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De=ision No. 91720 -
BEFORE THE PUBLIC UTILITIES COMMISSION OF TEE STATE OF CALIFORNIA 

Application of PACIFIC GAS AND ELECTRIC 
COMPANY for authority to revise its gas 
rates and tariff's effective Janua:ry 1, 
1980 under the Gas Adjustment Clause, 

Application No. 59249 
(Filed October 3l, 1979) 

and to change rate design. 

Application of PACIFIC GAS AND ELECTRIC 
COMPANY for authority to . revise its gas 
rates and tariff's under the Gas 
Adjustment Clause to reflect increased 
gas costs_ 

Application No. 59406 
(Filed January 28, 19$0) 

. (Gas.). ) 

------) 
(See DeciSion No. 91336 for appearances.) 

Additional A~~ear~~ces 

V-roda Laird Weisoerf' for Stanford. Universit:r; 
Vaughan, l5aur & yons, by John G. t·"ons, 
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interested parties. 
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FINAL OPINION 

I. Introduetio~ 

By A.59249 Paci!ic Gas and Electric Company (PG&E) .seeks 
authorization t9 increase gas rates pursuant to its Gas Aejustment 
Clause oy $535.7 million on an annual basis. A portion of' the 

I 

relief sought was included in A.5$S92 and A.5904; and was di~osed 
of oy D.9110S, dated December 19, 1979. The remaining amount I, or 
the increase requested is S424.S million. 

Public hearing was held in San Francisco, beginning 
December 10, 1979, before Mm:inistrative Law Judge Patrick J. Power. 
The matter was submitted follo'W'1ng II days of hearing, with brief's 
due on January' 2l, 19S0. 

By A.59406 PG&E seeks authorization to increase gas rates 
by about $440 million in addition to the relief' requested by 
A·59249, to recover increased gas costs - particularly an increase 
in the cost or Canadian gas ef'f'ective Februarl 17, 1980. By JJJ;;, s 
ruling the submission of' A.59249 has been set aside a:d these ~wo 
matters consolidated for ult1:nate Commission action. ! 

Pending completion of' these proceedings, PG&E was 
authorized an interim rate increase by D-91336, dated February 13, 
19$0. The amOU:lt of' the interim increase was calculated to be 
$336, 0l9, 000, based on the staff" s estimates and a balancing 
account undercollection updated to reflect additio~ undercollection 
accruing after the application was filed. ' 

Further hea-~ngs were held in the co~olidated proceedings, 
beginning Feortlar.r 19, 19$0. A!ter five additional hearing days:. 
the matters were submitted ~bject to the filing of concu.~ent! 
briefs on March 12, 19$0 • 
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The first day of hearing was well-attended by ~he public. 
A numb.er or people made statements on the record. Many letters have 
also been received by the Commission relat~ng to these applications. 
Direct evidence was presonted by PG&E and the Commission staff, 
California Gas Producers Association (CGPA), Canners teague o~ 
California (C all.'''lers), Kerr-McGee Chemical Corporation C Kerr-McGee), 
California Manufacturers Association (CMA), City of S~~ta Clara 
(SantD. Clara) , University of CaJ.irornia CUC), Amstar Corporation,. 
Spreckels Sugar Division (Spreckels), Pacific Paperboard Products 
(Pacific), Port Costa Products Company (Port Costa) and Toward. 
Utility Rate Nor:nalization (TURN). Severru. parties participated 
by way of cross-examination. Briefs were filed by PG&E, star!, 
CV~, UC, Santa Clara, CGPA, Southwestern Portland Cement Company 
(SPCC), Port Costa, General Motors (GM), City of Palo Alto (Palo 
Alto), Southern California. Gas Company (SoCal), City and County 
of San Francisco (San Francisco), Kerr-McGee, Southern California 
Edison Company (Edison) and TUR.N~ 

II. Background 

Application No. 59249 was filed October 31, 1979, 
~ . 

requesting authority to increase gas rates effective January l, 19$0 
to recover purchased gas costs and PG&E's authorized gas margin. The 
applicant cites the follOwing major increases in gas prices paid to 

its interstate suppliers: (1) an increase from $2.$0 to $3.45 per 
Dth in the price of C~~adian gas at thd·Ca~adian border that 
occurred November 3, 1979 , (2) a.'"l increase in thGl price of gas 
from El Paso' Natural Gaz Company (El Paso) pursua...'"lt. to El Paso's 
.October 1, 1979 Pu~chased Gas Cost Adjustment provision to $1.$2 per' 
decatherm, as well as an increase in the weighted average price of 
California gas to Sl.$) per decatherm. The amount of the relief sought 
was· $424.$ million, based on the September 30, 1979, balanCing acc~~t 
undercollectio:l of $275 million. Based on the November 30, 1979, 
balancing account undercollection the amount sought, by p~ in A.59249 
is sho~m in A.59406 to be about $;04.7 million • 
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Applicat.ion No. 59406 was filed. Januar.r 2$, 19$0, 
. . 

requesting authorit.y to increase gas rates effective February 17, 
19$0, to recover increased purchased gas costs resulting from 
increases in prices charged by El Paso and PGT. On January 1, 19$0, 
El Paso increased its rate from $1.$2 to $1.96 per decathe~. The 
PGT rate increase passes on an increase in the border export price 
or Canadian gas f'rom $3.45 t.o $4.47 per Dth. The amount or the 
relief sought is about' $4.40 million. Thus the total. amount 
sought by p~ in these consolidated proceedings is $945 million. 

At the hearings on A. 59249, sta££ proposed that 
PG&:E be authorized a rate increase of $265.4 million.. Based On 

the later balancing account bal.ance this w'as i:lcreased to 
$;;6,019,000, the basis for i:lterim relief. In A.59406 the stafr 
recommended an increase of about $4,.4.2 million, a total. increase 
in these proceedings of $778 million • 

III. Issues Presented 

The major issues are the revenue re~re:ent to be 
adopted and the rate design to be applied. With regard to revenue 
requirement, the major differences among the pa.-ties are a function 
of diff'ering estimates of gas take:o. !'rom various suppliers, 
particularly from Canada and CalifOrnia. With regard to rate desig:l, 
the major issues relate to the continuation of this Commission's 
policy of set~ing low priority gas rates ·~th reference to alternate 
fuel-prices, With several pa.~ies seeking special consideration. 

These issues are typical o£ gas of'f"set proceedings. 
Several issues of' the sort more generally associated with general 
rate case proceedings were raised on the record and will be addressed 
in this deciSion • 
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IV • S'WI!m3.;:Y: 

By this decision PG&E is found to be entitled to 
additional reveDUe in these consolidated proceedings of $72).4 
million. The'relief authorized is $221.6 million less than 
requested by PG&E, and $54.6 million less than reeocmended by the 
Commission staff. The basis for the reduction is primarily the 
increased use of Calii'ornia gas a.:ld reduced takes of Canadian 

supplies. Further study is plaxmed before this policy is made 
permanent. 

Based on the sales adopted for the test year, the 
revenue effect of the interfm increase is recalculated to yield 
$304.9 million. The additional increase to be spread in this 
final order is SUS.S million. The adopted rate design is conSis
tent with the rate desi~ principles announced in D.9l107 and 
D.9110S, mth slight modi£'icati~ns and cla..""'ification. The sy:stel:l 
average increase, including the inte~~, is 14.3 percent over 
present rates. The lifeline increase is·6.8 percent. 

v. Reve~e Reouirement 

A. Gas Su'O'Oly 
The additional revenue required by PC&E is a function of 

the supply poliC,1 and estimates to be adopted for the test year 
19 SO. The major policy question is the relative priority or gas 
purchases between Califor.oia and Canadian suppliers.. This issue 
was initially the source of substantial controversy "o~tween various 
parties. By the close of the record, it appears to have fairly 
well-sorted itself out. 

At the outset PG&E proposed to 'base rates on its long
standing poliey of maximizing Canadian gas purchases, bnsbanding 
CalifOrnia gas tor the future, while using it as a valuable 
peaking resource. Sta!'f proposee that California gas 'takes i:lStead 
be maximized, 'but for the test year only, with t1I:.e to study and 
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consider ~he impact and ~plieations. This recommendation was 
'based on the wide d.isparity between CaJ.if'omia ($l.80 Dth) and 

Canadian(S3.54 Dth) prices existing even prior 'to the recently 
increased Canadian price ($4.5$ Dth). 

By rebuttal testimony PG&E announced a change in its 
gas supply policr that simplifies the resolution or this issue: 

" •• ·CDJue principally to changes in the outlook 
for hydro availability" the large bcrease in 
the price of Canadian gas, and somewhat reduced 
demand for naturaJ. gas, the natural gas strategy 
has· again been revised. This current strategy 
calls for maximum purchases from El Paso, continuec. 
maximum placement or Calif'ornia source gas, and 
a:n.y reductions ne cessary in Canac!ian purehases do'Wll 
to the mi"imum annual contract take requ,ired to 
balance with gas loads." 

PG&E joins with staff in recommending that the Commission should 
not adopt a long-term policy of maximizing California gas purchases 
until the matter is more fully analyzed • 

On this basis it is reasonable to adopt, for the 19S0 
test year, gas supply estimates based on maximum Calif'ornia 

purchases and Canadian purchases at contract mi:o..l:m:w:ls. It is 

likewise appropriate to defer consideration or long-terz policy 
considerations. 

There does remain a difference between starr and ?G&E 
as to the actual level or deliveries to be associated With the 
California gas polie,r- PG&E cites in!o~ation developed over the 
winter as support for the proposition that deliverab111ty o~ 
California gas has declined significantly below levels previously 
estimated. Because or the decline i::l. deliverability, "the problem 
or placing low-Btu California gas and to avoid the loss of El Paso 

gas supplies, PG&.'S estimates m.aximl.lm purchases for 19$0 at l69,740 
Mdth" , 3l,750 Mdth lower than staf'f .. 
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In light of the uncertainty of this infor.nation we 
conclude that the circumstan~es support the adoption of ?G&E's 
estimate for the purpose of this proceeding. This does not a£!ect 
the determination on the policy issue that m~ California gas 
should be purchased. But there is a risk associated With over
estimating the atrloun't of California gas for 'this purpose - further 
~dercollection. Therefore we determine that it is reasonable to 
base these rates on PG&E's estimate, With the expectation that 
'the parties Will reexamine this matter in the ne~ PG&E gas offset 
proceeding. 

There is also a d1!!ere~ce between PG&E, staff and TURN 
as to the appropriate estimate of Zl Paso deliveries to ,?e adopted. 
for this proceeding. The respective estimates are as follows: 

PG&E 296,363 
St~f 

TURN 
3l5~445 

335,811 
From among these estimates we find the staff estimate 

most useful for purposes of this proceeding. It is based on more 
current inf'or.::lation than is PG&E's, while TURN's ntll:lber is Simply 
the recorded figure for 1979, without adjustment for weather or 
'the operation or El Paso' s curtailment plan. The st:4f esti:r:.ate 
does not include additional supplies available to El Paso from time 
to time in unpredicta'Ole quantities, through shore-term contracts 
under Section 311(b) of the Natural Gas Po1iC1 Act (NGPA)~ and is 
characterized as the minimt.tm quantities available during the f'orecast 
period. This is a reasonable b~is for setting rates in view of the 

. relatively" favorable hydro· eond.1tions likely to prevail f'or the test year 
and the additional undercollection that would oeeur if the supply 
level adopted is higher than reeorded. 

The other area or dispute relates to the amount of gas 
'Wi thdrawn from storage during the test period. The sta£f brief' 
recites the faets and offers a well-reasoned analysis: 
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"The third difference in supply estimates involves 
Wi thdrawals of gas from the Coalinga. Nose storage 
field. The staff's estimate of 1$,360 ~~th exceeds 
PG&E's projection of 779 Mdtn by 17,;$1 Mdth. PG&E's 
potential £or Withdrawals from Coali:ga is controlled 
by an injunction cOmmittee wbich supervises the 
production or oil and Wi ti;drawal of gas from the 
field. PG&E was allowed to Wi thC.raw approximately 
50 Mer per day during November and December, 1979. 
The staff's projection of 1$',360 Mdth assumes PG&:S 
'Will continue Withdrawals at this rate d.uring 1980. 
PG&E's estimate assumes no 'Withd.rawals from Coalinga 
during the forecast period. 

~,. 

"The starf's estimate is more reasonable because PO&'E 
currently has the right under contract to "IIi thdraw 
gas f'rom Coalinga. During January and Febrtlan-, 
1980, PG&E is being allowed to continue Wl:ehdrawals 
of' up to 50 Mer per da:'!. Presumably this conci1 tion 
"'N'ill continue throughout 1980. The potential for 
future limitations set by the injunction committee 
makes i t imperative that PGed 'Withdraw out of Coalinga 
all the gas it can take at a reasonable rate rather 
than risk having it shut in. Since PG&:; currently 
has the contractual right to "'iii thdraw gas and beca.use 
it would be prudent for the applicant to withdraw 
gas as qu.ickly as allowed by the injunction committee, 
the staff's projection is superior to PG&E's estimate 
of no 'Withdrawals from Coalillga." 

We find the staff pOSition to be reasonable and adopt it for the 
purposes of this proceeding. 

Based on the foregOing, PQ&E's test period cost of gas for 
ratemaking purposes is as follo'WS: 
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• TABLE 1 

Cost of Gas 
Test Year 19 SO 

SUPPl3' Price Cost 
Source (Mdth ¢LPth (MS) -Calii"' or:c.ia 169',740 1$0.31 $306,0;8 

El Paso 315,445 195.67 617,231 
PGT-Canadian 331,5$8 45S.06 1,51S,~2 
PGT-Roeky Mountain- l..z0l2 12J·6~ 6%168 

Subtotal Purchases $20,78$ 29$.29 2,44$,329 
Withdrawal 1$,360 lO6.13 19,485 
Injection ~2:t2:z62 ~e_~ ~~z72Z2 
Total $29,172 294.04- 2,4'3S, 057 

(Red Figure) .Be Balancing Account 
In order to calculate PG&E's gross revenue requirement, 

it is necessary to ad~ to the cost of gas the balancing account 
undercollection, an adjustment for franchise fees and uncolleetib1es, 
and the gas department ~in found reasonable in P~'s most recent 
general rate case, D.91l07, dated December 19, 1979, in A.SS54S/6. 
Of the adjustments, the only issue among the parties is the balancing 
account balance to be applied. 

At the time of the application PG&B basee. its request on 
the recorded balance in its balancing account or $275,01;,000, as 
of September 30, 1979. By subsequent ex...'lUbit it updated the record 
to include its recorded balancing account balance as of Nov~ber 30, 
1979, Which is $345,699,000. This is unaudited, but no party objects 
to the use or the more ~ent balancing account info~ation in these 
proceedings, as long as it is understood that such use is subject to 
later audit • 
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St a£! , does propose two adjustments to the 'baJ.ancing 
account, relating to the accounting treatment of sal~s of gas 
'by PG&E to SoCal, and certain amortization charges on odorizing 
facilities. The effect of these adjustments is to reduce the 
'balancing account 'balance by $5,214,000 to $340,485,000. 

By far the larger part of the adjustments (over $5 million) 
relates to the issue of the accounting treatment. This issue is 
51lTDmarized in the following excerpt from sta£f Witness Pulsifer's 
testimony: 

"In PGandE's pending Application No. 5S$92, filed 
May 25, 1979, requesting an increase of approxi
mately $274 million in gas rates, the staff 
accountant took exception to PGanCE's accounti~ 
treatment for recovery of c~-ng costs on gas 
withdrawn from storage and sold to SoCal. 
PGa:c.dE recorded a portion of the sales revenue 
received from SoCal in Account No. 495 - Miscella
neous Gas Revenues. T!lis revenue, in the amount of 
$4,317,000, representing the carrying costs on gas 
Withdrawn from storage, was not credited to the 

. S.A.Vj. account. Tbis issue is still pending as of 
this eurrent proceeding. 

"The sta££ accountant recocmended in Application 
No. 58$92 proceedings that such revenues should· 'be 
credited to the S~ Balance Account in order to 
state properly the undercollection in the authorized 
test-year.·,margin. The 'basis for the staff accountant's 
exception to ?G~dE's acco~ting treatme~t of 
revenues related to' SoCal sales "Wi thdra:wn from gas 
storage is that PGandE excluc.ed from the SA."N! account 
,revenue representing the gross margin ea.-ned. on the 
gas sales 'Withdra"v'v'n from storage. The g='oss margin 
earned by PGandE on such saJ.es equaled SO.45 per 
decatherm sold. Since this revenue co:c.tribut~d to 
the overaJ.l gross margin ea..-:c.ed by the Gas Depa."""t
ment, and since it was the direct result of a 
change in sales vol1JI!le, it is the sta.!f accountant's 
opinion that the gross margin revenue of $0.45 per 
decather.n ear:led on SoCal saJ.es should 'be includ.ed 
in determining the recovery of the authorized. test
year gross mar~-n. PGandE's method Wbich excluded 
this gross margin revenue from the SJ.M account under
stated the recovery of the test-year mar~ • 
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ffPGandE's position with re~pect to its accounting 
treatment of SoCal sales revenue is set forth in 
Advice No. 1019-G, dated. Dece:nber 18, 1979. PGand.E 
intended. that the gross margin revenue of $0.45 per 
decather.n or sales from storage "Ilould be usee. to 
recover carrying costs on gas Witherawn from storage 
not otherwise recoverable through base rates. 

fflt is the sta:f'! accountant's opinion that PGandE's 
method of recovering carrying costs on gas inventor/ 
in excess of base rate recovery constituted a 'rate 
adjustment relating to rate base items' as described 
in DeciSion No. 90424, dated Jt:.ne; '19, 1979, 1::1. 
Applications Nos. 58469 and 58470. According to that 
deCision, rate adjustments relati~g to rate base 
items should only be considered together ·Aith overall 
test-year earnings in a general rate proceeding to 
avoid unbalanCing customer and investor interests. 
Accordingly, the staff accountant recommends that 
SoCal gas revenues recorded in Account 495 should be 
included in the S~ account. As of September 30, 1979, 
the GCBA undercollection should be reduced by 
$4,452,000 including interest or $195,000 in order to 
re~ognize the recove:j" of the test-year :c.argin resulti:lg 
from SoCal sales withdra'Wn from storage." 
PG&E argues that it is appropriate that it recover the 

carrying costs on its excess gas from a third party (SoCal) since 
it was unable to recover such costs f'rom its ratepayers. This 
argoment is without merit. 

PG&E's argument proceeds from a false premise. In 
contending that because recorded carr,ring costs exceed test year 
estimates it has not been compensated it ignores 'basic regulatory 
principles. 

The prospect that recorded levels Will be more or less 
than· test year levels is a risk or opportunity for the utility 
that is taken into consideration 'in deter:c.ining a reasonable rate 
of' return in a general ra.te case. There is no relevance to an 
isolated single year comparisonon either side of the equation. 
PG&E has been "compensat'ed" for the risk. ·ile agree with 
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Mr. Fulsi!er that PG&E's treatment is analogous to the rate 
base offset adjustment that was previously rejected in D.90424. 

PG&E's method also appears unreasonably arbitrary. 
The notion that stored gas is sold to SoCal, while flo~g gas 
is sold to its o~ ratepayers, is apparently supported only by 

tho intended result ~. that is, it is a fiction ·Nith no purpose 
ot:!:ler than to justi!y the ratemaking treatment. 1£ we adopt 
PG&E's method, then it is necessary to consi~er whether it should 
have lef't the gas in storage for its o~ ratepayers and cut back 
on Canadian deliveries. Mr. Pulsifer's ratemaking treatment is 
reasonable and should be adopted.. 

Staff's other adjustment relates to a charge of 

$1,0$2 per month included by PG&E as a component of its PGT 

cost of gas. The charge is attributable to cost recover:; for 
facilities in Malin, Oregon, used to control the odo::-3nt level of 
PGT "gas. Staff' takes exception to the inclusion of' these charges 
on the ground that they are fixed in nature and bear no direct 
relationship to the cost of purchased gas. We agree With staff as 
to. the appropriate treatment vf these charges, and observe that, 
although the specific dollar amount is minor, the principle is 
important and may be a precedent in future proceedings. 

The adopted balance, $340,485,000, includes an adjustme::lt 
to reflect approximately $67.1 million for supplier ref'unds 
preViously credited to the balancing account. The Cali£or:na 
Supreme Court in California Manu!'acturers Associa.tion v Public 
Utilities Commission (1979) 2.4. Cal 3d $36 reversed this Corrm:ission!7s 
treatment and required that refunds be made. A refund plan has 

been approved. PG&E asks that it be ~thorized ~o collect 
these revenues so that refunds may follow. TURN proposed that 
collection or the revenues be deferred. 

We find that it is reasonable to provide for the :-eeovery 
of the money to be refunded in this proceeding. PG&E's substantial 
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undercollection and the high interest rates make delay of rocovery 
unreasonable. Unnece~sary delay ~\making the refunds is undeSirable,lI 
in light of the Supreme Court's determination that refund shall be 
made. 
C. Gross Revenue Reauirement 

Based on this discussion, PG&E's gross revenue requirement 
is derived as follows: 

TABLE 2 

Gross Recoverv Amount 

Current Cost of Gas 
Gas Cost Balance Account 

Subtotal 

Adjustment for Franchise Fees 
and Uncolleetibles 

Base Cost AmOtlllt 
Total 

$2,43$, 0;7 
?k.0,L.S5 

2, 77S,542 

26,535 
536%$65 

3,34.1,942 

The additional revenue required to attai: this gross 
recovery amount may be calculated by compari:gthe revenue produced 
by test year sales at current rates 'With the gross amount requ.ired. 
For purposes of this calC"J.lation ?G&E's estimate of sales to 
customer classes ~s adopted, 'With the assumption that gas supplies 
exceeding PG&E's test year estimate 'Will be sold to PG&E" s 
electric department on the G-55 schedule. 

11 A refund plan has been approved -oy Resolution No. G-2343 
on April 15, 19 SO • 
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• TKBLE '3 

Adot>ted Sales 

Sales 
(Mth) 

Present Rate 
(~tho~t Interim) 

Revenue 
Customer Class 

Residential . " . 

Customer Months 
Tier I 

II 
III 

NonresidentiaJ. 

32,279 
1,704.,S29 

503,880 
1327 ?1,1 

2,344,,540 

G-2 Customer Months 2,059 
Commodity 1,7$9,9$0 

G-50 $63,520 
G-52 697,·200 
G-55 1,775,0;0 
G-57 1~6%;F ;,2 ?, 0 

• Resale 
G-60 LL 
G-60 NIl, 

15,367 
30,233 

• 

G-61 L1,· 
e-61 NU. 
0-62 tt 
G-62 NLL 
G-63 1,1, 
G-63 NLL 

SoCal Gas 

2,Ol6 
1,724 

462 
72$ 

21,;60 
?1%~20 J:6j, 10 
~t6?0 

8,,7~O 

TP.BLE 4 

Gross Additional Revenue 
Gross Recovery Amount 
Revenue at'Prese:o.t Rates 

-14-

$1.20 
23.373 
40.4£)6 
50.0l4 

1.20 
34.$41 
40.062 
34.062 
30.062 
36.109 

22.13~ 
27 .. 656 
22.091 
2'7.614-
22.091 
27.614 
22.O9l 
27,6l4 

30·559 

$3,34l,942,000 
- 2.61S.512:000 

723,430, 000 
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The gross additional revenue represents the amount to 
be authorized in these consolidated proceedings. Based on the 
adopted sales levels, the amount ot revenue yielded by the interim 
increase must be recalculated; at 3.eOe c~ts per ther.: the revenue 
effect is $304,$96,000. Thus the additional increase to be spread 
in this i"1n31 order is SUS, 534,000 • 

. 
D. Prudeney . _ .......... -_ ... 

There was. one other issue raised With respect to revenues -
TURN's proposed "prudeney test". As stated by TURN's witness, 
Dr. David S. Schwartz, the substance of the proposal is as follows: 

"I recommend that the Commission require PG&E to 
reduce their Canadian volumes to 9~ of contract 
obligation and substitute do~estic natural gas. 
At a minimum the COmmission should require PG&E 
to continue its gas purchases i"rom El Paso at the 
1979 level oi" 335,$11 Math. In addition, I 
recommend that the COmmission require PG&E to 
demonstrate in future a~~lications to increase 
rates under the gas adjustment clause that they 
have procured the lowest cost available gas 
supply. If the Commission finds that PG&E has 
not ootained the lowest cost available gas 
supply, then a reduction should be reflected in 
purchased gas cost oased upon a prudeney judg::lent 
by the Commission." 

These points are elaborated upon £u.~her by ~~ in its brief, 
wherein 5 specific provisions a.-e proposed: 

"1. Any discretionary Canadian purchases Will be 
deemed imprudent i! domestic gas is available 
as a cheaper substitute. 

"2. A discretionary Canadi3!l purchase 'W'ill be 
deeQed imprudent if it results in additional 
sales to G-55 at a ti:ne when fuel oil is 
available to PG&E at a cheaper price. 

"3· A discretionary Canadian purchase Will be 
deemed icprudentif it results in additional 
s·a1es to G-55 ~ the tmd.erlift or storage of 
contract fuel oil at a time when that fuel oil is 
cheaper than the combined cost of Canadian gas plus 
the underl~t or storage cha..""'ge • 
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" 4. If <iiscretiona...-.r Canadian gas is purchased 
and the result is additional sales to G-;; 
at a rate less than the cost of Canadian gas, 
the cost differential betwee~ the Canadian 
price and the ,G-55 rate "dill be <iisallowed 
as a gas department expense and imputed as 
an electric department expense. 

"5. ?G&E shall be ordered to attempt renegotiation 
or the contracts between Alberta and Southern 
and the Canadian gas producers in order to 
provide £lexibility for purchases below the 
90% level ·d.ithout take-or-pay penalties. 
PG&E should report on the progress of these, 
negotiations in each GAC application." 

PG&E objects 'to TURN's proposal as ur..reasona.'bly rigid 
and destructive of its needed flexibility 'to adjust for changing 
conditions. It contends that as a combination gas and electric 
utility, it has an obligation to secure the most economic mix of 
total energy supplies consistent ~th preserving its ability to 

provide reliable service.· It c'haracterizes 'l'O'R..?t's proposal as . 
addressed to gas purchases as they apply to gas rates in isolation. 
PG&E asserts that as a combination utility it cannot and should 
not purchase natural gas from such a l-imited perspective. Instead, 
systemwide demand should be taken into consideration and a compre
hensive fossil fuel procurement strategy designee., While the utility 
constantly evaluates factors and remains flexible. 

We agree with PG&E that the specifiC prude:o.cy standards 
proposed by TURN are too rigid to be adoptee. in this proceeding 
Oll a !or.:nula basis for the 19S0 test yea:r. But in view of the 
significance of-these issues and the expeetation that prudency Will 
emerge as an issue in subsequent proceedings 'I it is appropriate 
that this Commission offer certain guidelines by way of comments. 

A pruden~ test is implicitly p~esellt 1:0. any rate 
proceeding. Only costs prudently in~d may be recoveree from 
the ratepayers. In offset proceedings this test necessarily requires 
an estimate of reasonable expenses for the test ye:a:::, and an exami:lation 
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or the reasonableness of recorded expenses included in the balancing 
account. The test year estimate does not amount to a determination 
of the reasonableness of the associated pro~ement strategy. 

So it is that the adopted sales estimates in this decision 
do ~ot operate as a substitute for PG&E's obligation to prudently 
manage its gas supply resources. The use of the Canadian contract 
minimums for setting rates does not conclusively indieate that 

neither does it 
indicate that purchases up to the mi:C'Snnml are prudent. It is merely 
a reference point for setting rates. 

The basic prudency test is economic - if the gas 'fJJ.3.Y be 
sold for more than it is bought for, then the purchase was plainly 
prudent. But there may be ar.y ntmlber of cirC'Umstances that support. 
the purchase of gas where the simple economic test cannot be met. 
In these cases the burden of proof is on the utility to justify 
its procurement strategy .. 

The ratemaking choices are to allow the dollars to be 
recovered, to disallow the dollars, or to allow recovery, but in a 
subsequent general rate ease proceeding. 

As regards the specii"ic facts of this case, We decline to 
go as far as proposed by TUlU~ and "require" that PG&E reduce its takes 
of Canadian gas to the minil:l:ru:m. contract level.. But we are concerned 
that the availability of offset relief dampens PQ&Z's i~centive 
to mi:cimize its Canadian gas costs, and in futu:-e proceedings it 
Will not be sufficient justification on PG&E's part that the volumes 
purchased are the minim1.:lms in the contracts. 

Up to this point the "take or pay" provisions in PG&E· s 
export agreements have been taken as a given, largely because the 
anticipated decline in El Paso deliveries left a sense of inevitability 
to the continued reliance OIl Canadian supply.. But the combination 
of cireumstances likely to prevail during the test year - m~ 
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Cali!ornia. deliveries, con~inued high El Paso delive~es, ~~d 

.a"ound~'"lt hydro,' could. produce the previously u:l1ikely si tua'tio=. 
even the contract :e.::.i:::n::::s a.~ ::.ot reCi,ui::-ed. In this contex: 

that 

Without o!!set relie! we ~d expect to see ?G&Z unde~ake so~e 

e£!ort to reduce its Canadian obligation through re~egotiatio~ or 
its contracts or otherh'ise. The mere availability olf offset relief 

does not aJ.ter our expecta-eio:.s. 
One addicional matter merits discussion in this context. 

that being TL~'s contention that PG&E. by virtue of ics corporate 
affiliations, may have ~ special interest in purchasing amouncs of 
Canadian gas in excess of what best serves the interests of its 
ratepayers. TUR.~ has failed to subs.tantiate this contention. and 
what evidence is available suggests strongly that such suspicions 
are without merit. 

Tescfmony taken in this proceeding and included by reference 
from prior PG&E gas cost offset proceedings indicates that PG&E has 
an ownership interest in Alberta and Southern Gas Company (A&S), which 
purch~ses gas from 80 to 100 different producers, through the Alberta 

~pctrole~ Marketing Commission, an agency of the Alberta government. 
A & S pays certain transportOltion charges, and resells the gas at 
the U.S.-Canadian border to Pacific Gas Transmission Company (PGT), 
which transports the gas to the California-Oregon bord~r where it 

'. 

is resold to PG&E. PG&E also has ownership interests in PGT and in 
Alberta Natural Gas Company (A.~G), a pipeline company which'provides 
transportation ~cross British Columbia for the gas owned-by A & S. 
The evicience demonstrates that the' revenues of each of ~hese ~hree 
PG&E affiliOltcs-A & S, ~~G. and PGT-~re determined on a cost of service 
baSis, providing for the recovery of their costs of operations plus 
a specified return on capital investment, as ,determined by the 
jur.'isdict1onal regulatory agency, either a Canadia.."1 govern:nent 
rJgC!J:l.c:j' or, in the case of PGT, the PERC. Thus, the earnings of these 
companies are unaffected by any variations in Canadian delivery 
vo~umes within the range of possi~ility considered in this proceedin~. 
There is no evidence of record that PG&E has any ownership interest 
in any other entities associated with the chain of production or 

411fransmisSion of Canadian gas. 
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VI. Rate Design 

A. Introduction 

!~ the ~ece~tly decided p~ ge~eral rate case decision, 
D.91107 (A.5eS45/6) dated Dece:oer 19, 1979, we stated: 
• "The rate design p~~cip1es adopted i~ tr~s 

generaJ. rate proceeding serve as a basis fo::: rate 
~esi~ in this ?rocee~:g ••• ~~d in subsequent 
natural gas offset proceedings ~til a deciSion 
is iSsued 1:::. a zubseque:t g~nera! :-atei::.crease 
proceeding." (Mi:eo. p. 1;7) 

The spee~ic rate desi~ criteria adopted in D.91107 ~e the 
follOWing: 

,,( a) 

"('0 ) 

"(c) 

"(e) 

The rate reviSion shall produce the tOtal 
reve:ue re~ire:ents dete~ned to be 
reasonable, based on the adopted level 
of sales. The i::.cre3.Se in ra:tes :1ecessa.-:r 
to produce the total revenue requi!"'e:e::.t 
shall be- spread in p:-oportion to the 
£olloW"f..ng criteria. (The a.verage Sjste:: 
rate is total revenue requi:::e:ent divided 
by the total sales.) 

No increase shall be ::ade i!l C"J.stomer (de::1a:ld) 
charges. Inc!"eases shaJ.l be made only in 'the 
comcoC.1ty rates. 

The average lifeli=.e rate shall be 25 ?er~ent 
below the average ~jste= rate. 
Sched'1JJ.e G-2 rates shall be dete~i!led in 
reference to the av~rage sjste~ rate (less 
11£ eli::.e sal es a::.d :-eve:mes). 

The Schedule 0-50 rate sr~l be re!ere~ced 
to the esti=atec ~~ent price of No. 2 f~el 
oil (0:" at a ?:"e:!~ above the Sc~edule G-S2) rate). 

"(f) The Schedule 0-52 :-ate shall be :::efere:lcec!. to 
the esti:latee. C"J.::-:-ent price of No. 6 low-sulpl"..t::" !"uel oil • 
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• "(g) TJ:.e Schedt:.le G-55 rate shaJ.l be re!ere::.ced to
-ehe cur:-e::.t priee of" No. 6 10-w--Stl1phur fuel oU 
purchased by PG&Z. 

"(h) The Schedule G-57 rate shaJ.l be referenced to 
the current price of No. 6 lo'W'-su:!:ohur £uel 
oil purchased by Edison. ...', 

"( i) ResaJ.e rates to all ::-esa.1e eustOtlers (excludi:lg 
SoCal Gas and Palo Alto) shall be re£erenced 
to the average systea cost of gas except that the 
quantities represe:c.ti:c.g lif'eli:::.e sales of each 
resale customer shall be 20 percent less than 
the nonlif'eline rate. ' 

"(j) '!he residential blocks s~...all be on an inverted 
rate schedule, with the last block having the 
highest race. !he average rate paid by a 
residential eustomer using ~Nice the lifeline 
quantity should approx~te the G-2 rate. The 
average rate for residential customers using 

, three tiQes :he lifeline q~ntity should 
approximate the G-SO rate." 

These eriteria are applie~ herein w;tn,slight codification to 
developments on the record. 

re!leet 

• B. Objections 

• 

Various parties' object to our policy of basi:g rates for 
low priority C"J.Stomers Oll alter:late fuel costs- Insteaci, these parties 
propose that rates be based on "cost of service". ~-is is the 
position supported by ~ ~~ Ke~~cGee, SPCC, Spreckels, Edison, 
and Canners. In support or this proposition "cost of se~ce" 
studies were ofr ered by eM! and Kerr-McGee - CZt.J.. also sponsored. 
the testimony of" Dr. George Schink, who testified in favor of rolle<i
in, rather than i:.creme::.tal, gas :priees. Kerr-McGee o£fered. a 
package of materials from prior l':"Oceedi:lgs. 

!hese proponents ofWcost of se=vice" insist and :persist 
in spreading gas costs on a unif'Or.:l cents per tl:er:l "oasis in 

their studies. This allocation method is unreasonable i:l. vie·/t o£ 
the gas priority system and the d.1£fe:-ent prices paj,d cii!'!"ere::.t 
suppliers. We find such studies to be of :::'0 :probative value i:l 
setting gas rates • 
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Any attempt to calculate a meaningful ffcost of service" 
must reflect the low priority s~atus of in~ustrial boiler fuel 
customers and the variable nature· of -gas supply. To the extent that 
gas supply is a function of price, the cost of gas to serve low 
priority customers includes not only the commodity cost of the 
specific gas sold to those customers, but also the incremental 
cost of the gas sold to high priority customers above the price 
that would be sufficient to produce enough supply to serve only 
high. priority demand. This principle is crucial in analyzing the 
transition from a regulated to an unregulated market, as in gas 
supplY.~ . . 

,CMA's Schink testified regarding the results of a stu~y ~y 
Wharton Econometric Forecasting ;~so~iates, Inc. which sought to 
examine the "differential effects on the U.S. economy of various means 
of reeovering the higher natural gas costs associated With the 
decontrol of natural gas prices." ' According to CYJA, the results 

"lead to the conclusion that residential customers 
would be worse of! With full im~lementation of 
incremental pricing th~ if it 'were lizited to non
exempt boiler fuel customers. Further, such customers 
are worse off with any sort of incremental pricing . 
than with increased gas costs simply spread uni!ormly 
over all sales. ff 

A Simple illustration will demonstrate the poi~t. Suppose 
that 20 therms of gas will be proo.uced at 4.¢ per thenn, and 
that 25 therms will be produced at ;¢ per them. The cost 
of the additional 5 ther.:s is obviously not 5¢ p~r the~; it 
must include the additional l¢ per the~ paid for the 20 therms 
that would have been produced at the lower ~rice. Thus the 
cost of the additional 5 therms is ;¢ + 20/5 = 9¢ per therm • 
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We find Dr. Schink Y s study to be of :0.0 meaningful use 
in this proceeding. The assumptions underlying. the study 3:"e 
highly speculative and not particul~ly appropriate for C.aJ.if'or.ru.a .. 
We also have trouble reconciling his cent~al thesis with another 
economic theory cited by CMA - marginal cost pricing results in the 
most efficient utilization of resources-

CMA warns that our rate design policy as interpreted 
by the staff' "results in the masking of the real cost of energy 
to millions of residential customers. They will fail to eh.a::lge 
consumption habits and fail to purchase energy savings hardware 
because they have oeen misled conce~-ing the true cost of natural 
gas" • First, we conclude that the inverted rate does provide a 
ve%7 real. signal to the residential ratepayers. ~cond, we see no 
basiS for "misleading" the industrial customer regarding the 
"true cost" of natural gas. 

The industrial customers testifying before this C¢ramission 
have vividly depicted their conservation efforts resulting from 
the higher gas prices. This testimony indicates that the rate design 
has succeeded in this rega.~. Several have mentioned even resorting 
to coal, so that sales will be lost to the utility. We consider 
such action consistent With the national energy ?Olicy, as we 
understand it. Most of these customers have expressed a:c. interest 
in new or additional cogeneration. We consider this an exciting 
expression of the validity of our rate deSign and point out that 
this is an application of ~ energy saving hardware" that largely 
eludes the residential ratepayer, no matter how high we set the 
rates. 

We do not mean to slight the conservation potential of 
the residential sector, and therefore have provided steep ~version 
of the rates. And a.l though staff and Dr. Seh'W3rtz agree that the 
lifeline sales are relatively inelastic, we think that it is 
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l.ikely 'tM't some conserva1:ion can be achieved within this sector 
of usage, so that it would be inappropriate to shield lifeline 
resic~ntinl ~u~tomcrs from shari.n? P.1'!Y portion of the :-u:-c.en of 
incr~esinz Z~S supply costs. 

• 

• 

There is ac.di-::1.onal evidence in -:he record t.h3.t we 
fine. quite c~pelli::.g in support of our ~ate design poli~. This 
includes the statements of the National Energy Boa.-c or Canada in 
its Januar/, 19$0 Report to the Governor ~ Cou.~cil ar~ouncing the 
increased price, and DOE/ERA Opinion ~d Order No. 14, authorizing 
the interim t:portation or C~~adi~ gas at the higher price. 

The National Energy Bo~d stated the !ollo~~ng: 
"While the general proposition is tr~e that provided 
the price of Ca.."'ta.di~ gas is not h!.gher tr..a."l 'the 
marginal cost of energy to the United States as a 
whole (i.e., the cost of OPEC oil), markets should 
'oe availa'ole to Canadia."l gas, although this :lay not 
happen aut06atically. United Statez ma.rket ~pe~ections 
for natural gas could slow or inhi'oit.a rea.-r~~g~ent of 
sale:; of Canadien gas fro: those :narke-:.s where it 1·s o·.rer
priced to t~ose where' i~ c~~ ce sold at the goi~ price. 

ffOn the one h~~d, theproeess is aided by the practice 
of rolling-in 0;: a7e.!"'aging gas froe dif!'e:'ent sources 
into a single price, 'out the e!'i"ect of tl".is varies 
rrom region to ~gion dependi~g on the proportion, 
of Can~ian gas sold. On the other h~d, the ,process 
is impeded 'oecause O?BC. oil is rollec.-i:l with lower 
cost indigenous c~de oil and the result~t price of 
No. 2 and No. 6 fuel oils :ay be less than the price 
of Canadian natural gas. ff 

We see no point in aiding the Ca.."'la.dia..~s in recovering their higher 
ga~ ~rices 'oy ffrolling-in" the price. 

,. DOE/ERA Opinion and Order No. 14 add:-esses the CanD.c!.ia.."l 
increase and rate design in the follOWing ter=s: 

ffGiven the substantia! increase in th~ price of these 
flowing imports and the pUr?0ses that are intended to 
'oe served by incre:ental prici~g, the public interest 
requires that all of that po~ion or Car.~d1a..~ gas i=po~s 
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which exceed 1977 'base yea::: volumes (as deter.:nined 
'by the FERC) should 'be incre::lentally priced during 
the period that the interi: approval of the new 
Canadian export price is in effect. Allowing the 
price to 'be rolled-in with other, cheaper domestic 
pipeline supplies would mask the true cost of the 
gas and would result, in effect, in a subsidization 
of the high-cost imported fuel. Such distortion 
would impact negatively on our overall energy policy 
by sending to low priority gas users a false signal 
as to the true cost of these supplies and postpone 
conversion to se~e, domestic alte~ative fuels 
or other domestic sources of'natural gas. Under 
Section 207(c)(2) of the NGPA, therefore, we conclude 
that the incremental pricing provisions of Title II 
should apply to the projects authorized today to the 
extent that the approved volumes exceed the ~espeetive 
volumes imported by the companies involved during 
the 1977 base year." 
This language does not compel our rate deSign policy, but 

it strongly supports it. Thus we find our rate desigtl policy 
~ consistent With national energy policy. 

~ 

c. ReSidential Rates 
The comments of the various parties suggest that the 

criteria relating to residential rates need to be. refined. In 
particular there are indications that the te:-:zl "average li£eline 
rate" in (c) is ambiguous and that the criteria for developing 
the tier III rate in (j) may yield a. tier III rate that is lo:wer 
than the tier II rate, contrary to our expressed policy that the 
tier In rate will be the highes't rate on the system. 

St:al'f re eomme:lds that cn tenon (c) be modif'ied to 
re£erence the lifeline quantity to the Winter allow~ce of 106 ther=s 
for zone X, and that the language be then changed to: "The a.verage 
lifeline rate should approximate 78 percent of the average system 
rate" • Basing the li£ eline quantity on the winter allowance is 
alleged to be reasonable because the gas bills are larger and thus 
have the largest influence on what C".lstomers pay. The 7S percent 
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relationship is justif'ied as approximating the relationship of 
lifeline to the systeQ average that existed when PG&E's average 
system rate had increased 25 percent over the January 1, 1976 
level. The substitution of the term "should approximate" for 
"shall~ is suggested to provide flexibility. p~ supports the 
staff recommendat~on in its brief. 

~~ proposes a different method, which it characterizes 
as simple, fair, and workable. It proposes that the adoptee. 
residential customer charge revenues be divided by the adopted 
total 11£ elbe sales to yield an average cents per ther:n factor 
for the customer charge. Under TURN's proposal the sum of the 
average customer charge factor and lifeline commodity rate would 
equal 75 percent of the system average, rate. It characterizes the 
starf method as intended Simply to generate more revenue from 
lifeline B:l.d not fair or reasonable • 

We find that the method of calculation proposed by 
TURN is most simple and workable and is consistent With our 
intention in developing tha rate design cn teri~. The· star! 
method is keyed to lifeline percentages as they apply to PG&E 
and may not be adaptable to othe:- companies, pa:"ticularly since the 
7S percent factor is apparently a historical accident, depending on 
the extent that lifeline rates had be~n already ~plemented for a 
particular utility as of January 1, 1976. 

With respect to the tier III rate, staff correctly points 
out that under the present formula the tier III rate tends. to fall 
below the tier II rate as the average system rate approaches the 
G-50 rate. Starf proposes to modify the guideline to' provide: 
"The average rate for residential customers using three times the 
lifeline quantity (tier III) shall be the highest system rate". 
The intent of the proposed modification is reasonable out would be 
bett~r achieved by the. follo...r...ng langtlage: "The average rate for 
residential customers using three 't.imes the lU"eline quantity shaJ.l be 

• higher tMn the rate for ar.y nonresidential customer class." 
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D. Alternate Fuel Price 
Rate design principles (e) through (h) refer to this 

COmmission's p~liCY of setting rates for ~ow priority customers 
".'lith reference to the price of altemate -fuel. The central issue 
in this regard is the int~rpretation of the data. 

In previous cases this CommiSSion has relied on published 
prices in Platt t s Oilgram as the basis for its determination of 
:z:l ternati ve fuel prices for priority 3 and 4 customers. In this 
proceeding both P~ and staff have offered Platt's published 
information, adjusted as each considers appropriate. In addition, 
the record contains information regard.ing recent prices paid. by 
?G&E and Edison for fuel oil purchased for electric generation. The 
state of the record and the parties' contentions are summarized in 
this excerpt from PG&E's brief describing the positions of PG&E, 
staff', and TURN with respect to the G-52 rate: 

"The diff'erent ways PGandE, the Stai"f and TURN 
approa.ch alternate fuel based rates can be Seen 
most readily in the recommendations on the G-52 
rate. The various rate proposals for Schedule 
G-52 have been based on price iD.!onation for 
No. 6 !uel Oil, the alternate fuel for Schedule 
No. G-52. There are two basic sources for the 
infor=ation-PGandE' s purch~s and Platt's Oilgram. 
PGanCE's pi:.rcl'lases of No. 6 oil are reflected in 
Exhibit 29. Converted to a cents per them figure, 
PGandE's purchase price for December, 197.9 and 
J anua.-:r , 19 SO were J S.17 ¢ and. 41.65 ¢ per then, 
respectively. Bas~d on the Staff's conversion 
method, PGandE's January 19$0 purchase price for 
No. 6 oil was 43.66¢/the~. 

"The Platt's infor.nation is developed in Exhibits 
39 and. 44. Unlike the PGandE purchase prices, the 
Platt's figures for No.6 low sulfur fuel are not 
based on any actual West Coast transactions 
involving this fuel. Indeed, Platt' $ does not 
even publish a low sulfur No. 6 price for the West 
Coast. Instead, Exhibits 39 and 44 develop a 
figure from Platt's by ap~lying a ~if!erential between 
high and low sulfur No. ~ oil to Platt's published. 
figure for high sulfur No. 6 oil on the West Coast. 
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Those calculations 'Orod.uce 'Orices for No. 6 low 
sulfur fuel oil ran~ng from 44 to 46¢/therm in 
December and January to 4$. S)~/therm in Fe"oru.ary. 
Comparing PGandE's purchase prices to' the Platt's 
derived figures, one quickly sees that the PGandE 
prices are slightly lower than the lowest comparable 
Pla.tt's figure. 

"Given this same range for No. 6 fuel oil prices, 
from PGandE's purchase price of' approximately 3$¢ 
to 40~ per the~ to the high Platt's derived figure 
of 4S.S3¢ per ther.n,. PGandE, TURN and the Staf'! each 
arrived at significantly different G-52 ~ate proposals. 
TURN recommends a rate of' 45.S¢ per ther.::l, :lear the 
upper end of the Platt's range. Staf'f' suggests a 
rate of' 44.2¢ per the~, setting the rate slightly 
below an average of the low Pla'Ct' s prices :tor the 
December-January period. And PGandE arrives at a 
G-52 rate between 4J..;3¢ and 42.2¢ per ther:n by 
revie'Wing the range of No. 6 oil prices with special 
weight given to PGandE's price of' No. 6 f'uel oil." 

We will adopt PG&:E's proposal and set the G-52 rate at 42. S7 4. cents 
per therm. This is a departure !rom our usual practice of' 
relying on staff adjustments to Platt's data, but is justif'ied 
in view of the uncertain condi tio:c.s that may prevai.l in the oil 
market resulting from the expected abundant hydro power and the 
resulting reduced utility oil re~rement. 

With respect to the G-50 rate, the applicable c:-iterion 
provides that the rate shall be referenced to the price of No. 2 
fuel oil, or at a premium above the G-52 rate. Tbe point of the 
alternative is to allow the Commission discretion to recognize the 
potential for induced investment when the price of No. 2 fuel oil 
so much exceeds the price of No. 6 fuel oil that rates set based 
on each would cause eustomers to ~Nitch fuel oil' capability merely 
to be eligible for the lower gas rate. 

The existing differential between G-50 and G-52 rates 
is 6~ per ther.n. The d.ii"ferentia1s proposed by staff, PG&E, ! and 
TU'Rl.'f are 3.6~, 7¢, and and 3¢ respectively. Based. on evidence 
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developed in the record by staf~ witness Miller we are concerned 
that the existing difference provides an undue incentive for 
wasteful conversions. We have previously utilized a 3¢dif~ere~ce 
Without apparent switching of' capability. Therefore we adopt a 
3¢ differential in this proceedi:lg. 

With respect to G-55 and G-57 schedules the criteria 
call for these rates to be set 'based on the alternate fuel prices 
of PG&E and Edison respectively. Staff proposed ratesof 36¢ pe:
them and 39.97 ¢ per ther.:n based 011 PG&E's and Edison's Novem'ber 
fuel prices. 

PG&E contends that despite the Commission's deciSion, 
low sul£ur fuel oil is the wrong alternate fuel for G-57. It 
points out that the Cool water plant is in an area where higher 
sul£ur oil may 'be burned, and that it is essentially the same 
type of customer as the power plants served. under G-55. There£ore 
PG&E recommends using the price of oil purchased by its electric 
department as the appropriate alternate fuel price for G-57, and. 
proposes a 39-40¢ rate. 

The original staff position in A.59249 also proposed a 
u:c.il:om G-55, 57 rate, but on a different "oasis than PCi&B. Sta£f 
witness Miller characterized the purchase of gas by the electriC 
utility as more like the purchase of spot market oil than like 
the long-term contract purchases which are for relatively fixed 
amounts. Therefore he proposed that the rate be set 'based on 
current market conditions at the same level as the G-52 rate. 
TURN concurs with Mr .. Miller's approach and proposes a rate set 
at 45.55¢ per therm. 

Edison objects generally to ~he use' or alte~ate fuel 
prices in setting rates, but points out that the Commission has 
previously discounted its gas price to rerlect various costs in~ed 
by an electric utility in substituting gas ror oil • 

-27-



'. 

• 

• 

A.59249, 59406 ALJ/jn 

We find the argument of PG&E and Mr. Miller convincing. 
For no other ~stomer class have We distinguished between two 
customers of the same industry based on different prices for the same 
type of fuel oil. The eurrent ~arket price-test proposed by 
Mr. M~~ller seecs an appropriate consideration. We are also committed 
on' ,an inter.m basis to a cogeneration incentive gas rate tied to the 
G-55 rate.. Therefore ·..,e adopt a uniform G-55, 57 rate that provides 
some benefit for cogeneration. 

E. SoCal Gas 
In December, 197$, PG&B and SoCal entered into a contract 

wh.ereby PG&E would sell to SoCal 75 Mcf of gas per day on a fi:r:z 
basis 'W'ith the potential for an addition:U 75 Me! per da:y" of best 
efforts gas. Under the contract, the price paid by SoCal is to 
increase based on increases in PG&E's system. average cost of gas • 
The contract was presented to the Commission and approved in Commission 
Resolution No. G-2259. 

Staff witness Miller proposed to disregard the contract 
terms and establish a higher rate. The basis for his recommendat~on 
is an analysis of changing gas supply cir~stances and a comparison 
of the rate level to the cost of Canadian gas. Sta£f 'Witness 
Fowler proposed a rate 'based on the contract ter.ns. 

PG&E and SoCal oppose Mr. Miller's recommendation. ,PG&E 
asserts that the Commission lacks jurisdiction to modify the 
contract. SoCal argues that the ~atter shoul~ be consi~ere~ only 
under circumstances ~ which substantial advance notice is given so 
that all relev~~t cir~s~ances should be considered. 

We agree that this matter should be ex:3m:i red in depth 
in the next PG&E gas offset proceeding and the contract te~ 
reexamined in light or the changes in gas supply poli~ announced 
by PG&E an~ examined ~ this decision. I~ the interim, it is 
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reasonable to set rates based on the contract terzs, but· only 
. under the assumption that the gas supply policy has not ehanged. 
For this purpose we impute the prior ~pply policy proposed by 

PG&E and the rate resu.l ting there! rom: 43. 0$7 ¢ per them. 

F. Palo IJ. to Rates 
Staf! witness Fowler testified that the G-60 rates 

authorized in D.-9l10S were calculated on a basis dif!"er...ng from 
that found. reasonable in D.S9315 and D.S9316 a:ld continued in 
D.9ll0S. He points out that the differential is expressed in 

percentage ter.ns and in eents per therm. Maintaining the pereentage 
differential as gas costs rise increases the cents per them margin 
unreasonably. His proposed reviSion is reasonable and shall be 
adopted • 
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Adop~~ Rato Design 

~ • Vl 
-..0 

Sales Present. Rate $/th Revenue Adopt.ed Revenue <J, . . ~ 
(Nt.h) (Inoludes Interim) {H$ ) Rate$/tl1 ( H$ ) Incress£!: .. 

Vl 
-..0 

Guslo.Tler Glass b 
0'-

Resident.ial 
CustO!1ler Mont.hs 32.211 $1.20 $38,735 1.20 $:38.73~ O~ ~ Tier . I 1, 701 •• 82'} .27181 46);3S9 .290)2 1.91.,946 6.8 
Tier II 503,880 .",.274 22),083 .5670~ 285,725 28.1 ::s 
Tier III 11518~1 .5)822 ?~1101 .66698 90.596 23.9 

2. 31~" 51.0 .J~050 798,320 .38814 910.002 11 •• 0 

Nonresidential 
0-2 CUst.omer Months 2.059 1.20 2.'.11 1.20 2.'.11 0 
0-2 Comnodi lr 1,7ll9.900 .3861.9 691,8W .41.562 791,650 15.) 

0-50 863,520 .39870 378.826 .1.5S14 396.131 4. 5 ~.-

G-~2 69',,200 .3is1O 261.,0)0 .',2S74 298.91S 1).2 

J, 0-55 1.115,050 .33810 «Jl,m .40366 716,517 19;2 

? 0-57 136.970 .)9917 5/.,671. ./,0366 55.2&) 1.1 
0-60 LL 15,367 .2591.6 3.9S1 ,200)2 I .. :ros 8.0 
0-60 NLt .. JO.233 .)11,61. 9.513 • ftJ]fP .. ',g&lfJ 12,885 35.1 • 
0-61. 62. 63 I.L 21,.038 .25899 6.226 ~ .30~26 '/.338 17.9 
0-61, 62. 63 liLt 3,..172 .311,22 10.'/38 .:38178 13.0lt6 21.5 
50Gel 29516~ .,)//)61 lO1.W6 ,/WI l~ll~8'l ~ 

5,662.180 2,125.oaa 2,431,940 

Total 8;006.120 .:36512 2,92J.M)8 .1.1139 3.341.91.2 1".3 
Tot.al NLt 6.)Ol.g..)1 .381.22 2./.21.2$1, .ltl.562 2,008,261 16.0 
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G. Soecial Consideration 
Several parties have requested that we recognize their 

status as exempt from the incremental pricing provisions of the 
NPGA and provide special treatment. Th:i.s includ.es va."""ious 
customers clai:ning an agricultural exempt'ion, schools Cue), 
Edison, and cogeneration. We are unable to provide ~'1' special 
treatment for these parties in this proceeding. 

Our discretion in this regard is severely limited by 

the large amount of the undercollection and the relatively small 
number of nonex~pt customers - representing o~y about 12 percent 
of the gas sal.es on Schedules G-2, 50, and 52. Based on the oil 
prices adopted in this proceeding any relief for these customers 
would have to be made up 'by the residential class, particularly 
lifeline. That result -llOuld be inconsistent With our guidelines. 

With respect to cogeneration, this Commission has already 
provided for a cogeneration incentive gas rate, 'by D.9llQ9, dated 
December 19, 1979. PG&S has responded by filing A.59459 to 
implement such a rate, and contentions in regard thereto should 
be raised in that proceeding. 

Port Costa asks for a freeze in its gas rates for one 
year while it installs alternate fuel capability.. It cites the 
case of the ammonia producers who ·were authorized special treatment. 
It characterizes itself as a large employer in its community whose 
survival is at stake. It also asks that it be given 60 days 9 notice 
of gas rate increases so that it may adjust its prices accordingly 
and pass along its costs to its customers. 

We are not able to provide such relief i!l 'tlns proceed.ing. 
The rate treatment for the ammonia producers ·Ilas based on substantial 
evidence of crucial public interest of a statewide, and even natio~ 
nature. As a P-4, customer, Port Costa is required to have alternate 
fuel capability already installed. Thus its request for a.c.d.itional 
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time to do so is a:c.o:nalous. Further, the frequency and magnitude 
of cost increases do not provide us the luxury of allowing 6Q-day 

grace periods from the date of a decision to its effective d.ate. 
The resulting 'U.ndercollection "w'lo'\lld 'be too great a 'burden. 

At the hearing, Mr. Ful ton, president of Port Costa, 
indicated that it is a prospective cogenerator and that coal 
may be a suitable alternate fuel ror such a use. He asked that 
PG&E be ordered to "proceed immediately with Port Costa Products 
Company in any way possible to develop cogeneration to the greatest 
e~ent feasible". 

We have previously imposed a rate or return penaJ. ty on 
PG&E ror its lack of effort in developing cogeneration. Port Costa 
appearsto be an ideal c~didate for a coal-fired cogeneration 
project on mutually beneficial ter:lls. Thus, though we 'Will not 
ord.er PG&B to'proc~ed as requested, we will exam"ne its relationship 
with Port Costa as we review its cogeneration e~forts in future 
proceedings. 

UC has proposed a change in the worciing of the "ApplicabilitY" 
paragraph or PG&E's Schedule G-;2. The proposed c~ge :odiries 
the alternate fuel capability requirement in a fashion previously 
authorized by this Commission in D-9l20l with respect to SoCal 
tariffs. There is ,no opposition to the change. It is reasonable 
and will be adopted. 

H. "Ra.te Design Mechanism" 
Sta£f 'Witness Miller proposed. that the COt:mlission adopt 

a rate d.esign. mechanism ....rith the intention that, 'With the adoption 
or certain parameters, the scope of rat~ desi~ issues in offset 
proceedings could be narrowed and rates predicted. 

Our adoption or rate deSign guidelines addresses much 
the same conce!":lS as Mr. Miller and acllieves a satisfactory' 
result in this regard. We do £ind interesting Mr. Miller's 
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discussion of "simultaneous" a::.d "sequential" ~ate in~reases, ·.and. 
we suggest that rate design testimony in future proceedings might 
profitably address these concepts, as Mr. Mill.er's discussion provides 
a useful basis for l.lnderstanding a rate design proposal Where the 
adopted revenue requirement is more or less than the revenue require-

\ 

ment underlyi:lg the rate calculation. 

VII. Othe-r ·'Issues . 

A. Zero Cost of Gas 
Staff witness Fowler recommended that "the cost ot gas 

available for sale and the related franchise fees and tIJlcollecti'bles 
be removed from the general rate case test year revenue require-
ment and transferred to the GAC proceeding. The revenue require
ment remaining for the test ye~ 'Would be known as "base revenue" 
and be S'"j'nonymous Wi til the SAM margin. This would si:::?lify de.termi::J.ation 
of GAC reve:lue. It has been authorized tor CP National and is proposed 
in the pending SoCal general rate ease proceeding. 

Although the recommendation appears reasonable, we refrain 
from adopting it in this proceeding. We prefer to defer consideration 
until the SoCal general rate case decision so that the matter may be 
f'f.Uly evaJ.uated. 

B. "Conserva.tion" Issues 
Robert G:c.'ai'zda appeared on oehal! of several protestants 

representing low income and minority persons and argued that the 
rate increase would be unneeessary i£ PG&:E had engaged in e£'f'eetive 
conservation efforts over the last decade. He o£,f~red several 
specific proposals for Commission conSideration and stated his 
intention to subpoena PG&E officials to test~y. The preSiding 
Atim:in:i strative Law Judge ruled that the specifiC areas were not 
relevant to a limited. purpose gas of'£'set proceeding. We affirm. his 
r.lling • 
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The particular matters raised by Mr. Gnaizda include the 
!"ollowing: conservation and the poor, a:l. energy ombudsperson, 
public me:nbers on the board of ciireetors, employee discounts, and 

affirmative action. A brief comment is appropriate as to the 
basis for our ruling. 

W1th regard to conservation and its ~pact on the poor, 
we have consistently resisted the introduction of a means test . 
into the lifeline concept at the Commission level. Sueh a poli~ 
development should come from the Legislature. The subjects of 
an energy ombudsperson and public board members raise major 
jurisdictional issues and are appropriate in either a general 
rate ease or at the Legislature.. Employee discounts have been 
conSidered i~ previous general rate eases and can be again considered 
there in the fUture. Affirmative action is a matter pending be!ore 
this CommiSSion in C.1030S, an investigation on the Commission's 
own motion. There is no basis for consideration of these issues 
in an offset proceeding. 

Findings of F~ct 
1. In Application Nos. 59249 and 59406 PG&E seeks a combined 

total increase in gas' department revenue of $945 million for the 
test year 19$0. The request reflects principally the increase in 
purchased gas obtained f'rot:l PG&E's principal suppliers, El Paso and 
PGT (Canada) .. 

2.. Inte::im Decision No. 91336, dated February 13, 1980, 
granted PCi&E interim relief' designed ~o produce an annual revenue 
increase of' $304.9 million. 

3. PG&E' s poli~ of ma.xil:lum placement of California gas and 
Canadian purchases at contract minimums is a reasonable basiS for 
setting rates .for the test year 19$0. 

4. Pc&':,,";~ s estimate of Cali:f'ornia deliveries is based on more 
current inf'or::.ation and is reasonable • 
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5. Staff's estimate or El Paso deliveries best reflects 
~rrent information and average year weather conditions. 

6. Sta£f's estimate of Withdrawals from Coalinga Nose 
is reasonable and reflects prudent policy judgments. 

7. The ~se of the November 30, 1979, recorded balancing 
account balance subject to audit is reasonable. to avoid unnecessary 
further undercollection. 

S. Staff's proposed balancing account adjust~ent to reflect 
a credit to the SAM bala..'"lce for revenues :f'rom sales to SoCal 
allocated by PG&E to carrying costs is reasonable and consistent 
With D.90424. 

9. Starf's proposed balancing account adjustment relating 
to cost recovery of odo:M.zation facilities correctly deletes 
charges fixed in nature bearing no d~rect relationship to the 
cost of purchased gas • 

10. PG&E's sales estimates to classes, With the further 
assumption that additional sales will be made on the G-S5 schedule, 
provides a. reasonable .. basis for setting rates. 

11. Based on the foregoing, PG&E's additional revenue 
requirement is $418,;34,000. 

12. The specific prudency test proposed by TURN is unnecessarily 
rigid. 

13. The rate design principles adopted in D.9l107 are 
reasonable and should be applied herein~ except as modiried 
slightly. 

14. Fully allocated average cost of service is not a 
meaningful measure in setting gas rates. 

15. Rolling in incremental gas prices is not consistent with 
national energy policY. 

16. Conservation potential wditr~n the li!eline sales ,is 
relatively Slight • 
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17. Cogeneration is an important conservation measure that 
. . 

is effectively promoted 'by basing gas rates to industrial customers 
on al~ernate fuel, prices. 

1$. The" average lireline ra.te" is reasonably computed based 
on adopted residential customer charge revenues divided by adopted 
lifeline sales volumes plus the lifeline commodity charge. 

19. The gu.ideline relating to the Tier !II residential ra~e 
should be modified as stated in the body of this decision. 

20. II ternate fuel price iD£or.nation should be interpreted 
conservatively in times of high hydro availability. 

21. The differential 'between G-50 a:ld G-52 ~ates should be 
reduced to 3¢ per the~. 

22. The guidelines applicable to G-55 and G-57 should be 
modified to base such rates on current market prices rather than 
contract prices. As such the rate should be unii"or.n. 'I'he adopted 
rate provides an incentive for cogeneration. 

23. The rate applicable to sales to SoCal should reflect 
gas supply policy considerations prevailing at the ti:le the contract 
was made. . 

2.4. Staff's 'basis for calculation of the Palo Alto rate is 
reasonable. 

25. Exempt class:i£ication created 'by the NGP A will not be 
recognized in this proceeding. 

26. The cogeneration incentive gas rate should be examined. 
in A.59459. 

27. No rate freeze is warranted for Port Costa Products 
Company-

2$. The applicability provision of PG&E's G-52 tariff 
schedule should 'be modif'i~d as proposed by US. C v.' c...) 

29. The ze~ c.o,st of gas concept should . not. be applied until 
after consideration in the pending SoCal proceeding • 
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30. Affirmative action, employee discounts, public members 
on utility boards of directors, energy ombuds~erson, and consumption 
patterns by the poor are matters more properly resolved in some 
forum other than a gas offset proceeciing. 

31. Because there is substantial undercollection and a 
significant increase in costs, there is an izm~ciiate need for 
rate relief. Therefore, the effective date of this order shall 
be the date hereof. 

32. Tho increase in rates and charges authorized by this 
order is justified ~d reasonable; the present rates and charges, 
-insofar as they differ from those prescribed by this decision, 
are for the i"uture unjust and unre·asonable. . 

", 

Conclusions of Law 
- .. 

1. PC&E should be authorize'd to increase its gas rates as 
set forth in Appendix A • 

2. The rate design principles applied herein are appropriate. 
3. The applicability portion.. of the G-52 tarl:f'f should be 

revised as set forth in Appendix B. ,. 
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FINAL ORDER 

IT IS ORDERED that on or a!ter the effective date of 
this order Pacii"ic Gas ana Electric Com'Oany is authorized to file 

.. I,,' 

the revised tariff schedules attached ~o this order as Appendices 
A and B ~d cancel its presently effective schedules. The revised 
tariff schedules shall become effective five days after filing. 
The revised schedules shall apply only to service rendered on or 
after the effective date thereof. 

The effective date of this order is the date hereof. 
Dated APR 2 91980 0, Cali!'o:rnia • 

i .. 

-J$-

'00=1::10::20r V~Oll L. Sturgeon. 'be~ 
D,oco::;:.::s.r1ly .o.b:::Ollt. C:1~ not part1c1~t.o 
:1J:l ~o 41:::pos1 t10:l 0:: ~: p,rocoo41nt-... . 
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Appendix A 

Pacific Gas and Electric Company 
Statement or Commodity Rates 

~Cents ~er therm~ 
.... £.;> • .c:, ... ectl.ve 

~e of Service* Commoditv Rate GE!)A Cocmoditv Rate 

Residential 

Tier I 28' .. 908' .12.4- 29.0:32 
Tier II ;6.;$1 .12.4- 56.70; 
Tier III 66.;74 .l2.4- 66.698 

Nonresidential 

G-2 4,4.43$ • 12k. 44.562 
G-50 4;.750 .l24 45.874 
G-52 42.7;0 .1~ 42.871. 

• G-55 40.242 .12.4. . 40·366 
G-57 40.:2.42 .12.4- ;'0·366 ·0-60, Lt 27.90$ .124- 2$.032 0-60 NU, .,1,,2 11$$-QCl .. .Z3r .l24- ·.a~e19 J!C,],j I' 
G-61, -62, -63 tL 30.402 .124 30.526 Ui::. G-61, -62, -63 Nt!.. 38.054- .. l2.4 38'.17$ 
SoCal Gas 43.087 43.087 

* Schedule Gl-N: First 300 ther.ns at 56.705; Excess at 66.698. 
Schedules GM!S!T-N: "lll use at ;6.70;. 
Schedule G-30: Increase cottmle!lsurately With Schedule G-2 • 
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Append.1x B 

The "Applicability" statement of PG&E'$ Schedule 
No. G-52 ,shall be modi!ied to provide as follows: 

"Applicable to natural gas service to uses 
classii'ied in Rule 21 as P3 a:o.d P 4, at 
facilities capable or burning as alternate 
fuel, on a regular basis, oil with a viscosity 
higher than 150 Saybolt Seconds Universal (SSU) 
at lOoeF (commonly ref erred to as Grade No. 5 
and Grade No. 6 fuel oil)." 


