoppers Guide')..." PGS&E has distributed
this information only to appliance dealers and customers specifically
requesting it. '

10. PG&E needs to review all its options for repowering existing
generating facilities (ineluding hydroelectric plants), expanding
facility modification and maintenance efforts that can improve zenmerating
efficiency and reliability.

11. PGS&E nceds to reveiw and catalos all auxiliary power and
cogencration sources in its sexvice area and determine their availabilicy
and potential to contribute power during PG&E's highest demand periods.

12. PG&E needs to prepare future electricity supply and investment
plans for a period of a minimum of 20 years.

13. It is reasonable and in the public interest to direct PGAE
to undertake a management audit. The Commission should approve the
scope 0f the management audit.

14, The proposal of Southwest and Palo Alto (resale customers
of PG&E) that their respective resale rates be adjusted to exclude
PG&E's conservation expense is not in the public interest. PGEE's
consexrvation efforts benefitr these resale customers (and_ultimately
their customers) as well as all Califormia energy utility customers.
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y/,
._ 15. Gas rate design proposals submitted by Kerr-McGee and CMA,
émphasizing high £ixed monthly customer charges, are incomsistent with
a conservation oriented rate design, which places emphasis on pricing
units of energy use to give customers a clear cconomic message that
conservation equates to significant utility bill savings.
16. It is rcasonable to cstablish Palo Alto's rate (Schedule v//
No. G=60), so that Palo Alto has a $0.0458/cherm differential above
the cost of purchased gas on every dollar of sales, using PC&E's general
service rates as a basis for determining Palo Alto's revenue.
17. The gas rates authorized in Appendix B hereto are reasonable.
18. The electric rates authorized in Appendix C hereto are reasonable.
19, Marginal cost based rates promote the moxe efficient use of [
resources and provide more accurate price signals te consumers. The
utility and the staff should increase their efforcs in developing
marginal costs and rates based on marginal costs.

20. There is a need for PG&E to pursue rate incentives that are
designed to reduce or shift PGA&E's summer agricultural customer clectricity

demand.
“' 21

. PG&E should undertake a revision of its current billing formats
in order to ensurc that customers are provided with all of the information
necessary to allow them to understand the calculation of their bills.

22. 1t is reasonable to make the base rate increases authorized
herein conditional on PG&E's concurrently making effective rate
reductions resulting from recently adopted Article XIII-A of the
California Constitution (Proposition 13). PG&E has filed Advice Letters
Nos. 106-G and 687-E estimating reduced cost of service in the amount of
$17,740,000 for its gas department and $43,876,000 for its electric
department, PG&E has established a tax initiative balancing account
pursuant to our OII No. 19.

232. All pending motions taken under submission and not ruled
on should be denied.

24. The following order should be effective the date of
signature because there 1s an immediate need for rate relief.

® |

-
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Conclusions
1. PGC&S should be authorized to file revised gas rates
set forth in Appeadix B, which are designed vo:

a. Produce $99,329,000 in additional
revenues based on 1978 test year
adoprted results of operation.

Produce 390,200,000 in additional
revenues 1o compensate for increcased
purchased gas expense, pursuant i
Decision No. f%SkxlS? in Application
No. 57978.

PC&S should, concurrently effective with the above increases,
reduce gas rates by 517,740,000 annually (pursuant to PG&Z's Advice
Letter No. 106=G) to pass on the estimated benefits of Article XIII-A

£ the California Constitution %to consumers.

PG&E should file within 60 days in Case No. 10032 contingency
plans for altermate conservation activities in the event customer
incentive conservation programs are not approved after rehearing
of Decision No. 88551.

2. PGC&E should be authorized to adjust eleciric rates as set
forth in Appendix C, which are cesigned to do the following:

a. Increase base raves by 339,185,000 based
on test year 1972 adopted results of
operation.

Rteeenste Dacieish oo '8O3ER in
Application No. 58033.
PG&E should, concurrently effective with the above increases,
reduce electric rates by $4L3,876,000, pursuant to its Advice Letter
No. 687~E, t0 pass on the estimated benefits of Article XIXII-A of v/,
the California Constitution (Proposition 13).
3. PG&E should be directed to review aad study options for
resource planning.
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L. PG&E should be dirceted to undertake a management audit
under the supervision of the Commission staff,

5. PG&E should be directed to distribute a "Shopper's Guide'
comparing the efficiency of domestic electric refrigerator units.

6. Electric rates authorized to he collected subject to refund
in Decision No. 88262, Application No. 57289, should no longer be
collected subject to refund.

CRDER
IT IS ORDERED that:

1. Pacific Gas and Electric Company (PG&E) shall review all
its options for repowering existing gemerating facilities (including
hydroelcetric plants) and for expanded facility modification and
maintenance efforts that can improve efficiency and reliability. PGE&E
shall also assess the costc-effectiveness of these options. PGS&E shall
report to the Commission on its findings within one hundred eighty days
from the date of this order with a progress report after ninety days.
PG&E's cfforts along these linmes will be reviewed in an investigation
being instituted concurrently with this decision. PG&E shall further
proceed £o implement all cost-cffective maintenance programs as soon
as possible after completing this review and shall incorporate all
cost-cffective repowering options into its resource plan or justify
to this Commission its decision for not doing so.

2. PG&E shall review and catalog 2ll existing auxiliary power
sources in its service area and all potential future auxiliary power
and cogencration projects and their availability to contribute power
during its high demand periods. This review shall inc¢lude an assessment
of the cconomics, institutional arrangements, maintenance and fuel
requirements, and possible cost-cffective incentives necessaryvto
enable it to call upon such auxiliary facilities as peaking capacity
for its system. PG&E shall report to the Commission on its £indings
within one hundred cighty days £rom the date of this order with a
progress report after ninety days.
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3. PGSE shall, by April 15, 1979, prepare and submit a twenty-
year electric supply plan reflecting energy consexrvation and all cost-
effective alternate sources of encrgy. Complete information should be
provided on loads and resources, estimated capital and operating costs,
and financial and rate impacts for each year of the twenty-year period.

4., PG&Z shall undertake a management audit, conducted by
independent consultants. Before consulting contracts are awarded and
the audit is begun, the Executive Director shall submit to the Commission,
for its approval, the specific areas of inquiry the management audit will
cover.

5. PGC&Z shall acdvise, within sixty days from the date of this

orcer, all customers who are eligible for exmerimental time-of-use
b ricultural pumping of the availability of such time-of-use
- I PGEZZ cannot provide time-of-use metering facilities vo.

all eligidble agricultural customers requesting such facilities by

.February %, 1979, it shall advise the Commission the reasons why iz
cannot. PG&E is directed to give high priority tO'implementing
time-ol-use rates for agricultural customers. And if PG&E cannot
provice such facilities %0 all agricultural customers requiring it by
February 1, 1979, it shall explain the measures it is taking to give
this undertaking high priority.

6. PG&E shall distribute, at least once every 18 moaths, to
each of its recidential customers a brochure listing energy efficient
refrigerators, f{reezers, and refrigerator-freezer combinations; The
brochure shall compare appliances with similar features, listing
specific information by brand name, model, size in cubic feet, kilowatt-
hour usage per month, and average estimated annual opérating cost.
The first distribution of this brochure shall be made within ninety
days from the effec¢tive date of thic order.
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7. PGS&E shall, in consultation with the stéff, undertake to
revise its bill formats in such manner as is directed by the staff.
The revised formats shall provide customers with the information
necessary for an understanding of the bill calculation.

8. PGSE shall advise all agricultural electric customers of
the availability of time-of-use rates. PG&E shall furthermore give
high prioricy to expansion of time-of-use rates and metering for
agricultural clectric customers.

9. PG&E is authorized to immediately implement its insulation
incentive programs as planned.

10. PG&E is hereby directed to £ile within sixcy days, in Case
No. 10032, contingency plans for alternate conservation activities,
with expenses budgeted at an annual rate of $4.7 million in the event
that incentive programs are terminated upon rehearing of Decision
No. 88551. '

11. PG&E is authorized to file with this Commission revised
schedules for gas and electric rates as set forth in Appendices B
and C hereto on or after the c¢ffective date of this order. The
revised tariff schedules shall become effective five days after
£iling. The increase in hase rates authorized herein is conditioned
on PG&E's concurrently filing tariff schedules making the reductions
it proposed inm its Advige Letters Nos. 106-C and 687-E, reducing
nonlifeline gas rates on an equal cents-per-therm basis by $17,740,000
annually 2nd nonlifeline electric rates on an equal cents~-per-
kilowatt-hour basis by $43,876,000.
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12, All motions in these proceedings not heretofore ruled on V/
are denilec. '
13, Electric rates collected subject to refund pursuant to y/

Decision No. 88262, Application No. 57289, shall no longer be
collected subjeet to refund.

The effective date of this order is the date hereof.

Dated at San Francisoo y» California, <this éﬁ,
SEPTENMBER y 1978.

@MWA—M‘Q@%’/
Vorr £ A7
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. " APPENDIX A

Ry

LIST OF APPEARANCES

applicant: Malcolm #. Furbush, Robexrt Ohlbach, and William H.
Zdwards, Attorneys at Law, for Pacific Gas and Electric Company.

Protestants: Mike Franey, for Concerned Consumer Committee;
Rev. Fred Wilken, for Consumers Protective Sexvice; Chervl
Smitn, zor rfeopie for Safe Znergy; and Shendl Tuchmen, Zor
People Against Nuclear Powexr.

Interested Parties: Thomas M. O'Comnor, City Attorney, by
Leonard L. Snaidexr, Deputy City Attorney, and Robert R.
raugneac, r.c., =or City and County of San Francisco; Glen J.
Sullivan, Attorney at Law, for the Califoxaia Farm Bureau
rederacion; Gordon E. Davis and William H. Booth, Attorneys at
Law, for Calirornmia Manutacturers Association; Susan L. Paulus,
Attorney a2t Law, for Owens-Coraning riberglas Corporation; Jonn G.
Lvons, Attormey at law, for Stuart Morshead; David B. Roe, inozas

. Graff, and Christopaer H. Schroeder, Attorneys at Law, for the
Environzental Defense Fund; Robert Svertus and lavid Tishman,
Attorneys at Law, and Sylvia Siegel, ror TURN; Henrv R. MaeNicholas,
Attorney at Law, for Airco, Inc.; Zarl R. Samplé, zof soutnern
Califoraia Zdison Company; William L. Xnecht, Attormey at Law, for
California Association of UtiLiity Snarenoicers; Georges H. Sners,
H. W. Carmack, and Dick Urbanick, for City of Qakiand; John L.
Mathews, Attorney at Law, for the Executive Agencies of the
Unitec States; Anne Mester and Jonmathan Blees, Attoraneys 2t Law,
for California State Energy Resources Conservation and Developzment
Commission; Scott A. Stevinens, for Building Owners & Managers
Asscociation; xancy Baldscaun and Marilyn Norek Taketa, Attorney at
Law, for City or Palo Alto; Boris H. Lakusta, David J. Maxchant,
and Jerry J. Suich, Attormeys at Law, ror California Hotel & Motel
Association, Western Mobilenome Associztion, and Collier Carbon &
Chemical Corporation; Allen 3. Wagner, Attorney at Law, and Harry
Winters, for The Regents or cthe university of California; James P.

< Bennett, Attorney at Law, for Xerr-McGee Chenmical Corporation;
Tacmas S. Xaox and William Bogezaxd, Attormeys at Law, for California
Retallers Association; Philio A, Stohr and Richaxd R. Gray,
Attorneys at Law, for General Motors (orporation; Petexr Xubn, for
aimself; znd Richard D. Deluce, Attorney at Law, £or ~ir Pxoducts
Coemicals, Inec. '

Commission Staff: James S. Rood, Mary Carles, and Jasver Williz
Atcorneys &t Law, xa¥Tin Aoramson, ~S.L., Jobn D. Oulniev, L.z
Lenaeti Chew, C.P7.A.

o35,
D

and

Q
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Gaz and Zlectric Company
CAZ RATZS

apzlica rates ancd charges < at the level set fo-th iz this appendix.

Schedules G- -/GS Per Meter Per NMonth

Customer Charge - - . . . %1.20

ommodity LCharce

G-13. G5-2

Tirst 2€ therms, per thern 30.2652
Next 25 therms, ver m 0.2500
Jext 25 therms, per " 0.2750
Next 26 therms, per ther ” 0.3000
Cver 10L therms, ner thernm 0.3760

G-1%. G5-3

therms, per thernm . £0.1652
therzs, therm 0.2500

cht therms, nern 0.2750
Next therms, thers 0.7C00 "
Cver thermz, “hern 0.3760

G-1X

ALl deliveries, per thern $0.2750

Schedule G=M

fates and winter =iers 23
- 1
caadule G—E-/g/

ALl deliveries, »er

Scredule G-%O

ALL deliveries, per therm . . $0.2520

uc .edu..e's \-’-‘:-::I G-550 G"'r)7

.- d
i
0‘._
-
s

Veries, DN TRENN . 4 e e e o e s e .. s 50.22¢0

-3
. )

'z

{2 ")
o]

% 'q

Jo G=2. ~;t;
fom nozeres -dent: 1 Pr; service proviouss
L undes 3ch cd‘-. No. G--.
es Ge2 and G.%0 snhall reased coms

1
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Rezale Schedulas

(Lifeline Volume),

ver therm

Zncess, ver thernm
(Demand charge eliminated)
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Pacific Cas and Zlectric Company
RATES - ZIECTRIC DEPARIMENT

Applicant's electric rates, charges, and conditions sre chazged %o the
level or extent set forth in this appeadix.

Seredule D=1

Per Meter
ates: : Per Month

Custozer Charge $1.75
Enefsz gharse 1/ ‘
Lifeline Usege= .Q160L per KWh .
Non=Lifeline Usage 02135 per kWh

1/ The following quantities of elestricity are to be billed at the rates for
lifeline usage:

Monthly kWh‘Allowdnce
End Use for Climmtic Bands*

Code v X Y Z

Zasie ALlOWanee™* L eiesrrsessssassesannrennsrenn 240 20 240 2O
Basic plus wWater Heating . cevecncses Lo 480 L0 Lgo
Basic plus Space Heating
Suzmer (Moy 1 %0 0t. 31) cuvcrrecssscscannsones 240 240 2Lo 2o
winter (Nev. 1 20 April 30) sevevrenvccnnnnccaes 750 10k0 1360 1660
Basic plus Space and Water Heating .
Swummer (May L 10 0%, 3L) ceserevvnrrcoccrccncnn L0 LSO  USO LSO

Winter (Nov. L1 t0 April 30) cevrevvreceveransnns 1040 1290 1610 1910
Ol elime resvennccroncssrssassansracansannses 0 0 o} 0

Energy used iz excess of ke lifeline allowances will be Billed at the
zon-lifelirne rates, continuing from the quantity reacked by the lifeline allowasce.

* Climate Bands are descrined iz the preserntly effective
Prelininary Statexdent.

Includes lighting, cooking and relfrigeration.
’»




A. 57284, 57285 FC/fc *

APPENDIX C
Page 2 of 17

Pacific Cac and Electric Company
RATES = ELECTRIC DEPARTIMENT

Lifeline Electrical Af{r Conditioning Allowance

|
The allowance for Areas 1 and 2 for single-family dwelling are 280 kWh
and 230 kWh, respectively, and for multi-family dwelling 170 kWh and 140 kWh,
respectively. These allowances apply to central or window electric air conditioners
or evaporative coolers for qualified customers in the months of May through
Dotober,
Arec 1 shall consist of the following territory:

County Elevation Range

Fresno Under 3,500'
Kern AlL
Kings ALL
Madere Under 4,000
¥ariposa Under 3,500
Merced ALY
Tulare Under 3,500

Ares 2 shall copsist of the following territory:

County Elevation Ranze

Amedor Under 3,000
Butte Under 3,000
Celaveras Under 3,000
Colusa All

EY Dorade Under 3,000
Clean Under 3,000°
Nevade Under 3,000"
Placer Under 3,000’
Sacramento ALL

San Joaquin ALl
Shaste Under 2,000°
Solano All*
Stenislaus Al
Sutter All
Tebama Under 2,500
Tuolumne Usder 3,500'
Yolo ALl
Yura ‘ All

* Sacramento Division territory only.
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Pacific Gas and Electric Company
RATES - ELECTRIC DEPARIMENT

Per Meter
Schedule No. A~1 ' Per Month

Customer Charge: $1.75
Dergy Charge (in adéistion to the Customer Charge):

ALL Xk, per KWh | $0.03 per XWh
Polyphase Service: The single phace rate plus $1.25 per meter per zoRth.
Revise minimum charge of the rate t0 include the customer charge and $1.50

per month Per KW of connected welder load and/or per horsepower of polyphase
connected lond.

Per Meter
Schedule No. A=12 Per Momth

Demand Charge:
First 50 kW of billing demand or less $120.00
Qver 50 xW 02 billing demand, per W 2.05

nergy Chorge (in addition to the Demand Charge): . ‘
First 150 Kwh per XW of billing demend, per xwh 01609
Next 150 xWh per kW of billing demand, per XKWk .01L00
All excess, per Kwh .01288

Per 'Me‘.‘.e:"
Sehedule No. A-1l3 ' Per Month

Demand Charge:
Tirst 1,000 XKW of billing demand
Over 1,000 XW of billing demand

Enexgy Charge (in adaiticn to the Demanéd Charge):
Trst 100 XKWk per XW of billing demand, per kWk
Next 200 kWh per XW of billing demand, per kKwWh
All excecs, per KWwh
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Pacific Gas and Electric Company

RATES. = ELECTRIC DEPARTMENT

. Per Meter
Schedule No. A~15 Per Month

tomer Charge: ' &L.75

Energy Charge (in addition to the Customer Charge):
Al)l kwh, per kwh $0.06

Minimus Charge: The Customer Charge, except where motors aggregating more than
5 bp are comnected, in which case the total minimum charge will be $1.60 per month
per hp.

Per Meter -
Sehedule No. A-18 Per Month

Demand Charge:
On-Peak, per kW of meximum demand, but not less than
$7,000 per month $1.40
Off=Pealk, per kW of maximum demand in excess of the
On-Peak demand 0.35

Pnergy Charge:
ALl ¥wa, per kwh 0.00829 -

Schedule No. A-23 (Formerly A-17) Per Meter Per Month 7
Period A Period B

Customer Charge: $715.00 $715.00

Demand Choerge: ;
On-Peck, per ¥w of maximuz demand - 4.20 2.80
Plus Partial Peak, per kW of moxinum demand 0.35 0.35
Plus Off~Peak, per kw of maximum demand No Charge No Charge

Inergy Charge: ¥
On-Peak, per kWh 0.01045 0.0104
Plus Partial Peak, per kwh 0.00845 0.00845
Plus 0ff-Peak, per kwh 0.00645 0.00645

Per Laxp |
Schedule No. OL-l Per Menth| -

175 watts
LOO watts

High Pressure Sodium Vapor
70 watts
100 watts
150 wattez
200 watts

|
|

Mercury Vapor | ]
|
|
|
|
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Pacific Gas and Electric Company

RATES - ELECTRIC DEPARTVENT

Special Comtracts - SLAC and Ames

(2) Uzited states Atomic Energy Commission, Stanford Linear
Accelerator Center (SLAC), wnder contract dated Janwary 10, 1563.

(o) Natiomal Aeromeutics & Space Agency, Azes Laboratory, Moffett
Field (Ames umder conmtract dated Fabruery 12, 1975).

The speciel contract rates for inmterruptible service to USAEC, Stanford
Linear Accelerator Center and NASA, Ames laboratory, Moffest Field are as follows:
Rate
Depand Charge:

Qn-Peak Demand, per kW per month $1.10
T2=Peak Dexand, per kW per morth .36

Exergy Charge (%o be added to the
Denand Charge):

et 300 ¥Wh per XYW of Demaxd,
per kwh

All over 300 kWh per kW of Demaxnd,
per kKWh

Zuergy cozponent of minimuy charge,
per KWk

Suecinl Contract - U.C. Berkelqy

Pirs axd curtailable service is provided to Regents of the University of
Celifornia 2erkeley Campus, and Radlation Ladboratory, under contract dated
October T, 1965. The contract provides in Paragraph 3 that the contract rate
is %o be adjusted Lo reflect changes in Schedule No. A-13 rutes. DBaced oo 1978
eszimated seles and proposed Schedule No. A=l3,the aanual incresse will be
$3 3}000- '
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Pacific Ces and Zlectric Compazy
RATES = ZIECTRIC IEPATIVENT

Snecial Contract - City and County of San Francisco
treetlight Service

Streetlighting service to City end Couwnty of San Francisco. The contract
<k the Clty i35 subject to corresponding changes "if +the Public Utilities
Comxission of the State of Californie shall fix rates that are higher or lower ...
Tor like conditions of service.” DBased on total annual revenues of $645,000
under this coxtract, the additiosal increase will bde £26,000 or L% per year.

Stecial Contract = City and County of Sar Trancisco
Supplementary Service

Supplementary service Is Zurnished <o the City and County of Sar Francisco
under conmtract dated Marek 1k, 10LS, a5 emended. The rates for <he Lacility

charges are subject to change from vime %0 time to reflect the rate of retwrn
as currently authorized by the Commission. The rate of retura authorized under
tbis order will inerease the revemue by $68,000.
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Pacific Gas and Zlectric Coxpany
RATEZS - ZLECTRIC DEPARIMENT

Special Comtract = BART

Bay Area Rapid Tronmsit District (BART) - Traction and station an
aiscellanecus power, under comtract dated May 31, 1968, Decision No. Thé7S,
dated September 11, 1968.

The special contract rates for traction, station, and miscelleneous
power to 3ay Area Rapid Transit District are as follows:

Traction Power

Demand Chaxge:
Per ¥W of billing dexand

Dnergy Charge:
Per W

catdion and Miscellaneous Power

Denmand Charge:
Per XW of billing demand

mergy Charge:
Per ¥Wh

Special Facility Charge
Per month

Rote

2.15

-00524

22,800.00

It i esctimeted that the proposed rates will increace revenues fron

BART by $52L,000.
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Pacific Gas and Electric Company
RATES ~ ELECTRIC DZPARTMENT

Schedule No. LS-1

ALL Night Rates Per Lamp Per Month

sHalf-Houxr :
lase : A : B : c + D : E : F

sAdjustaent:

Nominal Lemp Rating
Incandescent LampsH*

wWatis Lumens

58 600
92 1,000

189 2,500 LTk § 3.726
295 L,000 5.695 L.67.4
Los 6,000 6.69% 5.673
620 20,000 : 8.986 7.993

¢ 2.908
3.170

Mercury Vapor Lexps

watts

100
175
250
L0
700
%,000

Lumens

3,500
7,500
11,000
21,000
37,%0
57,000

$ 4.673 $ 3.936 $3.028 $ 8.13 % 7.65 $ 6.0)

7.683
12.%5
14,85

4.423
5.104
6.776
10.138
12.820

3.755
k.525
5.945

8.37 8.5

0.1k

6.50
7.89
9.k2
.72

9.00
10.96
15.10
18.20

17.46

$0.0L7
0.074
0.2.07
0.170
0.289
0.L10

# Service for incandescent lamps iz limited to those installations in service as
of Septexber 21, 1575.

Note:

tes shown are the base rates.
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Pacific Gus and Zlectric Company
RATES - ELECTRIC DEPARTMENT

Schedule No. 18-1 (Contd)

. ALl Nieht Rates Per Lamp Per Month tHalf-Hour :
: Clocs T A : B : C * D ¢ E : F :Adjustmenti:

High Precsure
Sedium Vapor Lamps

120 Volts

Averuge

Lazp Lin Initial

&
wattz  Lumens

70 85 5,800 $8.60 $8.35
100 121 9,500 6 8.85 8.65
150 176 16,000 9.20 9.25

240 volts

Average
Line Initial
Watts Lumens

98 5,800
1Lk 9,500
206 16,000 -
236 22,000 . . $10.10
2L 25,500 10.70
u87 46,000 12.00
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Pacilic Gas and Electric Company
RATES - ZIZCIRIC ILEPARTMVENT

Schedule No. 1S-l (Conmtd)

Pole Charge:

For Class A and 2 pole installotions usizg other than wood polez that
were installed entirely at Utility expence, customer will vay 2 monthly
pole charge of $3.15; or $2.60 for imstallations made prior to September 21,
1975 (elosed to zew installations).

For Class A and B pole installations using other than wood poles where
the customer elected to vay & ponrefundable ampusnt equal to <the estimated
aéditional cost of inmstallation over tkat of & basic iastallation, the
customer will pay a zonthly pole charge of $1.35; or $0.00 for imstallations
made prior to Septembder 21, 1975. (Closed to new installations.)

SPECIAL CONDITICNS

L. Type of Service: The Thility reserves the right %o supply either "multiple”
or "serles" service. Series service to new lights will only be made vhere 4t iz

practical from the Wility's engineering standpoint €0 supply them from existing
serles systexzs. '

2. Anznual Operating Schedule: The above rates for All-Night service assume
an average of aprroximately 11 hours operation per night and apply to lamps which
will be turzed on and off omce each night in accordance with & regular operating
schedule agreeable o the customer dut mot exceeding 4,100 howrs per yeas.

3. Cperatizg Schedules Other Than All-Night: Rates for regular operating
schedules other then full ALL-Night will be the ALl-Night rate plus or minus,
respectively, the half-howr adjustment for each half~-howr more or less than an
average of epproxizately Ll hours pex night. This adjustzment will apply only 4o
lamps ox regular operating schedules of not lezs than 1,095 hours per year, or
3 hours per night, mor more than 4,500 hours per year.

4., Deseription of Service Provided:

Class A

Tellity owns and malintains lumineire, comtrol facilitles, support axm,
and service wiring on its existing distridution pole, and all lights
rormerly served under Schedule IS-1, Class A, 85 of August 22, 1578.
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Pacific Cas and Eleetric Company
RATZS = ELECDRIC DEPARTMENT

Schedule No. LS-1 (Contd)
SPECIAL CONDITIONS (Contd.)

Class B

Utility owns and maintains luminaire, control fTacilities, support arp,
pole or post, foundation and service connection and where customer has
paid the estimated installed cost of the luminaire, support arm and
control facilities (applicable only <o installations in service ac of
September 6, 1978). V//,

Class C

tility owne and maintains {ts standard luminaire, control facility,
overhead service and intersal support arm wiring as required
(owvnership of pole or post, support arm and foundation by cuctower).
Available only where customer~owned poles comply with the Wtdlity's
engipeering antd operating requirements.

Class D

Mtility owns and maintains its standard post top luninaire, conirol
facility, izternal post wiring, stendard galvanized steel post (20 ft.
mounting beight or less) and foundation where customer pays for the
estimated inmstalled cost of the post, support arz (47 any) and founda-
tion.

Claszs E

Utility owns and meintains {ts standerd luminaire, comtrol facility,
internal pole wiring, service comnection, galvanized steel pole and
Toundatios where the customer has paid to the Utility the estimated
installed cost of the pole, support arm and foundation.

Clases F

Utility owps and maintains a standard luminsire, control facility,
support arm, and service connection on its wood pole or post,
installed colely for the lumipalre.

5. Rearrangement of Facilities: At the cusiomer's request the Utility will
zake changes to or rearrangemert of existing Tacilities at the customer's expense.
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Pacilic Cas and Electric Compaxy
RATES = ELECTRIC IEPARTMENT

Sehedule No. 1S~1 (Comtd.)

SPECTAL CONDITIONS (Convd.)

6. Undergrouwnd Service: The applicant at his expense shall perform the
Decessaxry trenchizng, backfill and paving, and shall furaizh and 4nstall all
necessazy condult and substructures including substructures Zor transformer
installations 1f necessary, for street lights only, ir accordance with the
Wellity's specificatiors. Upon accertance by the Utility, ownership of <the
conduit and substructwres skell vest 1o the Utility.

The Utility, at its expense, will Zurnish and install the underground
service cozductor to the hezndhole of each street lisht pole whare the length
of the service is 100 circult feet or less per luwinaire, as measured from the
Point of commeciion to the point of secondary supply. TFor service lesgths in
excess of 100 feet the applicant skall pay o the Utility the material cost of
the conductors in excess of 100 ¢ircuit Teet.

T. Owmership: ALl facilities iznstalled under this schedule except for the

Cless "C" customer-owmed pole or post, support arm and foundation shall vest ia
the Utilivty.

8. Maintenance: The Utility shall exercise reasonable care and diligence in
maintaining Utility~-owned facilities. Maintenance will de performed as an
accommodation oz & customer-owzed Class "C" pole or post, arm and foundation, at
the customer'’s expense, where customer is umable to obtaln the service elsevhere.
Waere the Vtility experiences or expects to experience zaintenance costs exceeding
its norzal maintensnce expense, resuliing from dut not limited to vandaliss, or
unusual noz-~standard desiga or pole, post, or lwminalre, the Utility may require
the customer 10 pay excess maintepance cosic &5 zay be necessary.

§. Special Equipment: Lumimaires, poles, posts and other equipzent, recuested
by a customer or applicant, in addition to or iz substitution for the Ttility's
standard galvaanized steel poles, galvanized steel posts, photocell controls and
equipoent, will e provided Ll suck equipment meets the Mility’s engineering and
operating staxnderds and i the customer or applicant pays the cost difference

tweez tThe equipment normally rrovided by the Utility axd the equirment requested
Py the customer or applicant, plus an additional continuing monthly payment equel
€0 1% of the cosv difference. This provision 4s alse applicable to special opticel
f2lters, shields or other speciel hardwore required or regquected by the apprlicant
or amy goverzmental ageacy having Surisdiction. At the recuest of the customer or
applicant the Utility will instell special equipzent entirely at the Ttility's

expense provided the customer agrees to pay a continuing monthly payment equal %0
2% of the cost difference.




A. 5T28L, 57285 TFG/fc

APPENDIX C
Dage 13 of 17

Pacific Gas and Zlectric Coxmpaxzy
RATES - ELECTRIC DEPARTMENY

Sehedule Yo. I1S-1 (Contd)

SPECTAL CONDITIONS (Contd)

10. Lizme Extensions: Where the Utility deternines that 4t is necessery <0
extend 1ts electric distribution lines to serve only & street light or a sireet
ligkting system, the appiicazt chall advance, subject To refund in accordance with
Electric Rule 15, the estimated installed cost of such line extension, exclusive
of service conductors (and transformer if required), under the provisions of
Special Cozdition 9. The Utility may waive the foregoing line extersion provisions
where the extension 1s ectizmated to be of zominel cost and where not more <k
one pole and one span of overhead line 15 recuired 40 reach the Whility designated
comzection point, or irn the case of underground facilities, where the first-service
delivery point is zo greater thazn 300 feet from the Utility designated comnection

int. The cost difference used in calculating the continuizg monthly payoent
a5 specilfied in Special Condition § will he reduced by az amount equal t0 any
Zlectric Rule 15 refund, and the continuing zonthly paymezt skall be adjusted
accordingly. :

1l. Qezporsry Mscontinvence of Service: (Fixtwre remains in place)
At the request of the customer the Urility will temporaxzily discontinue service
t0 individual luminaires provided the customer pays & facility charge equel 40
che all-night rate, adjusted to O burning nours under the provisions of Special
Condition 3, »Ius the estimeted cost to discozneet and reconnect the iight.

12, Comtroct: Sexvice to eack light installetion shall be for an initiel
contract tera of S5 years and skhall autozaticelly continue thereafier from year
to year. The initial ters shall commence waen permanent service is5 first rendered
or within 90 days of when the lights are first ready for service, whichever occurs

Sirst.
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Pacific Cas ané’ Electric Company
RATES » ELECTRIC DEPARIMENT

vt_
‘hedule Xo. LS«2? Rate Per Month

A B c
Utility supplics epergy and  ULility supplies the  Utility supplies the
svitching® service only. epergy, svitching® epergy, svitebing*®
and maintenance and maintenance
service for lampo seTvice Lor entire
aad glacowvare. systen including
lamps end glaasvare.
' A, Band ¢
Operating Schedule o= HalZ={our

Xooinsl lemp Rating: A.ll-ﬂight All-Nigh‘. m-ﬂia}_\t Ad Justoant
Zocandescent Laxmbo

Watta Lumensee
;}‘

’

L3
&

$ 2,38 30.047

3.59 0-095

5, 824 ' 0.148

6.04 0.204

8.528 0.1
2.30 Q.43 -

SR

620
860 15,000

Lov Pressure
Sodium Vapor Lamps

£8

Averuge
lamp Lne Initial
Watte Watss Tumens

) [>2] 4,000
90 8,000
148 13,50
205 2,500
255 2,00

L I T T I

Sodsun Vapor Lamps

L20 voler
. Average
lamp Line Initial

Wasts Watte Tamens
P 2,900
100 pal 9,500
150 176 16,000

20 volts

Avernge
Lamn Lioe Inivial
Wasts Watts Lumensn
70 90
00 pRY
150 205
200 2%
250 32
400 487
Metal Xalide laops

-
28

000_008

Lamp 4oe
Watte Vatts
w0 “0C
1,000 1,338
Yercury Vapor Lemps

Laxp Line
wWatts Watts

200 TR : RN.032 4252 $ 2.2 30,047

ATS 1.632 2.2 2.2 0.0Th

250 2.352 2.962 3.622 o.107

W00 2T 4,354 5.0L4 0.17¢

T00 7,00 6.36 7.500 8,26 0.2%

L 000 7,000 9.024 20.234 10,894 0.420

* Dvitching Service 15 closel tO pev installaticos.

** latept published Zaformation abould De conaulted on Dest availadle lumens. /

¢ Services for incandescent lamps over 2,500 lusens vill de closeé to pev installations after September 6, 1978.
Bote: FRates shovn arc the Dase mtes.
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Pacific Gas and Electric Coupany
RATES - EZLZCIRIC DEZPARTMENT

Schedule No. 13-2 (Contéd)

Revise Special Conditions 8 and 9 %o read as follows:

8. Systems Owned in Part by the Utility: Where, afver the date this
provision iz first effective, the Utility lastalls and thereafter owns and
intains any portion of the fixtures, poles, circuits, or other facilities
chat comprise customer's ctreet lighting system, 2n additional monthly charge
of 2% of whe Utility's estimated installed cost of such facilities will de made.
IL such facilities were installed »rior to the date this provision is first
effective, the additional monthly charge will be L1-3/4% of such cost.* Custoser
or others may elect to pay the Utility's estimated installed ¢ost of such
facilities, iz which event the additional monthly charge will be 1% of such cost.

. Lizme Ixtensions: Where, after the date thic provision is first effective,
vae Utilicy extends itc electric lines w0 serve ¢ustomer's street lighiing
systen, an additional monthly charge of 2% of the Utility's estimated installed
€osT Of such line extension, exclusive of service connection (and transformer,
if required) furnished under Speciel Conditions L, 4 and 5 will be made. I
such extension was inctalled prior o the date thic provizion 4if first effective,
the additional monthly charge will be 1-3/L% of such cost.* If customer elects
o advance the Utility's estimated installed cost of such exteasion, the additionmal
monthly charge will be 1% of sueh cost. The Utilisy may waive the foregoing
provisions where the extension 4is estimated 0 be of nominal cost and where 103
more than one pole and one span of line is regquired. I such extension, or axy
portion thereof, is utilized o0 serve new separately fetered permacent load for
which an excess free lengtz of line iz allowed under Rule No. 15, such cost to
ve used in deterzining the additional monthly ehaxge will thereafter be reduced
in proporiion o the relative lengih of exges: free-footage allowance for the
new load, LT any, as compared to the length of the originel extenszion. If an
sdvance has beex made ac provided above, and L under Rule No. 15, an excess
free-Tootage allowance remains after the new load 45 izstalled, ail or part of
the advance will be refunded witaout interest to the customer. These refunds
will be computed by converting the amount of the advance to an azmount per foot
and zultiplying the excess free footage by this uwnit per foot. Such refunds,

18 any, will be made following the coanection of sueh zew load. If such exten-
sioz ic part of a series of extensions, on any of which an advance is 3%ill
refundadble, refunds due froax new load will be made iz turm as provided ia Rule
No. 15. No payment will be made in excess of the orignal amount advanced.

. * BXcept Tor facilities installed prior to Februwary 13, 1971,
i1 which case the monthly charge will be 134.
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Dacific Gac and zZlectric Company
RATES - ELECTRIC DERPARTMENT

Schecdule No. IS-2

Rates
Sexvice Charge:
Znergy Charge:
Pimst 150 ¥Wn per XW of billing demand
Qver 150 ¥Wn per Xw of billing demand
Switching Charge*:
For each circuit switched

-»

120/208 wvoli, wye-comnected, polyphase lize in place of
240 volt service.

Svecial Conditlions

Per Meter
Ber Month

$ 3.00

0.0393
0.0120

3.25

In certain localities where utility supplies cervice from

Speclal condizions of the existing Schedule IS-2 will be replaced by the

special condition of Sehedule IS-L.




A. 57284, 57285 FG/fc

APPENDIX €
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Pacitic Gas and Zlectric Company
PATES -~ BLECTRIC DEPARIMENT

Ter Meter
Senedule No. To=1 Pex Month

.

Sexrvice Charge:

or each service cennectlion 31.50

Snergy C

ALl Y 3 0.03

Senedule No. PA-) Payr Meter

Sezvice Sharse, Der customer Der month $2.50
Per o3 Or kKW, per month C.60

Rates per wWh par hp
o> %W per +ear

»ze (L2 addision o the Service Charge):

KW, per ¥Wnh ' .Oigze
Vext 1,000 kWh g r “W, per KWk Q134%
Over 2,000 kWz 3 Or KW, per kwn QL1052
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Decision on General Rate Increase Application of Pacific
Gas and Electric Company

COMMISSIONER WILLIAM SYMONS, JR., Dissenting

Govermment is supposed to house disinterested officials
"who see the big picture" and respond by long range planning.
Too frequently, however, Govermment houses the fellows with
theiﬁ eyes on the next election. So the plamming is really
short-run — to get by the next two years or the next two months.
Recently, in its energy utility decisions;the’Califorria Public
Utilities Commission has employed gimmickry and short-run
considerations to an unbelievable extent. Unfortunately, today's
order carries on in the same vein.

The tragic hamm caused by regulation for the short-run

is often unnoticed until much later, when the decision-makers

have moved on, and John Q. Citizen is left holding the bag.

This must not happen in Califormia.

The Commission Evades Problems in Gas Pricing Which Have

Reached Crisis Provortions.

The most critical failure in today's decision is the
Commission's "band-aid'" non-solution to” the sevére ‘crisis; caused
by last year's surprise restructuring of matural gas prices

(D.87585, . July 12, 1977).
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Examine the most important portion of today's general
order, that is, the changes in base rates. The big changes have
been in gas. (Changes on the electric side, due to ECAC are
large, but not as significant. Rates are lowered as they were -
raised, therefore, not chamnging rate structure). The féllowing
table identifies the changes in PG&E's rates. It can be seen
that the "big dollar" changes in base rates occur in natural

g

CHANGES Attribut- JEPostponed

able to Until January 1,

as:
! BASE RATE
¢ Prop. 13 1979

ECAC CHANGES ECHANGES CHANGES
;
[

GAS

1 $190
E Million
¢

$18 Approximately
Million %SSSMillion,

Increase decrease Increase; to be

1GCAC

Postponed to next

ELECTRIC $539 Million
nerease

s & e R IO RS2 | AT BT AT IS

$209 Millionm Esaa Million
Decrease due iDecrease

to End of
Drought

Y

To issue this gemeral rate case, but evade the severe
gas problem, is bad regulation. Gemeral rate cases are infrequent.
but important. The general rate case is characterized by broad
participation and full issue investigation. For this reason,’
the general rate case decision is the proper vehicle‘to correct
sexious problems recognized to be building up in the sysfem;

In PG&E's case, it is apparent from the record that the

Commission's hasty and ill-conmceived rate redesign of last summer
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has_had severe detrimental effects on the company, the customers,
énd'tﬁe economy. Rates that commerce and business must pay are
now among the highest and most unfailr in the country. These are
rates which deter relocation of new industry and jobs to
California. These rates competitively disadvantage gxisting
California producers. They are rates which fofce'inflatidn

in consumer prices.

Social ratemaking schemes of the past two years and life-
line overruns have so distorted rates in Califormia that
disbursing less-than-cost energy is wide spread and common. :To
compensate, prices to remaining customers have been jacked-up
enormously. These prohibitively high rates have caused a
substantial segment of PG&E's historical customers to use altex-
nate fuel and prematurely leave the system. An unheard-of gas
glut has developed in California. Underground storage has been

stuffed to historical highs.l/ A revenue cxrisis for the utilicy

resulted.

1/ A.57978& TR Vol. 1, p 56. The Volume of gas in storage for
PG&E at the beginning of the suxmer period (when storage usually
begins), July L, 1978, stood at 170 billion cubic feet; 70% above
PG&E™s owm storagg capacity. PGCS&E has made additional arxangements
for storaze. PG&E estimates deliveries exceeding sales such as to
cause storage to reach 211 billion cubic feet by December 1979. -
(Vol. 1, pg95).  This approximates nearly one half of the annually
gas supply received from Canadian sources.
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Califoxnia_glready.iéwéﬁtia&tiﬁé:hbésfiéE§Ef3§§§t535dﬁsgil

rates: o

"In brief, the subsidy to lifeline users of
natural gas approaches incredibility. TFor
PG&E, cost-of-service studies on the peak
month basis introduced into a 1978 rate
case show large industry paying rates for
natural gas which equate to a 42 per cent
rate of return on natural gas sales to the
residential class is minus 2 per cent'. z/

"The original intent of 'lifeline rates' in
California is so deformed that it reminds one
of the adage: 'Nothing is worthless, it can
serve as a horrible example.'"é/

Consistent with the record developed in this case, as
well as the evidence incorporated from companioh hearings in
A.58078, the Commission neéds to undertake immediate restructuring
of rates with a reallocation of revenue requirements to effect
parity with cost o@ service. California needs a return to sanity
in gas pricing.

Instead, the Commission cynically avoids coming to. grips
with the c¢risis, allowing thms-mallgnancy o’ fester and“gxow A

AT L Py

THis contimues in the. vnsawory practmce of “the’ past‘year-hnput,off

;thexdayroflreckonmng;as;lqngxés possible,

2/ "California's Lifeline Policy', Dr. Albin J. Dahl, Public
Ttilities Fortnightly, Aug. 31, 1978 , p.20.

3/ "Utility Rates under the Natiomal Enmergy Act, Quo Vadis,’

ﬁanzgl J. Reed, Publie Utilities Fortnightly, July 20, 1978
p. 1
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The Commission grasps one expedient after anothexrs

1) First, $52.4 million in refunds due PGSE customers
were expropriated. Instead of being refunded, the money wﬁs
used to defer rate changes and buy gas in 1978. = (D.88261,
Dec., 20, 1977). Those monies are now nearly exhausted.

2) Next, the CPUC tried to stop the loss in sales by
congpiring with the Air Resources Board to require large
customers to buy gas regardless of price. That course
raised such a furor that it has been shelved for the time being.

3) The CPUC replaced the mechanism of the "PGA"
(Purchased Gas Adjustment) with a "GCAC", (Gas Cost Adjustment
Clause). The PGA is an offset procedure. Costs and rates
rise simultaneously. The PGA is designed to match cost of
gas increases with increases revenue rates so there is no lag
time.

The new GCAC is a recorded system. It uses an accounting
acerual method. Undercollection will be acerued to be repaid
with rate increases at a future date. $38 million in gasgéazéTv
increases are thus postponea till the new year.

4) The CPUC seizes upon property tax reductions that @ﬁ?l'
occur in 1979 and uses them mow. (This mechanism for premature
application of tax reductions is discussed in detail later).

5) In its series of non-solutions, the Commission next
concocted what must appear to consumers as the regulatory

equivalent of the "Death Star'. It's name Iis "S.AM." The
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Commission's starting ''Supply Adjustment Mechanism" insulates
utilicties (but not customers) from the effects of the precipitous
fall-off in gas sales. (D.88835, May 1, 1978). S.A.M. guarantees
the companies a margin on sales, whether sales are made or not.
The money to make the utilities whole in the case of non-sales will
come from adding a S.A.M. surcharge to customers bills. An
inerease as large as $85 million dollars for PG&E was forseen to
begin with the new year.

Today's decision goes an extreme further:

6) The Commission establishes discriminatory pricing within -
a class of similar customers. The old G-50 schedule for P-3
and P-4 customers is split. 29% of the customers form a mew group:
G-52. The new G-52 customers are to be charged a chedper gas, .
rate even though they use the gas for identically the same use as
the remaining G-50 customexs. The only operative distinctign.is
between the "haves" and the éﬁve-nots". Customexrs with capabiiity
to use alternate fuels Numbers 5 and 6 are treated to the lower
rates of 22.9¢/therm. Customers without, are ﬁt:édfeﬁﬁ?ﬁéffﬁgéte

increase of 25.2¢/therm. As numerous parties to the record . .

and the staff indicate, there is no reasonable basis to justify

this discrimination. It is as wrong as if the PUC had ordered
fares for bus service lower to a man who owns a caxr, and higher to

a man without one, ;When we-regulate momoplies,:our firsgrduty, .

B Sl S ~

under the CPUC Code is to prevent discrimination among customers —

not to establish it.
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I have two other comments on today's gas rate changes:
First, it is unlikely that the discriminatory G-52 rate wiil
effect a solutioﬁ to the lost revenue problem because the
Commission only sets the scheme halfway into operation.

PG&E filed for a 20¢/therm rate. PGSE's survey shows that P-3
and ?-4 customers able to switch to Number 6 fuel pu:chasé
account for 36 billiom cubic feet in gas sales annually. At
22.9¢/therm expected loss in sales is 24 billiom cubic feet.

At 20¢/therm only 9 billion cubic feet of sales was predicted
to be lost. The selection of the 22.9¢/therm figure by he PUC
makes the success its "G-52 solution' questionable. If the
"G-52 solution" fails to reverse the fall-off {iﬁ}salg%@thé‘

remaining customers can expect S.A.M. surcharge beginning the

new year to be considerably increased.

Second, I note that lifeliné rates have been raised from
14.2¢ to 16.5¢/therm. I do not think this fact alone justifies
us to proclaim that the majority has finally seen the light. With
such an extremely over-burdened non-residemtial class thexe is
really very little choice lgft'ﬁé&&hefmaj§x;tyuas;tdﬁﬁhggéito
place these rate increases. One sh;uld soberly.note that the
average commodity charge for gas has risen substantially over
the last two years. The incfé;sed lifeline charge of 16.5¢ is
still substantially below the 18¢/therm system average commodity

cost of gas. 60% of residential gés is sold at these less-than-
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cost lifeline rates. So one realizes that the enormous subsidy

burden of massive welfare still weighs too heavily down upon the

-system.

II

The Electric Base Rate Increase Is Not Disbributed

Equitably

Today's order grants $39 million in base rate increases.

This is an overall 3% system increase, yet:

- residential goes up 0%
- agriecultural goes up 5%

- thexe is 7% relief to small light and
power

medium light and power goes up 1ll7% or $27
million

large light and power goes up 15%, also $27
million. This is 5 times the system average
rate inerease.

Such a patterﬂ' of rate increases completely ignores
cost=of-service. It ignoxes the punitively high rate of retumm
already paid by large business and industry. Such heavy-handed
diserimination only further harms an already ailing California
business climate. |

T am additionally distressed to see lifeline extended to
air conditioning. This extension faills to meet the normal test
of "paying ome's own way'. It also subsidizes useage which

occurs at annual system peak, when costs are highest. How can

the Commission recomecile this with its goals of minimizing
utility costs? Of discouraging peak use? Or of maximizing

conservation?




A.57284, A.57285

II1

Today's 12.83% Rate of Return is Too Low.

Adequate return on investment, in layman's texms, is the
gas that makes the car go. Low quality return on utility iavest-
ment means future service to Northern California customers will
be characterized by fits and starts. The ratepayer will pay more
in the long run in two ways: £irst, as financial ratings -
decline, costs of credit rise. Second, as uncertainty is
introduced into the company's expansion plans, individual plans
for business expansion are made uncertain. Instability and
unpredictability in energy-supply chill the staté's economy
and harm the job market.

PG&E's last offering of common stock occurred in
November, 1977. As has become the norm with PUC-regulated
utilities; the stoek sold for well below book: $23 5/8 per
share, versus a book value of $28;7[817fThiSﬁcHronic;situaqionv
calls for immediate rectification in the form of 2 higher
return and consequent enhanced financial health.

A higher return will also make PG&E's stock more
attractive in a period of almost double digit inflation.  We:. =
must. recall that in .the late 1960's, when inflation was not
nearly the problem it is today, the Commission permitted PG&E
to earn an average return on common of 11.5 - 12%. Clearly,

the late 1970's call for more than chét.
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We must also reverse the slide im PGSE's financial
rating. Two years ago, its preferred stock was downgraded
from Aa to A; its bonds downgraded from "Aa" to "Aa-". This
means higher capital costs to a company which must consistently
be in the financial market. Yet I see nothing in today's oxrdexr
which will reverse this trend oxr put PG&E in a better position

when it seeks credit.

v

Today's decision deducts notential Proposition 13 reductions

prematurely. By adding $62 million in Proposition 13 reductions

to $209 million in ECAC reductions, the Commission is able to

publicize this major base rate increase of $229 million ($190

Gas, $39 Electric) as a $41 million rate reduction.

A Proposition 13 deduection is clearly premature for three

reasons:

1) The Commission's Order Instituting Investigation
on Proposition 13 reductions (OII 19) is.still. .
undgéway;a;No.finﬁiﬁg”asuto¢the.pxopé;ﬁamgpﬁt.of
tax reductions has' been.made,~ $60 million or othexwise.
The constitutionality of Proposition 13 is in
active court litigation. Oral and written

arguments have been made before our California
Supreme Couxt. A decision is pending.

-

-10&;“'
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Uctilities have filed income tax returns
for past years which utilize special IRS
tax lien provisions. Under the terms of
IRS provisions PG&E is precluded from
recelving any Proposition 12 tax savings
for the yecar 1978. The tax cffects will
begin in 1979. The reductions should be
timed for 1979 to coincide with the
decreases. This is customary regulatory
practice.

v

"Time of Use' Rates Should Not be Imposed on California

Arzriculture

This is a hair-brained concept which shows ignorance of
controlling factors for farm irrigation: the crops, the soil,
and the weather. These require California farmers to operate

arount the clock. Forced "time of use" rates for agriculture

would greatly harm our state's number one industry. Mandatory

"time of use' rates for agriculture is one camel's nose that

should not be allowed under the tent.

San Francisco, California
September 11, 1978
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COMMISSIONER VERNON L. STURGEON, Concurring

I had hoped that this Commission today would continue taking
forward steps in utility regulation, this time by allowing an
appropriate return on stockholder equity. The Commission has
taken some positive and innovative regulatory steps in the last
two or threce months that I heartily endorse. Today we took one
step sidewise. An allowance of 12.83% is simply not enough, in
my judgement, to attract new investors to PGandE stock.

In every case that *his Commission issues wherein rate of
return is discussed, a long litany of considered items is recited.
At the end of this regulatory smog the Commission always annouﬁccs
its continued belief that return on equity is a matter of informed
judgement. And so it should be. What seems to get lost in this
Commission's consideration of equity allowance, is the fact that the
money marketplace in which PGandE and other California utilities
must compete for capital is indeed a free marketplace. Investors
have a multitude of choices§ for example, they can deal in land,
commodities, industrial stocks, municipal bonds, utility stocks
and bonds, or anything else that appeals to them in or out of the
sc;urities market. Investors ﬁust be attracted by some prospect
of gain. Investors can't'be forced to invest. It is the duty 6£
this Commission to set a retufn at a level which will attract
investors.

PGandE faces an immense future financing burden and will need
much new investment. This is a burden which we approve. The

construction that faces PGandE is a function of the fact that

-l-




California is a great state and its ;conomy ié a2 powerful machine
and the needs of PCandE's customers absolutely must be met. PGandE
simply cannot raise the quantities of capital it will need, at a
decent price, if this Commission continues to establish an equity
return that investors find unappealing. It means that when PGandE
does succeed in attracting an investor, the ratepayers of Califorznia
will be forced to pay a higher price for the rent of that money than
would be the case with an adequate return allowance. A low return
on equity is shortsighied thinking that penalizes future ratepayers.
12.83% is too low today.

What did PGandE ask for? 15%. Our Staff, low as always,
recommended 12.77%. Recommendations of other parties tovthe case °
ranged from 12% to almost 16%. The 12.83% allowed is simply 2
regurgitation of the PGandE existing equity allowance as if
nothing had happened in the world since their last rate case.

I£ California means business, California must have regulatory
decisions that reflect the drives and aspirations of its people.
Tinidity didn't build California. People.who.couidﬂiakefthewlongw”m
view built this state. A few more are needed here today. This
Commission should recogn;ze that a slzghtly higher equity allowance
today will mean lower flnanczng costs for years to come. Belzevzng
that, California regulato?s must be strong enough to act accordingly;
13% or more has been recognized 2s appropriate equity level for
energy utilities in at least thirty states. Alabama has. Arizona
has. Arkansas has. Colorado has. Connecticut has} And on and on

and on, including New York, Pemnsylvania, Illinois, Massachusetts,

. Michigan, Ohio, Texas, Wisconsin, etc., etc. California energy
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tilities deserve at least as much. .Investors demand as much.
‘ 1 have one additional comment to make on today's order.

The discussion on page 94 and in Findiné 20 regarding time~of-
use rates for agricultural pumping ignores the capabilities
and economic practices of the real world of agriculture. As a
matter of fact, agricultural irrigation pumping systems attain
the highest efficiency when operating around the clock. Such
operation minimizes waste of both water and energy. Therefore,
adjusting the use of agricultural pumps to take advantage of
time-of-use rates will not only increase waste, but will require
monumental expenditures for-additional wells, pumps and distridbu-

ion systems. Any incentive or disincentive tﬁat weré'provided

would be meaningless as far as coaservation or peak-load capacity

is concerned.

San Franmcisco, California , :27// _Jg£2252224¢ca»~,
September 6, 1978 Ao a(f
VERNON L. STURGEON ¢
Commlsszoner




