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FINAL OPINION

I. Introduction

By A.5924L9 Pacific Gas and Electric Company (PGLE) seeks
authorization to increase gas rates pursuant %o its Gas Adjustmenx
Clause by $535.7 nmillion on an annual basis. A portion of the
relief sought was incluced in A.58892 and A.59045 and was disposed
of by D.91108, dated December 19, 1979. The remaining amounziof
the increase requested is $L2L.8 million. |

Public hearing was held in San Francisco, beginning
December 10, 1979, bhefore Administrative Law Judge Patrick J. Power.
The matter was submitted following 1l days of hearing, with briefs
due on Januvary 21, 1980.

By A.59L06 PG&E seeks authorization to increase gas rates

. by about $440 million im additiom to the relief requested by
A.592L9, to recover increased gas ¢osts - particularly an increase
in the cost of Canadian gas effective February 17, 1980. By AﬂJ's
ruling the submission of A.592L9 has been set aside and these Two
matters consolidated for ultimate Commission action. |

Pending completion of these proceedings, PGEE was
authorized an interim rate increase by D.91336, dated Fedruary 13,
1980. The amount of the interim increase was calculated to be
$336,019,000, based on the staff’'s estimates and a balancing |
account undercollection updated to reflect additional undercollection
accruing after the application was filed. |

Further hearings were held in the comsolidated proceedings,
beginning February 19, 1980. After five additional hearing days
the matters were submitted subject %o the f£iling of comcurrent
briefs on March 12, 1980.
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The first day of hearing was well-attended by the public.
A number of people made statements on the record. Many letters have
also been received by the Commission relating to these applicationsS.
Direct evidence was presented by PGEE and the Commission staff,
California Gas Producers Association (CGPA), Canners League of
California (Canners), Kerr-McGee Chemical Corporation (Kerr-McGee),
California Manufacturers Association (CMA), City of Santa Clara
(Santa Clara), University of California (UC), Amstar Corporation,
Spreckels Sugar Division (Spreckels), Pacific Paperboard Products
(Pacific), Port Costa Products Company (Port Costa) and Toward .
Utility Rate Normalization (TURN). Several parties participated
by way of c¢ross—examination. Briefs were filed by PG&E, staff,
CMA, UC, Santa Clara, CGPA, Southwestern Portland Cement Company
(SPCC), Port Costa, General Motors (GM), City of Pale Alto (Palo
Alvo), Southern California Gas Company (SoCal), City and County
of San Francisco (San Francisco), Kerr-McGee, Southern California
Edison Company (Edison) and TURN.

II; Background

hpplication No. 592L9 was filed Qctober 31, 1979,
regquesting authority to increase gas rates effective Januwary 1, 1980
to recover purchased gas costs and PGEE’'s authorized gas margin. The
applicant c¢ites the following major increases in gas prices paid %o
its interstate suppliers: (1) an increase from $2.80 to $3.45 per
Dth in the price of Canadian gas at the¢ Canadian border that
occurred November 3, 1979, (2) an inerease in the price of gas
from EL Paso Natural Gas Company (EL Paso) pursuant to =1 Paso's ?///
October 1, 1979 Purchased Gas Cost Adjustment provision to $1.82 per
decatherm, as well as an increase in the weighted average price of
California gas to $1.83 per decatherm. The amount of the relief sought
was $4L24.8 million, based on the September 30, 1979, balancing account
undercollection of $275 million. Based on the November 30, 1979,
balancing account undercollection the amount sought by PGEE in A.59249
is shown in A.59L06 to be about $504.7 mmllxon.
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Application No. 59406 was filed January 28, 1920,
requesting authority 0 increase gas rates effective February 17,
1980, %o recover increased purchased gas costs resulting from
increases in prices charged by El Paso and PGT. On Jamuwaxy 1, 1980,
BEX Paso increased its rate from $1.82 to $1.96 per decatherm. The
PGT rate increase passes on an increase in the border export price
of Canadian gas from $33.L5 to $L-L7 per Dth. The amount of the
relief sought is about $4LO million. Thus the total amount
sought by PGELE in these consolidated proceedings is $945 million.

At the hearings on A.592L9, staff proposed that
PGEE be authorized a rate increase of $265..L millior. Based on
the later balancing account balance this was increased to
$336,019,000, the basis for interim relief. In A.59406 the stafs
recommended an increase of about 3442 million, a total increase
in these proceedings of $778 million.

III. Issues Presented

The major issues are the revenue requirement 4o be
adopted and the rate design to be applied. With regard to revezue
requirenent, the major differences among the parties are a function
of differing estimates of gas taken from various suppliers,
particularly from Canada and California. Lth regard to rate design,
the major issues relate ©o the continuation of this Commission's
policy of setting low priority gas rates with reference to alternate
fuel “prices, with several varties seeking special consideration.
These issues are typical of gas offset 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. Summary

By this decision PGEE is found to be entitled to
additional revenue in these consolidated proceedings of $723.4
million. The relief authorized is $221.6 million less than
requested by PG&E, and $5L.6 million less than recommended by the
Commission staff. The basis for the reduction is primarily the
increased use of California gas and reduced takes of Canadian
supplies. Further study is planned before this policy is made
permanent. '

Based on the sales adopted for the test year, <the
revenue effect of the interim increase is recalceulated to yield
$304.9 million. The additional increase to be spread in this
final order is $418.5 million. The adopted rate design is consis~
tent with the rate design priaciples anmounced in D.91107 and
D.91108, with slight modifications and clarification. The systen
average increase, including the interim, is 1i4.3 percent over
present rates. The lifeline increase is 6.8 percent.

V. Revemue Recuirement

A. Gas Supoly

The additional revenue required by PG&E is a function of
the supply policy and estimates %o be adopted for the test year
1980. The major policy cuestion is the relative priorivy of gas
purchases between California and Canadian suppliers. This issue
was initially the source of substantial controversy between various
parties. By the close of the recoxd, it apprears to have fairly
well=-sorted itself out.

At thke outset PGEE proposed to base rates oa its long=-
standing policy of maximizing Canadian gas purchases, husbanding
California gas for the future, while using it as a valuable
peaking resource. Staff proposed that Califormia gas takes instead
be maxinmized, but for the test year only, with time %o study axd

P
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consider the impact and implications. This recommendation was
based on the wide disparity between California ($1.80 Dth) and
Canadian(33.5L Dth) prices existing even prior to the recently
increased Canadian price ($4.58 Dth).

By rebuttal testimony PGEE announced a change 4in its
gas supply policy that simplifies the resolution ¢of this issue:

"...(Dlue principally to changes in the outlook

for hydro availabilivy, the large increase in

the price of Canadian gas, and somewhat reduced
demand for natural gas, the natural gas strategy
has again been revised. This curreat strategy
calls for maximum purchases from EL Paso, continued
maxixam placement of California source gas, and

any reductions necessary in Canadian purchases down
©0 the minimm annual contract take recuired to
balance with gas loads."™

PGEE joins with staff ir recommending that the Commission should ,
not adopt a long-term policy of maxdmizing California gas purchases
until the matter is more fully analyzed.

On this basis it is reasonazble %0 adopt, for the 1980
test year, gas supply estimates based on maximem California
purchases and Canadian purchases at contract minimums. I+ is
likewise appropriate to defer consideration of long-term policy
considerations. |

There does remain a difference between staff and PGZE
as to the actual level of deliveries to be associated with the
California gas policy. PGXE cites information developed over the
winter as support for the proposition that deliverability of
California gas has declined significantly below levels previously
estimated. Because of the decline in deliverability, "the problem
of placing low-Btu California‘gas and t0 avoid the loss of EL Paso
gas supplies, PGEE estimates maximum purchases for 1980 at 169,740
Mdth", 31,750 Mdth lower than staff.
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In light of the uncertainty of this information we
conclude that the circumstances support the adoption of PG&E's
estimate £or the purpose of this proceeding. This does not affect
the determination on the policy issuve that maximum Califormia gas
should be purchased. 3But there is a risk associated with over-
estimating the amount of Califormia gas for this purpose -~ further
undercollection. Therefore we determine that it is reasonsble €O
base these rates on PE&E's estimate, with the expectation that
the parties will reexamine this matter in the next PGEE gas offset
proceeding. ,

There is also a difference between PGEE, staff and TURN
as to the appropriate estimate of El Pasc deliveries to be adopted
for this proceeding. The recpective estimates are as follows:

PG&E 296,363
Stast 315,445
TURN 335,811 :

From among these estimates we f£ind the staff estimate
most useful for purposes of this proceeding. It is based on more
current information than is PGEE's, while TURN's number is simply
the recorded figure for 1979, without adjustment for weather or
the operation of El Paso's curtailment plan. The staff estimate
does not include additional supplies available to El Paso from time
o time in wnpredictable quantities, through short~term contracts
under Section 311(b) of the Natural Gas Policy Act (NGPA), and is
characterized as the minimum guantities available during the forecast
period. This is a reasonable basis for setting rates in view of the
-relatively favorable hydro conditions likely to prevail for the test year
and the additional undercollection that would occur if the supply
level adopted is higher than recorded.

The other area of dispute relates to the amount of gas
withdrawn from storage during the test period. The staff brief
recites the facts and offers a well-reasoned analysis:

-
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"The third difference in supply estimates iavolves
withdrawals of gas from the Coalinga Nose storage
field. The staff's estimate of 18,360 Méth exceeds
PGEE's projection of 779 Mdth by 17,581 Mith. PGEE's
potential for withdrawals from Coalinga is controlled
by an injunction committee which supervises the
production of oil and withdrawal of gas from the
field. PGE was allowed to withiraw approximately
50 Mcf per day during November and Decenmber, 1979.
The staff's projection of 18,360 M3tk assumes PGCEE
will continue withdrawals at this rate during 1980.
PGZE's estimate assumes no withdrawals from Coalinga
during the forecast period.

"The staff's estimate is more reasonable because PGEE
currently has the right under contract to withdraw
gas from Coalinga. During January and February,

1980, PGXE is being allowed to comtinue withdrawals
of up 0 50 Mcf per day. Presumably this condition
will continue throughout 1980. The potential for
future limitations set by the injunction committee
makes it imperative that PGEE withdraw out of Coalinga
all the gas it can take at a reasonable rate rather
than risk having it shut in. Since PGEE currently
kas the contractual right to withdraw gas and because
1t would be prucdent for the applicant to withdraw

gas as quickly as allowed by the injunction committee,
the staff's projection is superior to PGEE'S estimate
of no withérawals from Coalinga.”

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

Based on the foregoing, PGXE'S test period cost of gas for
ratemaking purposes is as follows:
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TABLE 1

Cost of Gas
Test Year 1980

Suppl Cost
Source (Mdth) (M3)

Califormia 169, 740 $306,058
El Paso 315,445 617,231
PGT-Canadian 231,588 1,518,872‘
PGT-Rocky Mountain - L, 015 6,168
Subtotal Purchases 820,728 2,448,329
Withdrawal 18,360 19,485
Injection (9,976 (29,757)
Total 829 y 172 27 5381 057
(Red Figure) |

.B. Balaneing Account

In order to calculate PGEE's gross revenue requirement,
it is necessary to add to the cost of gas the balancing account
undercollection, an adjustmernt for franchise fees and uncollectibles,
and the gas department margin found reasonable in PGLE's most recent
general rate cése, D.91107, dated December 19, 1979, in A.585L5/6.
Of the adjustments, the only issue among the parties is the balanéing
account balance to be applied.

At the time of the application PGEE based its reguest on
the recorded balance in its balancing account of $275,015,000, as
of September 30, 1979. By subsequent exhibit it updated the record
to include its recorded balancing account balance as of November 30,
1979, which is $245,699,000. This is unaudited, but no party objects
to the use of the more current balancing account information in these

proceedings, as long as it is understood that such use is subjeect to
later audit.

@ -
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Staff does propbse two adjustments to the balancing
account, relating to the accounting treatment of sales of gas
by PGEE 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 $340,425,000.

By far the larger part of the adjustments (over 35 millioz)
relates to the issue of the accounting treatment. This issue is

sumarized in the following excerpt from staff witness Pulsifer's
vestimony:

"In PGandE's pending Application No. 58892, f£iled
May 25, 1979, requesting an increase of approxi-
mately $27L million in gas rates, the staff
accountant took exception to PGandE's accouating
treatment for recovery of carryiag costs on gas
withdrawn from storage and sold to SoCal.

PGanc® recorded a portion of tke sales revenue
received from SoCal in Account No. 495 - Miscella-
neous Gas Revernues. This revenue, in the amount of
$L4,317,000, representing the carrying costs on gas
. withdrawn from storage, was not credited to the

,SAM account. This issue is still peading as of

this current proceeding.

"The staff accountant recommencded in Application

No. 58892 proceedings that such revenues should. be
eredited ©o the SAM Balance Account in order to
state properly the undercollection in the authorized
test-year'margin. The basis for the stafd acecountant's
exception to PGandE's accounting treatment of
revenues related to SoCal sales withdrawn from gas
storage is that PGandE excluded from the SAM account
revenue representing the gross margin earned on tie
gas sales withdrawn from storage. The gross margin
earned by PGandE on suck sales equaled ér.h5 per
decatherm sold. Since this reveaue contributed to
the overall gross margin earmed by the Gas Depart—
ment, and since it was the direct result of a

change in sales volume, it is the staff accountant's
opinion that the gross margin revenue of $0.45 per
decatherm earmed on SoCal sales should be included
in determining the recovery of the auvshorized test-
year gross margin. PGandE's method which excluded
this gross margin revenue from the SAM account under—

. stated the recovery of the test-year margin.

-10~
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"PGandE's position with respect to0 its accounting
treatment of SoCal sales revenue is set forth in
Advice No. 1019-G, dated December 18, 1979. PGandE
intended that the gross margin revenue of $0.L5 per
decatherm of sales from storage would be used <o

recover carrying costs on gas withdrawn from storage
not otherwise recoverable through base rates.

"It is the staff accountant's opinion that PGand=E's
method of recovering carrying ¢osts on gas inventory
in excess of base rate recovery constituted a "rate
adjustment relating to rate base items' as described
in Decision No. 90424, dated June 19, 1979, in
Applications Nos. 58469 and 58470. According %o that
decision, rate adjustments relating to rate base
items should only be considered together with overall
test-year earnings in a general rate proceeding to
avoid unbalancing customer and investor interests.
Accordingly, the staff agcountant recommends that
SoCal gas revenues recorded in Account 495 should be
included in the SAM account. As of September 30, 1979,
the GCBA undercollection should he reduced by
84,452,000 including interest of $195,000 in order to

recognize the recovery of the test~year margin resulting
from SoCal sales withdrawn from storage.”

PGXE 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 c¢osts from its ratepayers. This
argument is without merit.

P&RE's argument proceeds from a false premise. In
contending that because recorded carrying costs exceed test year
estimates it has not heen compensated it ignores bvasic regulatory
principles.

The prospect that recorded levels will be more Or less
than test year levels is a risk or opportunity for the usility
that is taken into consideravion in determining a reasonable rate
of return in a general rate case. There is no relevance %o an
isolated single year comparisonon either side of the egquation.
PGEE has been "compensated" for the risk. We agree with |
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Mr. Pulsifer that PGEE's treatment is analogous to the rate
base offset adjustment that was previously rejected in D.904L2L.

PGEE's method also appears unreasonably arbitrary.

The notion that stored gas is sold to SoCal, while flowing gas
is sold to its own ratvepayers, is apparently supported only by
the intended result - that is, it is a fiction with no purpose
other than to justify the ratemaking treatment. If we adopt
PG&E's method, then it is necessary to consider whether it should
have left the gas in storage for its own 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
$1,082 per month included by PG&E as a component of its PGT
cost of gas. The charge is attributable to cost recovery for
facilities in Malin, Oregon, used to control the odorant 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 ¢ost of purchased gas. We agree with staff as
to the appropriate treatment of 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 adepted balance, $340,485,000, includes an adjustment
to reflect approximately $67.1 million for supplier refunds
previously credited to the balancing account. The California
Supreme Court in Califormia Manufacturers Association v Public
Utilities Commission (1979) 24 Cal 348 836 reversed this Commission’s
treatment and required that refunds be made. A refund plazn has
been approved. PGEE asks that Lt be authorized %o collect
these revenues so that refunds may follow. TURN proposed'that
collection of the revenues be deferred. . f

We £ind that it is reasonable o provide for the recovery
of the money to be refunded in this proceeding. PGEE’s substantial

-] 2=
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undercollection and the high interest rates make delay of recovery
unreasonable. Unnecessary delay in'making the refunds is undesirableg/'

b4
in light of the Supreme Court's determination that refund shall be
made.

C. Gross Revenue Reaquirement

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

TABLE 2

Gross Recovery Amount

Current Cost of Gas $2,438,057
Gas Cost Balance Account __3L0, L85
Subtotal 2,778,542
Adjustment for Franchise Fees
. | and Uncollectibles 26,535
Base Cost Amount 536,865
Total 3,343, QL2

The additional revezue required to attain this gross
recovery amownt may be calculated by comparing the revenue produced
by test year sales at current rates with the gross amount required.
For purposes of this caleculation PGEE's estimate of sales +o
customer classes is adopted, with the assumption that gas supplies
exceeding PG&XE's test year estimate will be sold to PGEE's
electric department on the G~55 schedule.

1/ A refund plan has beexn approved by Resolution No. G=2343
on April 15, 1980.
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"li TABLE 3

Adonted Sales

Sales
Customer Class Mth
Residential .

Customer Months
Tier I

Preseat Rate | Revenue
(Without Intexim) (M3)

32,279
1,704,829

$1.20
23.373

$38,7325
398,470

Il

III

503, 880
1 1

2y 34dey 540

Nonresidential

G-2 Customer Moaths
Commodity

G-50
G~52
G55
G=57

. Resale

G~60 LL
G-60 NLL

-6l LL -
G-61 NLL
G-62 LL
G~62 NLL
G-63 LL
G-63 NLL

SoCal Gas

1,7857980
863,520
697,200

1,775,050
136,970

y LOLy

15,367
30,232
2,016
1,72L

L62
728
21,560

"El :‘ g 20
Yoy o

LO. 156
50.0LL

223,920

TABLE L

Gross Additional Revenue

Gross Recovery Amount
Revenue at Present Rates

$3, 341,942, 000

- 2,618,512, 000
723,430,
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The gross additional revenue represents the amount ©0
be authorized in these consolidated proceedings. 3Based on the
adopted sales levels, the amount of revenue yielded by the interim
increase must be recalculated; at 3.808 cents per therz the revenue
effect is $304,896,000. Thus the additional increase %o be spread
in this final order is $418,53L4,000C.

D. Prudemey - R

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

"l recommend that the Commission require PGEE %0
reduce their Canadian volumes w0 90% of contract
obligation and substitute domestic natural gas.
At a minimum the Commission should require PG&E
T0 continue its gas purchases {rom Bl Paso at the
1979 level of 335,811 Méth. Ia addivion, I
recommend that the Commission require PGEE to
demonstrate in future applications to increase
rates under the gas adjustment c¢lause that they
have procured the lowest cost available gas
supply. If the Commission finds that PG&E has
not obtained the lowest cost available gas
supply, then a reduction should be reflected in
purchased gds cost based upon a prudency judgment
by the Commission.”

These points are elaborated upon further by TURN in its brief,
wherein 5 specific provisions are proposed:

"l. Any discretionary Canadian purchases will be
deemed imprudent if domestic gas is available
as a cheaper substitute.

A discretionary Canadian purchase will be
deemed imprudent if it results ir additional
sales to G=55 at a time when fuel oil is
available to PG&E at a cheaper price.

A discretionary Canadian purchase will be

deemed imprudent if it resulsts irn additional

sales to G=55 and the underlift or storage of
contract fuel o0il at a time when that fuel oil is
cheaper than the combined cost of Canadian gas plus
the underlift or storage charge.

-15~
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"L. If discretvionary Camadian gas is purchased
and the result is additional sales to (=55
at a rate less than the cost of Canadian gas,
the cost differential between the Canadian
price and the G=55 rate will be disallowed
as a gas department expense and imputed as
an electric department expense.

PG&E shall be ordered 4o attempt renegotiation
of the contracts between Alberta and Southerm
aand the Canadian gas producers in order %0
provide flexibility for purchases below the
90% level without 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 unreasonably rigid
ané destructive of its needed flexibility to adjust for changing
conditions. It contends that as a combination gas and electric
utility, it kas an obligation to secure the most economic mix of
total energy supplies consistent with preserving its ability %o
provide reliable service. It characterizes TURN's proposal as |
addressed ©o gas purchases as they apply to0 gas rates in isolation.
PG&E asserts that as a combination utility it caxnoet and should
not purchase natural gas from such a limited perspective. Instead,
systenwide demand should be taken into consideration and a compre~
hensive fossil fuel procurement strategy designed, while the utility
constantly evaluates factors and remains flexible.

We agree with PG&E that the specific prudency standards
proposed by TURN are too rigid o be adopted in this proceeding
on a formula basis for the 1980 test year. But in view of the
significance of .these issues and the expectation that prudency will
emerge as an issue in subsequent proceedings, it is appropriate
that this Commission offer certain guldelines by way of comments.

A prudency test is implicitly present in any rate
proceeding. Only costs prudently incurred may be recovered from
the ratepayers. In offset proceedings this test necessarily requires
an estimate of reasonable expenses Lor the test year, and an examination

~16-
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of the reasonableness of recorded expenses included in the balancing
account. The test year estimate does not amount 1o a determination
of the reasonableness of the associated procurement strategy-'

So it is that the adopted sales estimates in this decision
do not operate as a substitute for PGIE's obligation to prudently
manage its gas supply resources. The use of the Canadian contract
minimums for setting rates does not conclusively indicate that
purchases in excess of the minimum are imprudent; neither does it
indicate that purchases up %0 the minimum are prudent. It is merely
a reference point for setting rates.

The basic prudency test is economic = if the gas may be
so0léd for more than it is bought for, then the purchase was plainly
prudent. But there may be any number of circumstances 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, O disallow the dollars, or to allow recovery, but in 2
subsequent general rate case proceeding.

As regards the specific facts of this case, we decline to
go as far as proposed by TURN and "require™ that PG&LE reduce its takes
of Canadian gas to the minimum contract level. But we are concermed
that the availability of offset relief dampens PGEZ's incentive
to minimize its Canadian gas costs, and in future proceedings it
will not be sufficient Justification on PG&E's part that the volumes
purchased are the minimums in the contracts.

Up to this point the "take or pay” provisions in PKE's
export agreements have been taken as a given, largely because the
anticipated decline in El Paso deliveries left a sense of inevitabilicy
to the continued reliance on Canadian supply. But the combination
of circumstances likely to prevail during the test year — maximum
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California deliveries, continued high E1 Paso deliveries, and
.abunda.m: bydro, could produce the previously unlikely situatioz that
even the contract ziznimums are 2ot required. In this context
without 0ffset relief we would expect t0 See PGXZ undertake sonme
effort to reduce its Camadian obligation through rezegotiation of
1ts contracts or otherwise. The mere availability of offset relief
does zmot alter our expectatiozs. '

One additional matter merits discussion in this context,

‘that being TURN's contention that PGSE, by virtue of its corporate
affiliations, may have a special iInterest in purchasing amounts of
Canadian gas in excess of what best serves the interests of its
ratepayers. TURN has failed to substantiate this contention, and
what cvidence is available suggests strongly that such suspicions
are without merit.

Testimony taken in this proceceding and included by reference
from prior PGLE gas cost offset proceedings indicates that PG&E has
an ownership interest in Alberta and Southern Gas Company (A&S), which
purchases gas from 80 to 100 different producers, through the Alberta
Petroleum Marketing Commission, an agency of the Alberta government.

A & S pays certain transportation charges, and resells the gas at

the U.S.-Canadian boxrder to Pacific Gas Transmission Company (PGT).

which transports the gas to the Califormia-Oregon border where it

is resold to PG&E. PG&E also has ownership interests in PGT and in

Alberta Natural Gas Company (ANG), a pipeline company which provides

transportation across British Columbia for the gas owned by A & S.

The evidence demonstrates that the revenues of each of these three

PG&E affiliates-A & S, ANG, and PGT-are 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

Juorisdictional =xegulatory agency, either a Canadian government

agency 0r, in the ¢ase of PGT, the FERC. Thus, the carnings of these

companies axe unaffected by any variations in Canadian delivery .

volumes within the range of possibility considered in this procceding.

There is no cvidence of record that PGSE has any ownership interest

in any other entities associated with the chain of production or
.cransmission of Canadian gas.

-18-
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Vi. 2Rate Desim

A. Introduction ,
In the recently decided PGS gezneral rate case decision,
D.91107 (A.588L5/6) dated December 19, 1979, we stated:

. "The rate design Principles adopted in this
general rate proceeding serve as a basis for rate
cdesign 4in <this proceeding...and in subsequent
zatural gas offses Proceedings until a decision
is issued iz a subsequent general rate increase
proceeding.” (Mimeo. p. 137)

The specific rate design criteria adopted in 2.91107 are <he
following:

"(a) The rate revision shall produce the total
Tevelue requirezents determined %o be
reasonable, based on the adopted level

£ zales. The increase in Tates ecessary
TO procuce the total revenue TeQuirexent
skall be spread ina proportion To the
following criteria. (The average syst
rate is total revenue requirezent divided
by the total sales.)

No increase shall be made in customer (demand)
charges. Increases shall be made only in <he
commodity rates.

The average lifelime rate shall be 25 percent
below the average system rate.
Schedule G-2 rates shall be cetermined iz

reference to the average System rate (less
lifelizne sales and =evemues).

The Schedule G—~50 waze shall be referenced
0 the estimated currens price of No. 2 fuel
oil gor A% 3 prexium above the Schedule G~52)
rate).

The Schedule G-52 wate Skall be referenced to
the estimated current nrice of Yo. 6 low-sulphus
Tvel oil. .
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"(g) Tke Schedule G=55 rate shall be referenced to
vhe current price of No. 6 low-sulphur fvel oil
purckased by PGEZ.

"(h) The Schedule G-57 rate shall be referenced %o
the current price of No. 6 low-sulphkuxr fuel
oil purckzased by Zdison. i

"(1) Resale rates to all resale customers (excluding
SoCal Gas anéd Paloe Alto) shall ve referenced
to the average system cost of zas except that the
quantities representing lifeline sales of each
resale customer shall be 20 percent less +than
the ponlifeline rate. -

"(j) The residential blocks shall be on an inverted
rate schedule, with the last block having the
highest rate. The average rate paid by 2
residential customer using twice the lifeline
quantity should zpproximate the G-2 rate. The
average rate £for residential customers using
three times the lifeline gquantity snould
approximate the G~50 rate.”

These criteria are applied herein ’;tblslighz modification to reflect
developments oz the record.

B. Obdiections

Various parties object to our policy of bhasing rates for
low priority customers on altexnate fuel costs. JInstead, these parties
Propose that rates be based on "cost of servicem. This is the
position supported by CMA, GM, Xer—-McGee, SPCC, Spreckels, =dison,
and Canners. In support of this proposition "cost of servige”
studies were offered oy CMA and Xerm—McGee. CMA also sponsored
the testimony of Dr. George Schink, who <testified in favor of rolled-
in, rather than incremental, gas prices. Xerr-McGee offexed a
package of materials from prior proceedings.

These proponents of "cost of service" izsist and persist
in spreading gas costs oz 2 uniform cents per therm basis in
their studies. This allocation method is unreasonable in view of
the gas priority system and the different prices paid different
suppliers. We £ind such studies to be of 2o provative value in
setving gas rates.
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dny attempt to0 calculate a meaningful "cost of service”
must reflect the low priority status of industrial boiler fuel
customers and the varizdble 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 alse the incremental
cost of the gas sold to'high priority customers above the price
that would e sufficient to produce enouvgh supply to serve oxnly
high priority demand. This principle is crucial in analyzing the
transition from a regulated to an unregulated market, as in gas
supply.2 :

CMA's Schink testified regarding the results of a study by V///
Wharton Econometric Forecasting Associates, Ine. which soughz'to
examine the "differential effects on the U.S. ecomomy of various means
of recovering the higher natural gas costs associated with the
decontrol of natural gas prices.m According to CMA, the results

"lead to the conclusion that residential customers
would be worse off with full implementation of
incremental pricing than if it were limited to non~
exempt ovoiler fuel customers. Further, such customers
are worse off with any sort of incremental pricin

than with increased gas costs simply spread unifogmly
over all sales.™

2/ A simple illustration will denonstrate the point. Suppose
that 20 therms of gas will be produced at 4g per therm, and
that 25 therms will be produced at 5¢ per therm. The cost
of the additional 5 therms is obviously not 5¢ per therm; it
must include the additional l¢ per therm paid for the 20 therms

that would have been produced at the lower price. Thus the
. cost of the additional 5 therms is 5¢ + 20/5 = 9¢ per therm.

~20-
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We f£ind Dr. Schink's study to be of no meaningful use
in this proceeding. The assumptions underlying the study aze
highly speculative and not particularly appropriate for California.
We also have +trouble reconciling his central thesis with another
economic theory cited by CMA ~marginal cost pricing results in the
most efficient utilization of resources.

CMA warms that our rate design policy as interpreted
by the staff "results irn the masking of the real cost of energy
to millions of resideatial customers. They will fail to change
consumption habits and fail to purchase emergy savings hardware
because they have been misled concerning the true cost of natural
gas". First, we conclude that the inverted rate does provide 2
very real signal to the residential ratepayers. Second, we See no
basis for "misleading” the industrial customer regarding the
"true cost" of natural gas.

The industrial customers testifying before this Commission
have vividly depicted their comservation efforts resulting from
the higher gas prices. This testinmony indicates that the rate design
has succeeded in this regard. 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 policy, as we
understand it. Most of these customers have expressed an 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 "enmexrgy saving hardware™ that largely
eludes the residential ratepayer, no matter how high we set the
rates.

We do not mean to slight the comservation potential of
the residential sector, and therefore have provided steep inversion
of the rates. And although staff and Dr. Schwartz agree that the
lifeline sales are relatively inelastic, we think that it is
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Llikely that some conservation can be achieved within this sector
of usage, so that it would be inappropriate to shield lifcline
residential customers from sharing any porzion of the buxden of
increasing gas supply costs. -

There 1s additional evidence in the record that we
find quite compelling in support of our rate design policy. This
includes the statements of the National Energy 3oaxd of Canada in

iy

its January, 1980 Report to the Govermor in Council anmouncing the
increased price, and DOE/ERA Opinion arnd Order No. 14, authorizing
the interim importation of Canadian gas at the higher price.

The National Znergy Board stated the following:

"While the general proposition is true thav provided

the price of Canadian gas is not higher than the

marginal cost Of energy to the United States as z

whole (i.e., the cost of OPEC oil), markets should

be available to Canadian gas, altbough this may znot

happen automatically. United States marketr ‘mperfections
for natural gas could slow or inhidbit.a rearrangement of
sales of Canadian gas £rom those xmarkets where it is over-
priced to those where it can be sold av the going price.

"On the one hand, the process L5 aided by the practice
of rolling=in or averaging gas from different sources
into a single price, dbut the effect of this varies
from region to region depending on the proportion,
of Canadlian gas s50lé. O= the other hand, the process
is impeded bvecause OPEC oil is rolled-in with lower
cost indigenous crude 0il and the resultant price of
No. 2 and No. 6 fuel ¢0ils may be less thazn the price
of Canadian natural gas.”

We see no point in aiding the Canadians in recovering their higher
gas prices by "rolling-in" the price. '
' DOE/ERA Opinioz and Order No. 1L addresses the Canadian
increase and rate design in the following %erms:
"Given the substantial increase In the price of these

flowing imports and the purposes that are intended %o
be served by incremeatal pricing, the public interest

whn

requires that all of that portion of Canadian gas ilmports




A.59249, 59,06 ALI/jn

which exceed 1977 base vear volumes (as determined
by the FERC) should be incrementally priced during
the period that the interim approval of the new
Canadian export price is in effect. Allowing tke
price 0 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 ané pPostpone
conversion to secure, domestic altermative fuels

or other domestic sources of natural gas. Under
Section 207(e)(2) of the NGPA, therefore, we conclude
that the incremental pricing provisions of Title II
should apply to the projects authorized today T0O the
extent that the approved volumes exceed the respective
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 £ind our rate design policy
consistent with national energy policy.

€. Residential Rates

The comments of the various parties suggest that the
criteria relating +0 residential rates need to be.refined. In
particular there are indications tkhat the term "average lifeline
rate” in (¢) is ambiguous and that the criteria for developing
the tier III rate in (3j) may yield a <ier III rate that is lower

than the tier II rate, contrary to our expressed policy that the
tier III rate will be the highest rate on the systexm.

Staff recommendsthat criterion (¢) be modified to
reference the lifeline quantity to the winter allowance of 106 therms
for zone X, and that the language be then changed to: "The average
lifeline rate should approximate 78 percent of the average system
rate”. Basing the lifeline cuantity on the winter allowance is
alleged to be reasonable because the gas bills are larger and thus
have the largest influence on what customers pay. The 78 percent

~23~
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relationship is justified as approximating the relationship of
lifeline to the system average that existed when PG&E's average
system rate had increased 25 percent over the Januvary 1, 1976
level. The substitution of the term "should approxdimate™ for
"shall™ is suggested to provide flexibility. PG&E supports the
staff recommendation in its brief.

TURN proposes a differeat method, which it characterizes
as simple, fair, and workable. It proposes that the adopted
residential customer charge revexues be divided by the adopted
total lifeline sales 10 yield an average ceats per therm 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 rave. It characterizes the
staff method as intended simply toO generate more revente Irom
lifeline and not fair or reasonable.

We £ind that the method of calculation proposed by
TURN is most simple and workable and is consistent with our
intention in developing the rate design criveria. The:staff
method is keyed to lifeline percentages as they apply +to PGEE
and may not be adaptable to other companies, particularly since the
78 percent factor is appareatly a historical accident, depending on
the extent that lifeline rates had been already implemented for a
particular utility as of Janwary 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. S%aff proposes t0 modify the guideline to provide:

"The average rate for residential customers using three times the

lifeline quantity (tier IIT) shall be the highest system rate".

The intent of the proposed modification is reasonable but would be

better achieved by the following language: "The average rate for

residential customers using three vtimes the lifeline quantity shall be
. higher than the rate for any nonresidential customer class.”™

-2L-
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D. Altermate Fuel Price

Rave design principles (e) through (h) refer %o this
Commission's policy of setting rates for low priority customers
with reference to the price of alternate fuel. The central issue
in this regard is the interpretation of the data.

In previous cases this Commission has relied on published
prices in Platt's Oilgram as the bhasis for its determination of
¢lternative fuel prices for priority 3 and L4 customers. In this
proceeding both PEE and staff have offered Platt's published
information, adjusted as each considers appropriate. In addition,
the record contains information regarding recent prices paid by
PGEE and Edison for fuel oil purchased for electric generation. The

tate of the record and the parties' contentions are summarized in
this excerpt from PGEE'S brief describing the positions of PGLE,
staff, and TURN with respect to the =52 rate:

"The different ways PGand=, the Staff and TURN
approach alternate fuel based rates can be seen
most readily in the recommendations on the G52
rate. The various rate proposals for Schedule
G~52 have been based on price information for
No. 6 fuel oil, the alternate fuel for Schedule
No. G-52. There are two basic sources for the
information-PGand='s purchases and Platt's Oilgram.
PGandE's purchases of No. 6 oil are reflected in
Exhibvit 29. Converted to a cents per therm figure,
PGandE's purchase price for December, 1979 and
January, 1980 were 38.17¢ and L1.65¢ per thern,
respectively. Based or the Staff's conversion
method, PGandE's January 1980 purchase price for
No. &6 0il was L3.66¢/%hern.

"The Platt's information is developed in Zxhibits

39 and 4L4. Unlike the PGand® 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's does not

even publisk a low sulfur No. & price for the West
Coast. Instead, Exhibits 39 and 4L develop a

figure from Platt's by dpolying & differential between
high and low sulfur No. & oil %o Platt's published
figure for high sulfur No. 6 oil on the West Coast.

~25
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Those calculations produce prices for No. 6 low
sulfur fuel oil ranging from A4 to L6¢/therm in
December and January to 48.83¢/therm in February.
Comparing PGandE's purchase prices €0 the Platt's
derived figures, one quickly sees that the PGandE

prices are slightly lower than the lowest comparable
Platt's figure.

"Given this same range for No. 6 fuel oil prices,
from PGandE's purchase price of approximately 38¢
to LOg¢ per therm to the high Platt's derived figure
of 43.83¢ per therm, PGandE, TURN and the Staff each
arrived at significantly different G52 rate proposals.
TURN recommends a rate of L45.8¢ per therm, near the
upper end of the Platt's range. Staff suggests 2
rate of LL.2¢ per therm, setting the rate slightly
below an average of the low Platt's prices for the
December-January period. And PGand®E arrives at a
G-52 rate between Ll.3¢ and L2.2¢ per thera by
reviewing the range of No. 6 o0il prices with special
weight given to PGandE's price of No. 6 fuel oil."

We will adopt PGEE's proposal and set the G-52 rate at 42.37L cents
per therm. This is a departure from our usual practice of
relying on staff adjustments to Platt's data, but is justified
in view of the uncertain conditions that may prevail in the oil
market resulting from the expected abundant hydro power and the
resulting reduced utility ¢0il reguirement.

With respect to the -50 rate, the applicable criterion
provides that the rate shall be refereaced to the price of No. 2
fuel oil, or at a premium above the G-52 rate. The point of tkhe
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 customers to switch fuel 0Ll capability merely
to be eligible for the lower gas rate. ‘

The existing differential betweezn G=50 and G-52 rates
is 6¢ per therm. The differentials proposed by staff, PGZE, and
TURN are 3.6¢, 7%, and and 3¢ respectively. Based on evidence

~26~-
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developed in the record by staff witness Miller we are concerned
vhat the existing difference provides an undue incentive for
wasteful conversions. We have previously utilized a 3¢ difference
without apparent switching of capability. Therefore we adopt a )
3¢ differential in this proceeding.

With respect t0 =55 and G—-57 schedules the criteria
call for these rates to be set based on the alternate fuel prices
of PGEZE and Edison respectively. Staff proposed ratesof 362 per
therm and 39.97¢ per therm vased on PGIE's and Edison's November
fuel prices.

PGEE contends that despite the Commission'’s decision,
low sulfur fuel oil is the wrong altermate fuel for =57. It
points out that the Coolwater plant is in an area where higher
sulfur oil may be vurmned, and that it is essentially the same
type of customer as the power plants served uwnéer ¢=55. Therefore
PC&E recommends using the price of ¢il purchased by its electric
department as the appropriate'alternaze fuel price for G=57, and
proposes a 39-40z rate. .

The original staff position in A.592L9 also proposed a
uniform G~55, 57 rate, but on a different basis than PG&E. Staff
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 L5.55¢2 per therm.

Edison objects generally to the use of altermate fuel
prices in setting rates, but points out that the Commission has
previously discounted itvs gas price to reflect various costs incurred
by an electric utility in substituting gas for oil.

-27-
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We find the argument of PGEE and Mr. Miller convincing.
For no other customer class have we distinguished between two
customers of the same industry based on different prices for the same
type of fuel oil. The current market price-test proposed by
Mr. Miller secems an appropriate consideration. We are also committed
on an interim basis to a cogeneration incentive gas rate tied ©o the
G~55 rate. Therefore we adopt a uniform G-55, 57 rate that provides
some benefit for cogeneration.

E. SoCal Gas

In December, 1978, PGEE and SoCal entered into a contract
whereby PGEE would sell 4o SoCal 75 Mef of gas per day on a £im
basis with the potential for an additional 75 Mcf per day of best

fforts gas. Under the contract, the price paid by SoCal is to
increase based on increases in PGXE'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 establisk 2 higher rate. The basis for kis recommendation
is an analysis of changing gas supply circumstances and a ¢omparison
of the rate level to the cost of Canadian gas. Staff witness
Fowler proposed 2 rate based on the contract terms.

PGEZE and SoCal oppose Mr. Miller's recommendation. PGEE
asserts that the Commission lacks Jjurdsdiction to modify the
contract. SoCal argues that the matter should be considered only
under circumstances in which substantial advance notice is given so
that all relevant circumstances should be considered.

We agree that this matter should be examined in depth
in the next PG&E gas offset proceeding and the contract terms
reexamined in light of the changes in gas supply policy announced
by PGEE and examined in this decision. In the interim, it is
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reasonable to set rates based on the contract teras, but only
“under the assumption that the gas supply policy has not changed.
For this purpose we impute the prior supply policy proposed by
PGEE and the rate resulting theref roms: L3.087¢ per therm.

F. Palo Alto Rates

Staff witness Fowler testified that the G-60 rates
authorized im D.91108 were calculated on a basis differing from
that found reasonable in D.89315 and D.89316 and continued in
D.91108. Ee points out that the differential is expressed in
percentage terms and in cents per therm. Maintaining the percentage
differential as gas costs rise increases the cents per therm margin

unreasonably. His proposed revision is reasonable and shall be
adopted.
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G. Special Consideration

Several parties have requested that we recognize their
status as exempt from the incremental pricing provisions of the
- NPGA and provide special treatment. This includes various
customers claiming an agricultural exemption, schools (UC),
Edison, and cogemeration. We are unable t0 provide any special
treatment for these parties in this proceeding.

Cur discretion in this regard is severely limited by
the large amount of the undercollection and the relatively small
number of nonexempt customers - represeating only about 12 percent
of the gas sales 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 ¢lass, particularly
lifeline. That result would be inconsistent with our guidelines.

With respect to ¢ogeneration, this Commission has already
provided for a cogeneration incentive gas rate, by D.91109, dated
December 19, 1979. PG&E has responded by £iling A.59L59 ©o
implement such a rate, and contentions inm 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.
Lt characterizes itself as a large employer in its commnity whose
survival is at stake. It also asks that it be given 60 daystnotice
of gas rate increases so that it may adjust its prices accordingly
anc pass along its costs To its customers.

We are not able to provide such relief in this p“oceeding.
The rate treatment for the ammonia producers was based on substantial
evidence of crucial public interest of & statewide, and even national
nature. As a P-4 customer, Port Costa is required to have alternate
fuel copability already imstalled. Thus its recuest for additional

_3]_..
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time to do so is anomalous. Further, the frequency and magnitude
of cost increases do not provide us the luxury of allowing 60-day
grace periods from the date of a decision to its effective date.
The resulting undercollection would be too'greaz a burden.

At the hearing, Mr. Fulton, pPresident of Port Costa,
indicated that it is a prospective cogenerator and that coal
may be a suitable alternate fuel for such a use. He asked that
PGEE be ordered to "proceed immediately with Port Costa Products
Conmpany in any way possible to develop cogemeration to the greatest
excent feasible”.

We have previously imposed a rate of return penalty on
PG&E for its lack of effort in developing cogeneration. Port Costa
appearsto be an ideal candidate for a coal=fired cogeneration
project on mutually beneficlial terms. Thus, though we will not
order PG&E t0-proceed os requested, we will examine its relationship
with Port Costa as we review its cogeneration efforts in future
proceedings. ,
UC has proposed a changein the wording of the "Applicability”
paragraph of PGEE's Schedule G-52. The proposed change modifies
the alternate fuel capability requirement in a fashion previocusly
avthorized by this Commission in D.9120L with respect o SoCal
tariffs. There is no opposition to the change. It is reasonable
and will be adopted.

H. "Rate Desion Mechanism"™

Staff witness Miller proposed that the Commission adopt
a rate design mechanism with the intention that, with the adoption
of certain parameters, the scope of rate design issues in offset
proceedings could be narrowed and rates predicted.

OQur adoption of rate design guidelines addresses much
the same concerns as Mr. Miller and achieves a satisfactory
result in this regard. We do find interesting Mr. Miller's
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discussion of "simultaneous"” and "sequential" rate increases,.and

we suggest that rate design testimony im future proceedings might
profitably address these concepts, as Mr. Miller's discussion provides
a useful basis for understanding 2 rate design proposél where the
adopted revenue requirement is more or less than the reveaue require-
ment underlying the rate calculation.

VII. Other ZIssues .

A. Zero Cost of Gas
Staff witness Fowler recommended that "the cost of gas
available for sale and the related franchise fees and uncollectidles
be removed from the general rate case tLest year revenue require-
ment and transferred to the GAC proceeding. The revenve require-
ment remaining for the test year would be known as "base reveaue"
and be synonymous with the SAM margin. This would simplify determination
of GAC reveaue. It has been authorized for CP National and is proposed

in the pending SoCal general rate c¢ase proceeding.
though the recommendation appears reasonable, we refrain
from adopting it in this proceeding. We prefer to defer consideration

until the Solal general rate case decision so that the matter may be
fully evaluated.

B. "Conservation” Issues

Robert Graizda appeared on behalf of several protestants
representing low income and minority persons and argued that the
rate increase would be urrecessary if PG&EE had engaged in effective
conservation efforts over the last decade. He 0ffered several
specific proposals for Commission consideration and stated his
intention to subpoena PGXE officials to testify. The presiding
Administrative Law Judge ruled that the specific areas were not

relevant to a limited purpose gas offset proceeding. We affirm his
ruling. |
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"L

The particular matters raised by Mr. Gnaizda include the
following: comservation and the poor, an emergy ombudsperson,
public members on the board of directors, employee discounts, and
affirmative action. A brief comment is appropriate as to the
basis for our ruling.

With regaxd to conservation and its impact on the poor,
we have consistently resisted the introdustion of a means test .
into the lifeline concept at the Commission level. Such a policy
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 case or at the Legislature. ZIZmployee discounts have been
considered in previous general rate cases and can be again comsidered
there in the future. Affirmative action is a matter pending before
this Commission in C.10202, an investigation on the Commission's
own motion. There is no basis for comsideration of these issues

in an offset procéeding.

Findings of Fact

1. In Application Nos. 59249 and 59406 PGEE seeks a combined

total increase in gas department revenue of $9L5 million for the

test yvear 1980. The request reflects principally the increase in
purchased gas obtained from PGEE's principal suppliers, Z1 Paso and
PGT (Canada).

2. Interim Decision No. 91336, dated February 13, 1980,
granted PGEE interim relief designed to produce an aznual revenue
increase of $304L.9 million.

3. PG&E's policy of maximum placement of Califormia gas axd
Canadian purchases at contract nminimums is a reasonable basis for
setting rates for the test year 1980.

Le PG&E‘s estimate of California deliveries is based on more
current inforzution and is reasonable. '

-3
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5. Staff's estimate of EL Paso deliveries best reflects
current information and average year weather conditions.

6. Staff's estimate of withdrawals from Coalinga Nose
is reasonable and reflects prudent polici judgments.

7. The wse of the November 30, 1979, recorded balancing
account balance subject to audit is reasonable. £0 avoid uanecessary
further undercollection. '

8. Staff's proposed balancing account adjustment to reflect
a credit to the SAM balance for revenues from sales to SoCal
allocated by PGEE v0 carrying costs is reasonable and consistent

ith D.90L24.

9. Staff's proposed balancing account adjustment relating
to cost recovery of odorization facilities correctly deletes
charges fixed in nature bearing no direct 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-55 schedule,
provides a reasonable.basis for setting rates.

1l. Based on the foregoing, PGE&E's additienal revenue
requirement is $418,534, 000. '

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

13. The rate design principles adopted in 0.91107 are
rcasonable and should be applied herein, except as modified
slightly.

lh. Fully allocated average ¢ost of service is not a
meaningful measure in setting gas rates.

- 15. Reolling in incremental gas prices'is not consistent with
national energy policy.

16. Conservation povential within the lifeline sales is ////
re;atmvely slight, -




A.592L9, 59406 ALJ/jn

17. Cogeneration is an. lmportant conservation measure that
is effectively promoted by basing gas rates €0 industrial customers
on alternate fuel prices.

18. The "average lifeline rate"” is reasonably computed based
on adopted residential customer charge reveanues divided by adopted
lifeline sales volumes plus the lifeline commodity charge.

19. The guicdeline relating %o the Tier III residential rate
should be modified as stated in the hody of this decision.

20. Altermate fuel price information should be interpreted
conservatively in times of kigh hydro availability.

21l. The differential between G=50 and G=52 rates should be
reduced to 2¢ per therz.

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. A4s such the rate should be uniform. The adopted
rate provides an incentive for cogeneration.

23. The rate applicable to sales %o SoCal skouwld reflect

gas supply policy comsiderationsprevailing at the time the contract
was macde.

2L. Staff's basis for calculation of the Palo‘Alto‘rate is
reasonable.

25. Bxempt classification created by the NGPA will not be
recognized in this proceeding.
26. The cogeneration incentive gas rate should be examzned
in A.59455.
' 27. No rate freeze is warraanted for Port Costa Products
Company.
28. The applicability provision of PG&E's G-52 tariff
schedule should be modified as proposed by‘US.(UJ£> g
29. The zero cost of gas concept should not be applied until
after consideration in the pending SoCal proceeding.

~36-
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30. Affirmative action, employee discounts, public members
on utility boards of directors, energy ombudsperson, and consumption
patterns by the poor are matters more properly resolved in some
forum otherthan a gas offset proceeding. P”//
31. Because there is substantial undercollection and a
significant increase in costs, there is an immediate need for
rate relief. Therefore, the effective date of this order shall
be the date hereof. N :
'32. The increase in rates and charges authorized by this
order is justified and reasonable; the present rates and charges,
insofar as they differ from those prescribed by this decision,
are for the future unjust and unréasonadble.
Conclusions of Law - _ .
1. PG&E should be authorized to increase its gas rates as
set forth in Appendix A. L
2. The rate design principles applied herein are appropriate.

3. The applicability poxrtion of the G-52 tariff should be
revised as set forth iP Appendix B.
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FINAL CRDER

IT IS ORDERED that on or after the effective date of
this order Pacific Gas and Electric Company is authorized 40 £ile
the revised tariff schedules attached to this order as Appéndices
A and B and cancel its presently effective schedules. The revised
tariff schedules shall become effective five days after f£iling.
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 _ APR29 ) 1960 ,» at San Francisso, California.

m <

§ President

'\/L/\__%/

Commissionor Verumon L. Sturgeon, being
gocessarily abseat, <id not participato
4n tho disposition of this proceeding.,. .
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Appendix A

Pacific Gas and Zlectric Company
Statement of Commodity Rates
(Cents ver therm)

' Effective
Tvpe of Service¥ Commodity Rate ¥ © Cormodity Rate

Residential

Tier I 28.908
Tier II 56.581
Tier IXII 66.57L

Nonresidential

G=2 bbe 438 '

G~50 45.750 L5.87L
G-52 42.750 L2.87k
G~55 40.2L2 ' 40366
G—57 L0:242 L0.366
.G=60. 1L 27.908 28.032
G-60 NLL A5 /0. L3¢ oSz 40.35F
G-81, ~62, =63 NLL. 38.051 38.178 Lok
SoCal Gas 43.087 43.087

* Schedule Gl-N: First 200 theras at'56.705; Bxcess at 66.698.
Schedules QM/S/T-N: -All use at 56.705.
Schedule G=30: Increase commensurately with Schedule G-2.
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Appendix 3

The "Applicability"” statement of PG&E's Schedule
No. G=52 shall be modified to provide as follows:

"Applicable to natural gas service to uses
classified in Rule 21 as P3 and P4, at
facilities capable of burning as alternate
fuel, on a regular basis, oil with a viscosity
higher than 150 Saybolt Seconds Universal (SSU)
at 100°F (commonly referred to as Grade No. 5
and Grade No. 6 fuel oil)." .




