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SHERMER L. SIBLEY
1913-1976

" "OnJuly 16, 1976, death ended

the distinguished career of
Shermer L. Sibley. During 40
years of service with Pacific Gas
and Electric Company, he rose
from a modest initial job to
President and then Chairman of
the Board. He became a dedi-
cated civic leader and an indus-
trial statesman of national stature.

He played a major role for the
past quarter century in the Com-
pany’s achievements in serving
the rapidly expanding energy
demands of Northern and Central
California. At a time of concern
over the national energy crisis, he
served in the highest post of the
nation’s electric utility industry as
Chairman of the Edison Electric
Institute.

He was admired and respected
for his warm friendliness, for the
energy and wisdom he devoted to
educational and charitable institu-
tions, and for his good humor and
boundless talents.

With profound respect and
affection this 1976 Annual Report
is dedicated to the memory of
Shermer L. Sibley.
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Highlights

Increase

1976 1975 {Decrease)

Operating Revenues $2,646,728,000 $2,233,371,000 19%
Net Income $ 301,984,000 $ 251,579,000 20 %
Eamings Available for Common $ 238,299,000 $ 203,278,000 17 %
Earnings Per Common Share $2.90 $2.67 9%
Dividends Per Common Share $1.88 $1.88 —
Total Assets $7,344,832,000 $6,620,883,000 11 %
Capital Expenditures $ 599,278,000 $ 630,589,000 5)%
Sales of Electricity to Customers (KWH) 56,559,826,000 52,786,443,000 7 %
Sales of Gas to Customers (MCF) 610,953,000 670,865,000 (9)%
Total Customers 5,708,567 5,570,185 2%
Number of Stockholders 337,271 305,635 10 %
Number of Employees 24,583 24987 (2)%

COVER

As twilight envelops the Bay Area,
commercial center of PG&E’s
service territory, stately Victorian
homes of San Francisco stand
firm against the downtown sky-
line, symbolizing the Company's
diversity of service.
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To Stockholders

In this Report last year we ex-
pressed the belief that ‘‘earnings
growth and an adequate return
on investment to shareholders
are in the process of being re-
established.”” Significant progress
was made during 1976 toward
the achievement of this objective,
and we are pleased to report that
year-end 1976 earnings per
share were $2.90, an increase of
23 cents over 1975. As a result,
and in recognition of the expand-
ing investment by our stock-
holders, the Board of Directors
has increased the common stock
dividend. from $1.88 to $2.00 on
an annual basis effective with the
April 1977 dividend payment.

We have diligently sought regula-
tory approval for rate increases
that will assure adequate service
to our customers and provide a
reasonable return for our stock-
holders. The decisions of the
California Public Utilities Com-
mission on our requested rate
adjustments have been suffi-
ciently responsive to our needs
to justify guarded optimism for
the future.

In April the California Commis-
sion authorized a new Energy
Cost Adjustment Clause (ECAC)
for our electric rate schedules.
This superseded a method of
adjusting rates on the basis of
projected fossil fuel costs with a
procedure based upon the actual
costs of all fuels used for electric
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generation and the cost of pur-
chased energy. Under the new
ECAC procedure, dramatic
swings in energy mix or energy
costs resulting from weather or
other conditions will no longer
affect our earnings.

The Company has received
approval by the Commission of a
somewhat similar procedure for
adjusting gas rates to offset
higher prices charged for natural
gas by our suppliers. This pro-
cedure, together with the ECAC,
insures recovery of costs which
collectively account for approx-
imately 50% of the Company’s
total annual revenues,

In August the Commission ren-
dered its decision in our general
rate case. This decision author-
ized increases in electric and gas
rates which are expected to pro-
duce an additional $176 million
in annual revenues. The Commis-
sion concluded that this increase
should provide a 9.2% overall
return and a 12.83% return on
common equity. Although these
levels of return remain below
those which the Company con-
siders to be fair and reasonable,
we are encouraged by the
improvement this decision repre-
sents over the 8.65% overall
return and 12.00% return on
equity approved by the Commis-
sion for the Company a year
earlier. The Commission reduced
regulatory lag in this case by
deciding it only ten months after
the prehearing conference. As a
further indication of its intention
to reduce regulatory lag, the
Commission expressed a willing-
ness to consider rate adjustments
necessitated by major additions to
plant, such as the Company’s
Diablo Canyon nuclear units,
when they become operable
rather than delay such adjust-
ments to the time of a general rate
case decision. The Commission’s
expressed determination to
reduce regulatory lag in future

rate proceedings will improve the
prospects for earning our allowed
rate of return. To date, however,
rapidly rising costs have pre-
vented the Company from
earning the returns found reason-
able by the Commission, and we
intend to apply at about the end

‘of April for additional increases in

our general gas and electric rates.

The ability to obtain timely regu-
latory approvals for new electric
generating and natural gas facili-
ties is at the forefront of the chal-
lenges confronting the Com-
pany. Despite our continuing em-
phasis on, and the effectiveness
of, energy conservation, sales of
electricity increased nearly 7%
over the prior year. Although
much of this increase was attrib-
utable to a stronger industrial
demand resulting from improved
economic conditions and greater
agricultural irrigation pumping
caused by below-average precip-
itation, our studies show that a
long-term growth rate of 5%
annually in the demand for elec-
tricity can be expected in our
service area.

To meet this growth we are
pursuing plans to develop many
sources for electric generation, for
it is our belief that no single
source should be depended upon
to supply all future needs. It is
clear, however, that for future
additions to our system, primary
reliance must be on nuclear
power and coal, the nation’s two
most abundant energy sources.
Approximately 40% of our capac-
ity additions for the next five years
will be represented by the two
nuclear units at Diablo Canyon
when they become operational.
In addition, we are preparing to
file a “Notice of Intention’” with
the California State Energy
Commission for our second two-
unit nuclear plant on one of three
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sites being considered in the
Central Valley area of California.
The Company is also investigating
four sites for the location of its first
coal-fired power plant. Develop-
ment of our geothermal power
capacity is continuing in The
Geysers area, and construction is
under way on our Helms pumped
storage hydroelectric project.

The diversity of our generating
resources has been a hallmark of
the PG&E system. It has with-
stood the test of time from the
‘standpoint of service reliability
and cost effectiveness, and re-
mains our goal in meeting the
energy needs of the future. This is
the subject of our special report
beginning on page 11. In further-
ance of this goal we have in-
creased our support of research in
the fields of solar, wind, and other
electric generating technologies.

Your Company also made signifi-
cant progress in 1976 toward the
purchase of coal and uranium re-
serves required for future electric
generation. After nearly a year of
confirmation drilling, the Com-
pany exercised its option to pur-
chase a coal reserve located near
Price, Utah. This reserve, esti-
mated to contain 150 million tons
of low-sulfur coal, will provide a
portion of the fuel needs for our
proposed coal-fired generating
units planned for completion in
the 1980’s. To supplement our
existing uranium supplies, the
Company also executed an
agreement providing for extrac-
tion and purchase rights of ura-
nium from properties located in
Texas, and is negotiating for the
purchase of an interest in uranium
properties located in Wyoming.

In recent years, deliveries of
natural gas to us have declined
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as a result of the dwindling sup-
plies available from El Paso
Natural Gas Company and Cali-
fornia producers. This has re-
sulted in reduced supplies of gas
to our power plants and frequent
curtailments of service to inter-
ruptible industrial customers since
1972. 1f our supplies of natural
gas from existing sources come
reasonably close to current pro-
jections, residential and other
high priority customers will con-
tinue to be fully served until the
middle 1980’s.

Accordingly, we have intensified
our efforts to procure additional
long-term supplies from other
sources. Our proposed liquefied
natural gas projects, based upon
reserves in Alaska and Indonesia,
both joint ventures with Southern
California Gas Company, are still
awaiting authorization from the
Federal Power Commission. If
granted timely regulatory approv-
als, these projects could provide
approximately 20% of our gas
supplies by the early 1980’s.

Your Company has also con-
tinued its active participation in

~ the Arctic Gas pipeline project,

which would connect Alaskan
gas fields in Prudhoe Bay and
Canadian gas fields in the
Mackenzie Delta region with
markets east and west of the
Rockies in the U.S. and in Cana-
da. The Administrative Law
Judge assigned to the Arctic Gas
proceeding before the Federal
Power Commission has recom-
mended approval of this project.
A recommendation by the Fed-
eral Power Commission must be
forwarded to the President by
May 1, 1977, and the President
must submit his decision to Con-
gress for ratification on or about
September 1, 1977. If the Arctic
Gas Project is selected, additional
gas supplies could be available to
the California market by the early

1980’s. We are also continuing
our gas exploration efforts in the
Rocky Mountain area, and we
have recently applied to the
California Commission for cus-
tomer funding to permit an
expansion in our overall explora-
tion program.

On July 21 the Board of Direc-
tors elevated the undersigned to
their present positions. Later in
the year additional changes were
made in order to achieve a
better-balanced organization and
strengthen the management
capability of the Company. These
are described in a special section
which follows on page 10.

We have made significant prog-
ress in many aspects of our busi-
ness this past year and believe
we have established a solid foun-
dation for meeting the many
challenges of the future. We
commend the efforts of our
employees who have made this
possible and sincerely thank them
for their dedication in meeting the
growing needs of our customers.

T

President and
Chief Executive Officer

Chairman of the
Board of Directors

For the Board of Directors,
February 24, 1977
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Financial
and Rates

Operating revenues for 1976
amounted to $2 billion 647 mil-
lion, an increase of $413 million,
or 19%, over 1975. Electric reve-
nues contributed about 59% of
the total, and gas revenues 41%.
Operating expenses were $2 bil-
lion 243 million, an increase of
$357 million, or 19%, over 1975.
This increase resulted primarily
from the higher cost of natural
gas, increased usage of expen-
sive fuel ol for electric generation
due to the dry year, and in-
creased purchases of power from
other producers.

Net income for the year amounted
to $302 million, an increase of
$50 million over 1975. After pre-
ferred dividend requirements of
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$64 million, $238 million was
available for common stock-
holders. This was equivalent to
$2.90 a share, an increase of 9%
over the $2.67 a share earned
last year. The number of out-
standing common shares was
increased during the year by
11% to a total of 88,610,611.

The quarterly common stock
dividend was increased 3 cents a
share effective with the April 15,
1977 payment. The annual div-
idend rate now in effect is $2.00
per share. Dividends declared on
the common stock during 1976
amounted to $155 million, or
65% of the total earnings avail-
able for common stock.

Several rate decisions during
1976 were the primary reason
for the increase in operating rev-
enues. The most significant of
these occurred on April 27 when
the California Public Utilities
Commission adopted a new
Energy Cost Adjustment Clause.
This permits the Company to
recover the actual cost of energy
used in generating electricity.
Previously, rates were based
upon estimated oil and gas fuel
costs for average-year hydroelec-
tric conditions. The new proce-
dure provides for semiannual

adjustments in electric rates
based upon the costs actually
incurred during the preceding
12-month period for all fuels used
to generate electricity and for
electric energy purchased from
others. Costs in excess of those
currently billed to customers are
deferred for accounting purposes
from the time they are incurred
until they are recovered, with
interest, through rate adjust-
ments. Such unbilled recoverable
electric energy costs, together
with interest thereon, approxi-
mated $252 million at the end of
1976. Since these costs are cur-
rently deductible for tax pur-
poses, the Company will receive
a substantial Federal income tax
refund for the year 1976. This
also explains in large measure
why, as previously reported,
100% of the Company’s com-
mon and preferred stock divi-
dends during 1976 were exclud-
able from gross income for
individual Federal tax purposes.

The California Commission
authorized the first rate increase
under this new procedure on
June 15 in the amount of

I FARNINGS
HII118 DIVIDENDS PAID

Dollars Per Share
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$73 million annually. An addi-
tional increase of $144 million for
the first six months of 1977 be-
came effective January 5, 1977.

During 1976 the Company

also received approval for seven
separate changes aggregating
$215 million annually to offset
price increases from our suppliers
of natural gas.

On August 24, 1976, the Com-
mission issued an interim deci-
sion in our general rate case
authorizing increases in the Com-
pany’s electric and gas rates in
amounts expected to produce
additional annual revenues of
$106 million and $70 million,
respectively. The Commission
determined that a 9.2% overall
rate of return and a 12.83% rate
of return on common equity were
fair and reasonable. Hearings are
still in progress on the issues of
conservation, rate design, and
the reasonableness of the allow-
ance for income taxes. Unfortun-
ately, the rates charged for our
services have lagged markedly

behind the costs incurred to

- provide them. Although the

Commission has expressed its
determination to reduce regula-
tory lag and is diligently working
toward this end, rapidly increas-
ing costs have prevented the
Company from achieving the
authorized levels of return.
Accordingly, we intend to apply
for additional general rate relief
by the end of April 1977.

Rate proceedings still pending
include an application for a Gas
Exploration and Development
Adjustment rate provision. This
would permit periodic rate adjust-
ments to offset the costs incurred
for Commission-approved gas
exploration and development
projects.

Construction expenditures
amounted to $599 million during
1976. The external financing re-
quirements for these and other
expenditures were supplied by
three security issues. In March
$106 million was raised through
the issuance of preferred stock at
a cost to the Company of 9.59%;
in September $163 million was
obtained through the direct sale
of common stock; and in
November $175 million of First
Mortgage Bonds was issued at a
cost to the Company of 8.35%.
An additional $25 million was

USE OF THE 1976 REVENUE DOLLAR

Cost of Money $.20)

Materials & Other $.10 '

Taxes $.05
Wages $.11

Fuel & Purchased
Power $.54

1
9
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BER CAPITAL EXPENDITURES
HIHE INTERNAL FUNDS

Millions of Dollars

raised through the issuance of
common stock to the Dividend
Reinvestment Plan and the
Employees Stock Purchase Plan.

The Company’s capitalization at
year end totaled $6.5 billion con-
sisting of 48.1% in mortgage
bonds, 13.5% in preferred stock
and 38.4% in common stock
equity. There were then more
than 210,000 common share-
holders and 120,000 preferred
shareholders.

Electric

The Company’s electric opera-
tions in 1976 showed the effects
of the severe drought throughout
PG&E's service territory. Electric
energy sales increased 7% to
56.6 billion kilowatt-hours. A sig-
nificant portion of the increase
was due to drought-induced
heavy pumping loads for agricul-
tural irrigation. Industrial sales

4
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were also substantially higher,
reflecting improved economic
conditions.

Because of adverse hydroelectric
" conditions, the proportion of
thermal-electric generation was
much higher in 1976. Of the total
system output, approximately
62% was provided by thermal-
electric generation at the Com-
pany’s own plants. The remaining
38% was provided by hydroelec-
tric generation at Company
plants and by purchases from
other producers. This reversed
the trend of the previous two
years, when very favorable water
conditions enabled PG&E to use
less expensive hydroelectric gen-
eration for more than half its
output.

Under the drought conditions ex-
perienced in 1976, the Company
burned nearly 27 million barrels
of low-sulfur oil in its thermal
generating plants, an increase
from 11 million barrels burned

in 1975.

On June 28 a new record peak
demand of 12,245,800 kilowatts
was recorded, representing an in-
crease of 5.3% over the previous
year's peak. Our studies indicate
that sales of electricity will con-
tinue to grow in our service area
despite our continuing emphasis
on energy conservation. To meet
this growth, additional generating
capacity will be required. In rec-
ognition of the growing scarcity
of oil and gas, we have planned
the major portion of these addi-
tions to use other fuels.

Our two nuclear units at Diablo
Canyon represent 43% of the
capacity additions expected to
become operational during the
next five years. When in full
operation, these two units will
save about 24 million barrels
of fuel oil annually.

The Geysers will be the site of
nearly 13% of our capacity addi-
tions during the next five years.
It is already the world’s largest
geothermal facility, providing
502,000 kilowatts of capacity.
Construction has started on four
additional units which will bring
the capacity to 908,000 kilowatts
in 1979. We expect that at least
two million kilowatts of capacity
ultimately will be available from
geothermal sources in The
Geysers area.

Construction began this year on
the Company’s 1,125,000-kilo-
watt capacity pumped storage
hydroelectric project on the north
fork of the Kings River. Upon its
completion, expected in 1981,
the Helms Project will provide
additional peaking capacity.
Peaking generation will be ac-
complished by discharging water
stored in Courtright Lake
through turbine generators
located at Lake Wishon. The
water then will be pumped back
to Courtright Lake during
off-peak hours, using power
from thermal and other
base-load plants to drive

the pumps.

The Company is also proposing
to construct an underground
hydroelectric plant with a capac-
ity of 140,000 kilowatts on the
San Joaquin River. The plant
would be located between two
existing reservoirs and would
require no new dams.

Coal is expected to become the
Company’s next source of ener-
gy for electric generation, supple-
menting the five sources cur-
rently available: nuclear, hydro,
geothermal, oil and natural gas.

SOURCES OF ELECTRIC ENERGY

T Thermal
R Hydro

MR Received From Others (Primarily Hydro)
Billions of Kilowatt Hours
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USES OF ELECTRIC ENERGY
B Residential & Commercial-
SR [ndustrial

IR Other Uses

Billions of Kilowatt-Hours

ELECTRIC PEAK AND CAPABILITY
BERE Capability
BIT18 Peak

Millions of Kilowatts
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Two 800,000-kilowatt capacity
coal-fired generating units are

planned for construction in the
1980’s.

The Company is undertaking to
purchase currently a portion of
its long-term supplies of fuel for
future base-load thermal plants.
This past year the Company pur-
chased a coal reserve in Utah of
sufficient tonnage to supply one
800,000-kilowatt generating unit
for 40 years. Our future nuclear
fuel requirements will be met in
part from uranium properties lo-
cated in Texas that were acquired
in 1976. In addition, the Com-
pany is negotiating for the pur-
chase of an interest in uranium
properties located in Wyoming.
Ownership interests in fuel sup-
plies will help to stabilize the
Company’s costs of energy in
future years.

Now, as in the past, PG&E’s
management must face the chal-
lenge of providing the energy
needs of a growing and dynamic
service area. No single source of
energy is the answer to our
needs. All feasible sources must

be developed and conservation
must be vigorously pursued.
Accordingly, we are investigating
the feasibility of all promising
methods of generating electricity,
including fusion and breeder
reactors, solar and wind power,
and supporting research on a
number of them. For additions to
generating capacity in the next
two or three decades, however,
primary reliance must be placed
on commercially available
methods of generation and on the
nation’s most abundant fuel
resources, uranium and coal.

Gas

The Company currently obtains
its natural gas supply from three
sources: El Paso Natural Gas
Company, which delivers gas
from the southwestern part of the
United States; Pacific Gas Trans-
mission Company, a PG&E sub-
sidiary which transports gas from
Canada; and producers in north-
emn and central California.

During 1976 the Company pur-
chased 836 billion cubic feet of
natural gas from these sources:
38% was obtained from El Paso,
45% came from PGT and the

PLANNED CAPACITY ADDITIONS
1977-1981 Tota! Megawatts —4,892

Fossil /1,021 MW/209%

Geothermal /626 MW/12.8%
Hydroelectric
1,125 MW/23.0%

Nuclear|
2,120 MW/43.3%)

F—Non-Fossil/3 871 MW,
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UNIT COST OF FUEL USED FOR
ELECTRIC GENERATION
R il

=3 Natural Gas

e Nuclear

Cents Per Million BTU 300

remaining 17% was from Cali-
fornia producers. The total
volume acquired was 3% less
than in 1975 and the lowest
amount purchased since 1967.
The reduced availability of natu-
ral gas is attributable to El Paso’s
declining supply and the manner
in which that supply is being
allocated by the Federal Power
Commission and also to the
declining deliverability of
California wells.

As a result, the Company’s low
priority customers have period-
ically been curtailed during the
past few winters, as have such
classes of consumers elsewhere
in the country. Gas supplies
currently under contract are
adequate to meet the needs of
residential customers until the
middle 1980’s. By then, assum-
ing timely governmental actions,

- the projects we have planned will

be providing substantial
additional supplies.
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The Arctic Gas Project, a multi-
company consortium of U.S. and
Canadian companies, proposes
to transport up to 4.5 billion
cubic feet per day of gas from
Alaska’s Prudhoe Bay and the
Mackenzie River Delta area of
Canada for use in the United
States and Canada. Applications
for approval of this project are
before regulatory agencies in
both Canada and the United
States. Hearings on the applica-
tions of Arctic Gas and two com-
peting projects have been com-
pleted by the Federal Power
Commission. On February 1,
1977, the Administrative Law
Judge rendered his decision in
favor of the Arctic Gas Project
and the matter is now before the
Commission for its review. Under
the provisions of recently enacted
Federal legislation, the Commis-
sion’s recommendation must be
forwarded to the President by
May 1, 1977, and the President
must submit his decision to Con-
gress for ratification on or about
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September 1, 1977. If the Arctic
Gas Project is selected, natural
gas deliveries could commence

in 1982 or 1983.

The Company is also participat-
ing in a joint venture with South-
em California Gas Company that
would bring liquefied natural gas
supplies by ship from Indonesia
and from South Alaska’s Cook
Inlet. If approved, these projects
could ultimately provide an addi-
tional 470 million cubic feet of
gas per day for PG&E’s custom-
ers. Hearings on these projects
are in process before the Federal
Power Commission.

The Company is continuing its
exploration program in the
Rocky Mountain area of the
United States through two of its
subsidiary companies, Natural
Gas Corporation of California
and Pacific Gas Transmission
Company. Small volumes of gas
from the Rockies are scheduled
to flow into our system beginning
this year, but sufficient data are
not available to assess fully the
future deliverability of gas from
this source. Natural gas discov-
ered in this area may someday
be augmented with synthetic
natural gas from coal to achieve
quantities making pipeline trans-
portation economically feasible.

Each of the Company’s potential
incremental supplies of gas will

be more costly than present
supplies because of the great
distances and new technologies
involved in bringing this gas to
market. Even the cost of current
supplies has risen dramatically in
recent years. The average 1976
price of $1.34 per thousand
cubic feet has quadrupled over

_ the price of gas paid just five

years ago.

The Company is also augment-
ing its gas storage capability and
its ability to deliver gas from
storage to meet its peak require-
ments. The Company has three
underground storage facilities
and one liquefied petroleum gas
installation for auxiliary peaking
that are capable of a maximum
daily delivery totaling 1.5 billion
cubic feet.

Regulation

The Company is subject to regu-
lation by four principal agencies:

The California Public Utilities
Commission has the authority,

SOURCES OF NATURAL GAS
R Califomia :
228 El Paso

RN Canadian

Billions of Cubic Feet

USES OF NATURAL GAS

B Residential & Commercial

B Industrial

M Electric Generation & Other Uses

Billions of Cubic Feet
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among other things, to establish
rates, regulate security issues and
prescribe rates of depreciation
and uniform systems of accounts.

The Federal Power Commission
has authority to regulate rates for
interstate transmission and sales
of electricity for resale, and to
regulate the acquisition and dis-
position of certain property,
licensing of hydroelectric projects
and accounting. Pursuant to the
Natural Gas Act, the FPC also
exercises jurisdiction over the
operations of the Company’s
domestic subsidiaries involved in
the supply and transmission of
natural gas in interstate commerce.

The California State Energy
Resources Conservation and
Development Commission has
responsibility for forecasting elec-
tric energy requirements and for
developing contingency plans for
electric energy shortages. In
addition, it has the authority to
certify thermal-electric power
plant sites and related facilities
within California.

The Federal Nuclear Regulatory
Commission has jurisdiction over
the construction and operation of
the Company’s nuclear generat-
ing plants.

AVERAGE COST OF PURCHASED
NATURAL GAS

Cents Per MCF

150
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Conservation

Since the onset of the energy crisis
in 1973, the Company hassteadily
intensified efforts to help its cus-
tomers conserve energy. Increased
conservation can reduce the need
for construction of new, high-cost
utility plant and stretch scarce and
costly supplies of gas, oit and other

sources of energy,. :

In keeping with its commitment
to treat energy conservation as
the equivalent of another energy
source, the Company has estab-
lished an Energy Conservation
and Services Department. In
1976 this department adminis-
tered a program involving the
expenditure of more than $6 million
designed to produce substantial
energy savings for our customers.
These efforts are being increased
in 1977.

To expand still further our con-
servation programs, the Com-
pany is seeking authority from
the California Public Utilities
Commission to make additional
expenditures for conservation

- under a procedure that would

adjust customer rates to offset
the costs of Commission-

approved PG&E conservation
programs. The proposed pro-
grams include low-cost Com-
pany-funded home insulation

loans, technical analyses of larger
customers’ energy use and the
allocation of additional funds for
solar research and development.
Our conservation policy is a
logical complement to the plan-
ning essential in meeting the
future energy needs of northemn
and central California.

Personnel

There were 24,583 men and
women employed by the Com-
pany at the end of 1976.
Approximately 70% were rep-
resented by the International
Brotherhood of Electrical Work-
ers(AFL-CIO), and 8% by the
Engineers and Scientists of Cali-
fornia. The Company has
reached an agreement with the
representatives of the IBEW,
subject to membership ratifica-
tion, which provides for increases
in benefits as well as wage
increases of 7% % effective
January 1, 1977 and 6% effective
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January 1, 1978. Negotiations
with the Engineers and Scientists
of California are still in progress.

The Company’s Affirmative
Action Program has continued to
achieve excellent results. Minority
employees now represent over
22% of PG&E’s work force, a
figure which compares favorably
with the minority working age
population in our service area. In
addition, advancement of minori-
ties and women into supervisory
and management positions has
been actively encouraged. The
Company is gratified by the suc-
cess of its efforts to provide
upward mobility for men and
women of all backgrounds. More
than 3,700 PG&E supervisors
and foremen have attended in-
company Supervisors Training
Workshops, where they are
trained in practical management
skills and techniques. .

PG&E employees are continuing
their long-standing tradition of
personal involvement in their
communities. Many Company

employees serve on the govern-
ing bodies or staffs of school
boards, planning commissions,
youth groups, and other civic
and charitable organizations. We
are proud of the good citizen-
ship displayed by our employees.

Executive Changes

Following the death of Shermer
L. Sibley, the Board of Directors
on July 21, 1976 elected John

F. Bonner President and Chief
Executive Officer, Richard H.
Peterson Chairman of the
Board, and Frederick W. Mielke,
dJr., Executive Vice President and
a Director.

In order to achieve a better-
balanced organization and
strengthen the management of
the Company, substantial orga-
nizational changes were made on
December 15, 1976. On that date
the Directors advanced J. Dean
Worthington, Senior Vice Presi-
dent, to Executive Vice President
and elevated three Vice Presi-
dents — Barton W. Shackelford,
Stanley T. Skinner and John A.
Sproul —to Senior Vice Presi-
dent. Nolan H. Daines, formerly
Land Department Manager, was
elected Vice President - Plan-
ning and Research; Malcolm A.
MacKillop, Assistant General

Counsel, became Vice President—
Governmental Relations; and
Paul Matthew, previously Man-
ager of Steam Generation,
became Vice President and
Assistant to the Executive Vice
President, Mr. Worthington.

This new executive structure
relieves some of the burdens
that had been placed upon the
President and the Chairman of
the Board by the growth of the
Company, permits additional
delegation of authority, and pro-
vides greater depth of senior
management.

It is with great sorrow that we
report the deaths of two of our
Directors. On December 21,
1976, after having served on our
Board of Directors for six years,
Rudolph J. Drews passed away.
Mr. Drews had resigned from his
duties as a PG&E Director just
one week earlier in anticipation
of extensive travel abroad.

Mr. Karl L. Wente, who had been
elected a Director in October,
died unexpectedly on January
22,1977 at the age of 49.
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PG&E’S DIVERSE
ENERGY SOURCES

PG&E EMPLOYS FIVE SOURCES OF PRIMARY ENERGY—
FALLING WATER (hydro power), OIL, NATURAL GAS, NUCLEAR
FUEL AND NATURAL STEAM (geothermal). All are used to pro-
duce the electricity for PG&E’s system. They are drawn upon to the
limits of availability (with oil the balancing fuel supply) to generate
power at the highest efficiency and lowest possible cost.

We have available to us one of the nation’s great hydroelectric
systems. In normal rain and snowfall years, hydroelectric power pro-
vides about 50% of our electric energy. This type of electric generation
neither contaminates nor consumes the water itself, but returns it

to the rivers undiminished to serve agriculture and other vital needs.
Hydroelectric facilities are expensive to build, but generally economical
to operate. The resulting low energy cost is one reason why our rates,
despite recent increases, remain among the lowest in the nation.

But since nearly all economically acceptable hydro sites have already
been developed, oil‘and natural gas have become more prominent in our
energy mix in recent years. Unfortunately, the costs of these fossil fuels
have been skyrocketing. In just five years, the price for gas has quad-
rupled and the cost per barrel of low-sulfur fuel oil has quintupled.

One alternative to oil and gas is uranium. Nuclear power plants can
produce electricity at significantly less cost than can an oil-fired plant.
When operational, our two nuclear units at Diablo Canyon will save
approximately 24 million barrels of expensive imported oil a year.

The remaining source of primary energy currently employed within our
system is geothermal steam. We have the nation’s only geothermal power
development, the largest in the world, and we are expanding it. However, we
estimate it will supply only about 10% of our needs when fully developed.

COAL WILL SOON BECOME THE SIXTH ENERGY SOURCE

FOR PG&E. Reserves already purchased in Utah this past year and others
which are being investigated will be used as fuel for two 800-megawatt
coal-fired generating plants planned for operation in the mid-1980's.

CONSERVATION CAN BE CALLED OUR SEVENTH SOURCE

OF ENERGY. In order to supply the energy needs of our customers now
and in the future, conservation must play an increasingly prominent role. The
key to the effectiveness of our conservation effort is explaining the realities of
an energy situation which is truly serious to a public which is only now coming
to understand and respond to it. Too many people, as polls and experience
alike demonstrate, fancy that the energy problem is nonexistent or frumped

Material Redacted
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12 up. But the hard fact is that the
energy problem is very real. It will
not go away and, unfortunately,
will get worse before remedial
actions can take effect.

No company. no industry, can
serve its customers or its stock-
holders effectively when faced
with massive and frequently
critical public misunderstanding of
the most fundamental facts

of its operation.

Faced with the need to explain to
its customers the realities of the
energy situation and to tell them
what the Company is doing about
it, PG&E continued a major
educational campaign in 1976.

Central to the 1976 effort was the
widespread use of a series of
dramatic advertisements in news-
papers and magazines. The
series (reproduced in reduced
form here) depicted the
Company's diverse sources of
primary enerqgy and was titled
accordingly, “‘Sources of
Energy”.

In pointing out the realities of the
energy crisis and the need for
conservation, the advertisements
described briefly our sources of
energy and why no single source
can supply the needs of our
customers —why all must be
developed. They also called
attention to PG&E's efforts to
develop additional resources,
including solar, wind, garbage
and others. Realistically, they
noted, some of these sources
may take years to prove out

and some may not make it at

all —yet “in the meantime, we
must meet your demands

for electricity”’.

Each of the advertisements
concluded with the frank state-
ment: “‘For your part, the
effective way to help control the
spiraling cost of energy is to use
less of it. We encourage you to do
so because the energy you use is
too precious...and too costly. ..
to waste.”

PG&E will continue this kind of
customer communication so long
as the need itself continues.

Material Redacted

Sources of Energy—No. 2cf a sesres

Do 10 M

Lvalniorni

“average' rui srJ srow
ars hvdio orov:des abeu

i
moie prominentin our energy
1o in recent years. LUsfortn-
| nataly the costs of tresa fosml

i why PG&E and other uility
! systems. 2t home and shroud,
1 are budding auclewr plants.

1 must continae,
| fforts alon:
1 ourcesd to

comservation |
ate |
|

. greatest hy

Sources of Energy—No. ! of a series

If it rained all the time,

_ clectricity would be cheaper.

PG&E employs five sources
of primary energy —oil. natural
gas, natural steam { geothermal’,
nuciear fuel and fatling water

! ihydro poweri—10 tum turbo-

. generators which produce the

; electricity for its interconnected
! netwerk system. They are

¢ “mixed” for maximum efficiency |

tc generata power at the lowest
possibie cost.

To harness water for power,
e of the nation's
ctric systems.

we have Swlt

y espite
recent increases, remain amang
the lowest in the nation.

Diversity: Other
sources of energy

Oil and natural gas have
become more prormnent 1o cur
energy mix i recent ysars

' because nearly all economically

acceptable hydro sites have been
developed. But the costs of these
fassii (uels have been sky -
rocketing. In just § years, the

: prices for gas have more than

doubled and the ccst per barrel
of low-sulfur fuel cil has
quintupled. All but two of the
PG&E elcctric rate increases
requested in the past five years
were 1o offset these higher

Tuel costs.

The alternative to oil and gas,
which are getting more scarce
and rmore costly, 1S uramum.
Nuclear power plants can pro-
duce electri at half the cost
p.ant, Qur two
5 at Diablo Canyon
will save our having to buy 24
rmillion bamels of expensive
imported cil a year.

These are the good reasons
why PG&E and other utility
systems. at home end abroad,

avely mexpensive source of
power, it presently supplies

pe veu
s tecon-
e precious

Coal one day may
source of prmary erergy. We
in tne process of acquinng
reserves in Utah.

PG E

w
Keup vou pro-

GTR0047999



Ifthe Brontosaurus had
been more romantic,
electricity would be cheaper

el
tln..!... T e
Bored (rasre

Source ef Enegy—No 4 el asorie:

K all our fuellooked like this,

ofe ClCCtIlCl WOllld be che T.
———
Gaanorset
cougy POLE i I
electricity Ans 1
e The € POBE wes cnecl the matnat, 1
reltively inexp . firct unfiues o develp the i :
byopumitc e | ful usoo! e atom miouheat | :
would supply ¢ | swros for the yenerbsof eles |
of iclty We corticipotad s the ! H
Athiediaws | fiot commercial nutesr powsr - '
8ol the 1 L Vailesiios in Alameda
EXLTEV anty, in 1957. and our moncer

o7 plant ot Humblt Bry brocehe
45200 kifzwatis 2 fing 10 1963

ol ai ratatncn fn tha simpieat temms, heret:
Lka othet U | ooy £ mictene pewmr et worke
andabrcd, PL | Nuoleas fuel, enriches srantur
dioudain peilet feam, sonsutites
o core of whrt is called they
the urnsum stoms

Ths l'tﬂbo-h wam.pﬂuan,_

zemm

generzior, i ;na.-e.rqe e

tcity. The pody

lo:'u;g plant 0kt
electiary.

Stuper: of Enmegy~ Nu 7 efa ienz.

 There's enough coal to generate
ectricity inthe US.for centuries.
But it's no simple energy solution here.

First.
the good news

genematn, and we nve treer”
Soquired b el i
o Ush H

Nowthe bad news

Reltarea on eoni resource for s

ity in

0 tons of aah 1 duy -
 saitrstsntal wests deponal
fron.em

Esan i approva cad be
atnsined s, saar Wostam
e o burm eaul there and
tanumit the dectricity @ Cale

it wa.od be mars costly
than loesunr th gl 1n

me' we snal conunLe to
we's on sshang the probierme,

mlwwmwmm
diferen

Suurces of Encrdy—No 6 of msency

If the Middle East were in

i ;
Li !
[ unt, 3t Disk's o
|| SRR | the Middle West, 5% | !
Truch 52 24 milan tare's ¢! H 1
| electricity would be cheaper — EmEi ;
e | 1 i {
! Othersources | — " |
: D st — Saveenergy= 5
m— e ———— - i : youll save monetoo. !
Sources of Encety—No. 5 ot a verie: : %‘&fﬁ;‘;ﬁmﬁ‘:}‘ggﬁ v PGwE :

e lcr facizd power pants.

rurm! g we
of the tie. The {actod

If solar energycan Bt

helpheata house,whycant it =

a0 thao ges
* breussweyy nmngiow an s
supgbe

runa power plant? =

\ bl e 5y our g pwer plarua

oAy Supplies © omes it

|
. o cos ot 25 & bl

and butdings, &nd wace hesting, ! desyorod.
poola. .

me‘udmﬁl ming: “The ectmaled ost of off be
lunb ey burned this yesric moes than
d actne power 1 lar mare $500 mvifion. lens than
it on et o $4 millicn yuzt five yeara.age.
1310 gxpensuv i oe oy, % the main reatm
A 2 s only vk | siecte atrs have gane o
ane shift. mnmmmm | e
1o will o aocdod stwighior |
whan the sun doesa shine, Gr
! vlumy-mnsx be developed for
ecle ¢t0ma30 of eleatriaiy,
s under way
avdop mare elfient oy i
convont g sk ene |
due:u, into-el mnﬂ“ Oil and I fve
irch is armed ot using. W orman w

nnﬁhoa!wm:kumm i

i e

H WE yses for gengrahng sloee
} traity The otharvarg weler

* power chydrontarieiet gecthermal |

k& "he Gaysers. and ' M
. nugler fron, 1 have wened o crannm o3 i Butdand when gy arenany, o ovalibls sources. © tnd naw B
R Californis husars of  © power plant (\:d, Wien ow ove | wel! B nady. W 1o the mean w3y b3 3T cacgy mers el H
ehn crost e : | Sene. o e et your } cicniy, sng o %eep you provdes
tems m the astion.  poodices vp:mnon eycangro- | demards for mestnaaty, ) m equitty energy and H
nelanveiy mexpessive sleciiicity | duneakn:ll) for about 16'. Lol i rebobin envsice st the lowest pog- |
y ical and } thao i :.;:n.,z Fea your par. tho. H
itny alead; b hegher oot . | effective way to hetp control the.
 Bave busn devetipet, § " Coal ane iy wany be ot i 1 Facing the | peangeer e ey rmie |
¢ 1 We have th iy geo- ) Ty We . mq o 2 H
H 1 wre o the  soditiar ¢ do.c s the  wneny you H
H Lrgest.in the workland weate | reserveain Dbdh. H pedyivo . and @0 H
! | eapanding { Howaves, we i Wind.salse gary e, U H | eor. mwate i
There - 5. S dte gy | epply oy ;b!-;m : differerices o ¢ The desmnd [o: viectacay ‘ i
ensrgy which PG& pecds by : = - . ; i
;-nm ectrctty, These : iy helg s pepuiation Ml &AYnas: to H Save cnergy- i
ferthem Cailleras has ons of + whyour Filth pimaty sauree mw‘yymmwgy&:m + row The probler 5 . M H
Gorls me. extonswe ! energy-- rociew-ssoimp. | take youn o prove out il i s gowncgamed Lowes, . youllsavemoney too.
hyrimetectre epmms ftproduce- § tantand why we. Ghau 1 sy sioer < : oo s unus PGoE i
felsrely mexpeacive ey, These anituacns are resons o erpt e iconm | 09 aboad, our argent <f H
but eexly :’;&Tm Sl © whyowr todeveispy | H
Acnepabis S84 hgve ! entrgy, nuclear, m.am mmwﬁndm Sme e e e
atready bext doveioped Thath | and why we, ke other umity waj -eueTRy foars: .
Wy patwrd s and o had systems hero wad wbosd, have c_nvy.anmmnmm H
+ becomo mone prminertin Cat -, tumed ® ureniam a3 power glant wth dequate i
enery oux. i luz Whmmnwnhwumh usbie service umazw«m i
Snate . tas onvis ct H e s, For your part, '
!b:.«a(rml’:a;imnmuy. H an elfetive way whelp conrw the | §
abtut 40% lssy b asting oot of enomy. WUt i
o Slor ol o bor woreed c‘--fm;hnv. despite hughar ma;ngwmmmz {
nored s thy [l

Bas s g, wsounns (g enery you

be.cuis saxth,

Material Redacted

GTR0048000



14 Summary of Operations

Pacific Gas and Electric Company / For the Five Years Ended December 31, 1976

Thousands

. 1976 1975 1974 1973 1972
OPERATING REVENUES: -
Electric $1,571,842 $1,293551 $1,104,715 $ 947.500 $ 856,824
Gas 1,074,886 939,820 622,040 542,656 493,789
TOTAL 2,646,728 2233371 1,726,755 1,490,156 1,350,613
OPERATING EXPENSES:
Operation 1,787,844 1,474,201 961,682 744,109 668,823
Maintenance 96,277 90,853 90,631 77,083 66,913
Depreciation 199,491 178,978 166,605 158 329 142,461
Taxes on Income 16,579 13,783 54,203 72,559 73,774
Property and Other Taxes 142,667 128,303 123,025 120,556 117,731
TOTAL 2242858 1,886,118 1,396,146 1,172636 1,069,702
OPERATING INCOME 403,870 © 347,253 330,609 317,520 280,911
OTHER INCOME AND INCOME
DEDUCTIONS 121,369 108,771 100,147 69,748 64,355
INTEREST EXPENSE 223,255 204,445 169,519 143,661 129,922
NET INCOME 301,984 251,579 261,237 243,607 215,344
PREFERRED DIVIDEND
REQUIREMENTS 63,685 48 301 45,253 36,682 31,109
EARNINGS AVAILABLE FOR
COMMON $ 238299 $ 203278 $ 215984 $ 206,925 $ 184,235
AVERAGE COMMON SHARES
OUTSTANDING 82,138 76,265 66,146 64,140 61,086
EARNINGS PER COMMON
SHARE $2.90 $2.67 $3.27 $3.23 $3.02
DIVIDENDS DECLARED PER
COMMON SHARE $1.88 $1.88 w$1.88 $1.78 $1.72
Quarterly Common Stock Prices and Declared Dividends
Pacific Gas and Electric Company / December 31, 1976 and 1975
1976 1975
4th 3rd 2nd 1st 4th 3rd 2nd Ist
High $24% $2334 $213%  $23% $217% $22 $2178 $23%
Low 20% 20% 20 20 19% 19% 18% 19%
Dividend 47¢ 47¢ 47¢ 47¢ 47¢ 47¢ 47¢ 47¢
GTR0048001
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Management’s Discussion and Analysis of the Summary of Operations 15

Pacific Gas and Electric Company / For the Five Years Ended December 31, 1976

OPERATING REVENUES

Operating revenues have increased significantly in each year primarily because of increases in rates and
sales volume. The following table sets forth the amounts by which the Company’s electric and gas revenues
during each of the last four years exceeded the revenues for the preceding year, together with the estimated
increases and decreases attributable to these major factors.

e Millions
1976 1975 1974 1973
ELECTRIC REVENUES:
Rate Increases:
Energy and Fuel Cost $ 52.3 $ 94.0 $153.6 $50.3
General 146.8 34.4 23 19
Sales Volume and Other Changes 79.2 60.4 1.3 38.5
Net Increase $278.3 $188.8 $157.2 $90.7
GAS REVENUES:
Rate Increases:
Cost of Gas Purchased $166.9 $291.1 $ 99.2 $18.4
General 49.7 13.4 1.7 38.7
Sales Volume and Other Changes (81.5) 13.3 (21.5) 8.2)
Net Increase $135.1 $317.8 $ 79.4 $48.9

OPERATING EXPENSES

The major increase in operating expenses resulted from increases in the cost of electric energy and cost
of gas sold.

From April 1973 until April 1976 the Company’s electric rates were adjustable on a quarterly basis, subject
to the approval of the California Public Utilittes Commission (CPUC), to reflect changes in the costs and
relative quantities of natural gas and fuel oil expected to be consumed in the Company’s generating plants
assuming, among other things, average weather conditions. The effect of this procedure was that actual
weather conditions produced large variations in the Company’s earnings. No change in rates under this
procedure was authorized by the CPUC after January 1, 1975.

Increased purchase prices of gas sold have not materially affected Company earnings because the CPUC
has, historically, authorized changes in gas rates to customers that track the cost of gas sold.

In accordance with the requirements of the CPUC, the Company has, since March 31, 1976, deferred in a
balancing account the difference between cost of its electric energy and the energy cost collected from its
customers. Subsequently, the Company has been required to maintain similar accounts to record under-
collections and overcollections of gas cost increases. The deferred amounts are amortized as corresponding
changes are made in customer rates. The balancing account for unbilled recoverable electric energy costs
totaled $251,681,000 at December 31, 1976. As a result of the drought-induced need to use greater
quantities of fuel oil for electric generation and purchased power during the early part of 1977, the
Company anticipates that this balancing account will peak at approximately $350,000,000 by the end of
April 1977. Pending receipt of revenues pursuant to CPUC-authorized customer rate adjustments, the
Company intends to continue financing such fuel oil expenditures through internally generated funds and
the issuance of short-term notes. Although such deferred costs are deducted currently on federal and state
income tax returns, for financial statement purposes such costs are recognized in the computation of income
tax accruals as the deferred costs are amortized. The effect of using these balancing accounts is that changes
in costs of electric energy and gas no longer affect the Company’s earnings since energy costs are included
in operating expenses when they are offset by revenues.

GTR0048002



16 Transmission and distribution expense increased 13% in 1976 over 1975 largely due to the increased price
of natural gas used in the compressor stations.

Rl dond

Other operation expense inueased 15% in 1976 and 17% in 1975 principally as a result of the general
inflationary trend and the added expense of complying with ever-increasing requirements of environmental
and other regulatory agencies.

Taxes on income were lower in 1976 and 1975 due primarily to increased statutory deductions available

in determining taxable income. Many of the Company's tax deductions are related to its investment in utility
plant: accordingly. as the investment in utility plant has increased. deductions have increased. even though

operating income before income taxes has not increased proportionately. (See Note 3 of Notes to Financial
Statements. )

OTHER INCOME AND INCOME DEDUCTIONS

The amount of allowance for funds used during construction (ADC) has increased in recent years primarily
due to the construction of Units 1 and 2 of the Company’s Diablo Canyon nuclear generating plant. The
portion of ADC recorded in 1976 which is estimated to be applicable to construction planned for completion
in 1977, 1978 and 1979 is 89%, 2% and 2%, respectively. Substantially all of the ADC applicable to jobs
planned for completion in 1977 represents ADC for the two nuclear units at Diablo Canyon. In connection
with the August 24, 1976 interim decision on the Company's general rate increase, the CPUC stated that
current ratemaking procedures are not well suited to the timely inclusion in rate base of significant additions
to plant. Accordingly, the CPUC proposes to consider the addition of the Diablo Canyon nuclear generating
plant in conjunction with an energy cost adjustment proceeding in order to grant timely rate treatment.

'The gain on bonds purchased for the sinking fund declined in 1976 and 1975 as a result of purchasing
bonds on the open market which were closer to maturity. The decline in 1976 was also due to a change in
the accounting treatment of the gain on bonds purchased. (See Note 1 of Notes to Financial Statements. )
In addition, the prime reason other income increased over the last few years was because more interest

expense has been applicable to property not included in rate base, thereby increasing the related income
tax reduction. (See Note 3 of Notes to Financial Statements. )

INTEREST EXPENSE AND PREFERRED DIVIDEND REQUIREMENTS

The increased interest expense and preferred dividend requirements over the years are a reflection of the
issuance of more long-term debt and preferred stock at higher rates to finance the ongoing construction
program.

Lines of Business
Pacific Gas and Electric Company / For the Five Years Ended December 31, 1976

The approximate percentage of operating revenues and operating income, exclusive of taxes on income.
attributable to each principal line of business was as follows:

———— Operating Revenues — - Operaring income -—-

Electric Gas Electric ‘Gas
1972 63% 37% 83% 17%
1973 64% 36% 81% 19%
1974 64% 36% 90% 10%
1975 58% 42% 73% 27%
1976 59% 41% 71% 29%

Material Redacted GTR0048003



Revenues and Sales

Pacific Gas and Electric Company / For the Years Ended December 31, 1976 and 1975

Thousands
Increase {Decrease)
1976 1975 Amount Percent
ELECTRIC DEPARTMENT
REVENUES:
Residential $ 517574 $ 465818 $ 51,756 11.1 %
Commercial 536,938 443,601 93,337 21.0
Industrial (1000 KW demand or over) 277,694 197,221 80,473 40.8
\ Agricultural Power 115,952 87,006 28946 333
i, Public Street and Highway Lighting 24,537 20,454 4,083 200
" Other Electric Utilities 61,664 52,478 9,186 175
Miscellaneous 33,727 23,733 9994 421
Other 3,756 3,240 516 16.0
TOTAL $1,571,842 $1,293,551 $ 278291 215%
SALES —KWH:
Residential 17,147,610 16,582,796 564,814 34 %
Commercial 17,162,248 16,571,989 590,259 3.6
Industrial (1000 KW demand or over) 14,258,149 12,811,653 144649 11.3
Agricultural Power 4,601,147 3,781,864 819,283 21.7
Public Street and Highway Lighting 465,387 448,046 17,341 3.9
Other Electric Utilities 2,925,285 2,590,095 335,190 129
Total Sales to Customers 56,559,826 52,786,443 3,773,383 7.1
Delivered for the Account of Others 4,492 231 5,359,037 (866,806) (16.2)
TOTAL 61,052,057 58,145,480 2,906,577 50%
GAS DEPARTMENT
REVENUES:
Residential $ 416,660 $ 407,181 $ 9479 2.3 %
Commercial 130,878 117,692 13,186 11.2
Industrial 502,942 395,381 107,561  27.2
Other Gas Utilities 13,492 11,958 1,534 128
"Miscellaneous 10914 7,608 3,306 435
- TOTAL $1,074.886 $ 939820 $ 135066 14.4 %
SALES —MCF:
Residential 243 258 262,363 (19,105) (7.3)%
Commerical 74,718 83,244 (8,526) (10.2)
Industrial 284 261 315,799 (31,538) (10.0)
Other Gas Utilities 8,716 9,459 (743) (7.9)
Total Sales to Customers 610,953 670,865 (69,912) (8.9)
Company Use (electric generation) 194,950 159,135 35815 225
TOTAL 805,903 830,000 (24,097) (29)%

Material Redacted
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Comparative Statistics

Pacific Gas and Electric Company / For the Eleven Years Ended December 31, 1976

1976 1975 1974 1973
PER COMMON SHARE:
Earnings $ 290 $ 267 $ 3.27 $ 3.23
Dividends Declared $ 1.88 $ 1.88 $ 1.88 $ 1.78
Dividend Payout Ratio 64.8% 70.4% 57.5% 55.1%
Book Value (end of year) $28.16 $27.71 $28.18 $27.80
Market Price—High 24% 23%2 24% 32%
Market Price —Low 20 18% 17 21%2
Market Price —Close 23% 20% 20% 227%
CAPITAL EXPENDITURES (Thousands):
Electric Department $502,059 $525,143 $515,493 $444 344
Gas Department 84,720 81,870 97,714 89,186
Other 12,499 23,576 32,453 32,009
TOTAL $599,278 $630,589 $645,660 $565,5639
ELECTRIC STATISTICS:
Net System Output (Millions of KWH) 66,416 63,402 60,932 60,572
Net System Qutput— Percent ‘
Hydroelectric Plants 12.2% 22.6% 25.6% 21.5%
Thermal Electric Plants 62.0 43.6 38.1 53.4
Other Producers 25.8 33.8 36.3 25.1
Total 100.0% 100.0% 100.0% 100.0%
System Capability — KW (at annual peak)
Hydreelectric Plants (adverse conditions) 2,419,900 2,396,900 2,396,900 2,384,800
Thermal Electric Plants 8,261,000 8,053,000 7,947,000 7,841,000
Other Producers (adverse conditions) 3,743,400 3,766,100 2,948,700 2,554,700
Total 14424300 14,216,000 13,292,600 12,780,500
Net System Peak Demand — KW 12,245,800 11,632,800 11,648,800 10,867,800
Average Annual Residential
Consumption — KWH 6,509 6,462 6,260 6,417
Total Customers (end of year) 3,087,300 3,005,518 2,936,106 2,854,585
Customers Per Mile of Distribution Line 37.7 37.2 36.9 36.5
GAS STATISTICS:
Gas Purchased (Thousands of MCF) 836,333 861,860 876,537 984,061
Sources of Gas Purchased — Percent
From California 16.8% 16.2% 16.8% 23.6%
From Other States 38.2 41.4 43.7 38.4
From Canada 45.0 42.4 39.5 38.0
Total 100.0% 100.0% 100.0% 100.0%
Average Cost of Gas Purchased—MCF
From California 96.1¢ 56.7¢ 42.7¢ 37.0¢
From Other States (at Calif.-Ariz. border) 83.0 72.7 55.8 43.0
From Canada (at Calif.-Ore. border) 192.1 136.8 65.4 441
Average 134.2¢ 97.3¢ 57 4¢ 42 (¢
Peak Day Sendout—MCF 3,348,909 3,352,881 3,020,215 3,423,896
Average Annual Residential
Consumption —MCF 100.8 111.1 104.5 113.4
Total Customers {end of year) 2,611,551 2,555,216 2,503,203 2,443,889
Customers Per Mile of Distribution Main 96.8 96.4 96.1 95.9
GTR0048005
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1972 1971 1970 1969 1968 1967 1966
$ 3.02 $ 2.75 $ 2.47 $ 258 $ 2.55 $ 2.49 $ 2.23
$ 1.72 $ 1.64 $ 150 $ 1.50 $ 145 $ 1.40 $ 1.30
57.0% 59.7% 60.9% 58.2% 57.0% 56.3% 58.4%
$26.36 $24.91 $23.66 $22.79 $21.71 $20.62 $19.53
33% 36% 35 39% 38% 38 36%
26% 28% 22Vs 29% 30% 31% 27
32% 32% 34% 32% 38% 35% 35%
$432,781  $355242  $297.930  $240.468  $200.763  $235707  $220.241
71345 60,432 68,320 61,428 58,834 50,536 55,596
39514 36.177 49,081 38,094 99,803 24,748 21,292
$543640  $451,851  $415331  $339.990  $289.400  $310991  $297.129
50,124 54,665 51,277 48,885 46,994 43,663 41,392
19.8% 25.6% 26.9% 31.4% 23.8% 32.9% 26.6%
52.7 465 48.6 45. 62.2 471 61.4
275 27.9 245 23.4 14.0 20.0 12.0
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
2369800  2,364900 2364900 2247900 2277300 2278500  2.924.400
7,062,000 6956000 6942400 6962.400 6302600 6289600 5447300
2609900 2438700 2098000 1560700 1056200 1110100 815300
12,041,700 11,759,600 11,405300 10,771,000 9,636,100  9,678200  8.487,000
10469800  9.713,000 8807.700 8227100 8126200 7757900  7.146.500
6,213 6,048 5,697 5,545 5181 5,000 4,661
2767978 2675942 2597314 2536703 2483480 2429306 2383907
36.0 35.4 348 345 34.3 34.0 338
1015319  1,004547 950652 878484 888075 802221 808,062
93.5% 24.8% 25.9% 25.9% 97.5% 26.3% 31.0%
40.3 41.2 43.7 45.3 15.5 183 486
36.2 34.0 311 295 27.0 95.4 20.4
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
33.7¢ 31.7¢ 30.2¢ 99.9¢ 30.3¢ 30.2¢ 30.1¢
39.4 375 33.9 31.4 27.9 28.4 20.4
36.9 32.7 30.4 28.2 28.0 29.3 31.2
37.2¢ 34.3¢ 31.0¢ 30.1¢ 28.6¢ 29.1¢ 30.0¢
3918844 3798462 3633341 3445626 3338669 3363503 3,032,844
115.7 121.7 107.7 116.2 109.7 112.4 107.5
2383609 2317686 2258285 2208046 2160569 2110510 2,064,045
95.6 95.0 94.1 94.0 03.8 93.5 93.5

Material Redacted
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Statement of Income

Pacific Gas and Electric Company / For the Years Ended December 31, 1976 and 1975

[housands

1976 1975
OPERATING REVENUES:
Electric $1,571,842 $1.293,551
Gas 1,074,886 939,820
TOTAL 2,646,728 2,233,371
OPERATING EXPENSES:
Operation:
Cost of Electric Energy 624,114 477,546
Cost of Gas Sold 796,186 675,609
Transmission and Distribution 114910 101,710
Other 252,634 219,336
Total 1,787,844 1,474,201
Maintenance 96,277 90,853
Depreciation 199 491 178,978
Taxes on Income (Note 3) 16,579 13,783
Property and Other Taxes 142,667 128,303
TOTAL 2,242 858 1,886,118
OPERATING INCOME 403,870 347,253
OTHER INCOME AND INCOME DEDUCTIONS:
Allowance for Funds Used During Construction 79,162 70,351
Gain on Bonds Purchased for Sinking Fund (Note 1) 5,483 15,106
Other —net 36,724 23,314
TOTAL 121,369 108,771
INCOME BEFORE INTEREST EXPENSE 525,239 456,024
INTEREST EXPENSE 223,255 204,445
NET INCOME $ 301,984 $ 251579
EARNINGS PER COMMON SHARE $2.90 $2.67
DIVIDENDS DECLARED PER COMMON SHARE $1.88 $1.88
The accompanying notes to financial statements and schedules are an integral part of this statement.

Material Redacted
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Balance Sheet
Pacific Gas and Electric Company / December 31, 1976 and 1975

1976 1975
ASSETS
UTILITY PLANT—At Original Cost:
Electric $5,344,976 $5,072,331
Gas 1,653,846 1,575,127
Construction Work in Progress 1,399,552 1,197,662
Total Utility Plant 8,398,374 7,845,120
Accumulated Depreciation 2,095,304 1,926,948
UTILITY PLANT—NET 6,303,070 5918,172
INVESTMENTS IN SUBSIDIARIES (Note 5) 101,502 51,500
CURRENT ASSETS:
Cash 24962 32,614
Short-term Investments— at cost which approximates market — 8,000
Accounts Receivable (less allowance for uncollectible accounts:

1976, $4,972; 1975, $4,202) 268,182 226,505
Estimated Federal Income Tax Refund 75,000 —
Materials and Supplies 34,006 36,166
Fuel Ol 209,491 236,195
Unbilled Recoverable Energy Costs (Note 1):

Electric 251,681 —

Gas . 24174 —_
Gas Stored Underground 90,298 67,984
Prepayments 25,612 30,657

TOTAL CURRENT ASSETS 1,003,406 638,121
DEFERRED CHARGES 11,854 13,090
TOTAL $7,419,832 $6,620,883
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common Stock —at par (Schedule 1) $ 886,106 $ 799,673
Additional Paid-in Capital 488,976 381,745
Reinvested Earnings 1,120,301 1,034,472

Common Stock Equity 2,495,383 2,215,890

Preferred Stock — at par (Schedule ) 877,451 777,451

Total Stockholders’ Equity 3,372,834 2,993,341
Mortgage Bonds (Schedule II) (Note 2) 3,128,038 3,039,351
TOTAL CAPITALIZATION 6,500,872 6,032,692

CURRENT LIABILITIES:
Commercial Paper (Note 4) 265,995 117,150
Accounts Payable 244114 196,219
Taxes Accrued 122,155 21,137
Dividends Payable 41,620 37,585
Mortgage Bonds —current portion (Schedule II) (Note 2) 54914 57,272
Other - o 54,747 48,354
TOTAL CURRENT LIABILITIES 783,545 477,717
CUSTOMER ADVANCES FOR CONSTRUCTION 53,334 42 077
DEFERRED INVESTMENT TAX CREDITS 24 843 11,625
OTHER DEFERRED CREDITS 19,755 16,344
DEFERRED INCOME TAXES ON DEFENSE FACILITIES 37,483 40,428
TOTAL $7,419,832 $6,620,883

The accompanying notes to financial statements and schedules are an integral part of this staternent.

Material Redacted
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Statement of Changes in Financial Position
Pacific Gas and Electric Company / For the Years Ended December 31,1976 and 1975

Thousands
1976 1975
FUNDS PROVIDED:
Funds Derived from Operations:
Net Income $ 301,984 $ 251,579
Non-fund Items in Net Income:
Depreciation (including charges to other accounts) 203,865 189,325
Gain on Bonds Purchased for Sinking Fund (5,483) (15,106)
Allowance for Funds Used During Construction (79,162) (70,351)
Other —net (6,624) (2,052)
Total Funds Derived from Operations 414,580 353,395
Common Stock Sold —net proceeds 187,770 149,346
Preferred Stock Sold —net proceeds 105,894 92,985
Mortgage Bonds Sold —net proceeds 172,804 172,394
Utility Plant Sold and Salvaged 5,981 3,647
Other Changes —net (6,699) 7,656
TOTAL $ 830,330 $ 779,423
FUNDS APPLIED:
Capital Expenditures $ 599,278 $ 630,589
Allowance for Funds Used During Construction (79,162) (70,351)
Funds Used for Capital Expenditures 520,116 560,238
Fuel Oil Inventory Change (26,704) 59,108
Unbilled Recoverable Energy Costs 275,855 —
Mortgage Bonds Purchased for Sinking Fund (at cost) 37,446 30,293
Matured Mortgage Bonds Retired 38,387 2,000
Dividends — preferred and common stock 216,155 193,370
Changes in Other Working Capital Items (a) (180,925) (65,586)
TOTAL $ 880,330 $ 779,423
{(a) Changes in Other Working Capital Items:
Short-term Investments (8,000) $ (4,971)
Accounts Receivable —net 41,677 72,387
Short-term Borrowings (148,845) (117,150)
Other Changes in Working Capital (65,757) (15,852)
Total —increase (decrease) $(180,925) $ (65,586)
Statement of Stockholders’ Equity
Pacific Gas and Electric Company / For the Years Ended December 31,1976 and 1975
Thousands
Preferred Common Additional Reinvested
Stock Stock Paid-In Capital Earnings
Balance, January 1, 1975 $689,951 $710,820  $315,767 $ 976,263
Net Income — for year 251,579
Preferred Stock Sold (3,500,000 Shares) 87,500 5,485
Common Stock Sold (8,885,255 Shares) 88,853 60,493
Dividends Declared — Cash:
Preferred Stock (47,208)
Common Stock (146,162)
Balance, December 31, 1975 777,451 799,673 381,745 1,034,472
Net Income — for year 301,984
Preferred Stock Sold (4,000,000 Shares) 100,000 5,894
Common Stock Sold (8,643,315 Shares) 86,433 101,337
Dividends Declared — Cash:
Preferred Stock (61,556)
Common Stock (154,599)
Balance, December 31, 1976 $877,451 $886,106  $488,976 $1,120,301

The accompanying notes to financial statements and schedules are an integral part of these statements.

Material Redacted
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Schedule I Capital Stock 23

Pacific Gas and Electric Company / December 31, 1976

Thousands
Redemption Shares Qutstanding — Held by Public
Price Authorized Shares Amount
COMMON, PAR VALUE $10 PER SHARE 125,000 88,611 $886,106
PREFERRED, CUMULATIVE,
PAR VALUE $25 PER SHARE
REDEEMABLE.:
10.46% ($2.615 a share) $30.10 3,500 3,500 $ 87,500
10.18% ($2.545 a share) 30.00 4,000 4,000 100,000
9.48% ($2.37 a share) 30.25 3,000 3,000 75,000
9.28% ($2.32 a share) 28.00 707 707 17,674
9% ($2.25 a share) 29.25 881 881 22,027
8.20% ($2.05 a share) 30.00 2,000 2,000 50,000
8.16% ($2.04 a share) 29.375 3,000 3,000 75,000
8% ($2.00 a share) 30.00 2,000 2,000 50,000
7.84% ($1.96 a share) 29.50 2,000 2,000 50,000
5% ($1.25 a share) 26.75 2,861 2,861 71,524
5% — Series A ($1.25 a share) 26.75 1,750 1,719 42 985
4.80% ($1.20 a share) 27.25 1,517 1,517 37,934
4.50% ($1.125 a share) 26.00 1,128 1,128 28,186
4.36% ($1.09 a share) 25.75 1,000 1,000 25,000
Unclassified in Series 24 871 — —
: TOTAL REDEEMABLE 54,215 29,313 732,330 )
; NON-REDEEMABLE: ;
i 6% ($1.50 a share) 4212 4,212 105,292
j 5.50% ($1.375 a share) 1,173 1,173 29,329
§ 5% ($1.25 a share) 400 400 10,000
’ TOTAL NON-REDEEMABLE 5,785 5,785 144,621
} TOTAL PREFERRED . 60,000 35,098 $877,451

| The accompanying notes to financial statements are an integral part of this schedule.
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24 Schedule II Mortgage Bonds

Pacific Gas and Electric Company / December 31, 1976

Thousands Thousands
Interest Held in Outstanding Interest Held in Outstanding
Maturity  Rate (%) Series Treasury  Held by Public Maturity ~ Rate (%) Series Treasury  Held by Public
1977 3 N $ 47,156 1995 4% 11 $ 219 § 25024
1978 3% CC 47,600 1996 4% JdJ 3.976 38,139
1979 3 M $ 100 66,973 1996 43%) KK 3,450 29,283
1980 27 Q 25 51,405 1997 4% LL 3,469 39,523
1981 2% p 21,117 1998 5% MM 210 71,668
1982 3% R 123 63,750 1998 5% NN 175 75,437
1982 985 74B 150,000 1999 5% 00 300 76,454
1983 3 S 375 55,318 1999 6% PP 79,910
1984 3% X 1,053 35,623 2000 6% QQ 49,928
1984 3 1Y 1,890 23,173 2000 6% RR 59,822
1985 9% 75A 175,000 2001 72 SS 79,900
1985 3% U 1,286 24,991 2001 9 TT 80,000
1986 4% AA 2,231 26,217 2002 8% uu 74,984
1987 3% Y 210 17,832 2002 8% W 100,000
1988 3% z 78 6,335 2003 8 Ww 149,950
1989 5 BB 1,080 56,620 2003 7Y% XX 125,000
1990 4Y, DD 502 48,624 2004 7% YY 124,600
1991 5 EE 593 59,222 2005 7% ZZ 150,000
1992 4% FF 780 50,300 2005 7% 73A 149,250
1993 4%, GG 1,285 54,137 2006 9% 74A 150,000
1994 43% HH 752 45,637 2006 9% 74C 250 169,750
2008 8% 76A 175,000
TOTAL MORTGAGE BONDS $24,412 3,200,652
Mortgage Bonds Included in Current Liabilities (Note 2) 54,914
Unamortized Discount—net 17,700
Mortgage Bonds Included in Capitalization $3,128,038
The accompanying notes to financial statements are an integral part of this schedule.
Material Redacted GTRO048011



Notes to Financial Statements 25
Pacific Gas and Electric Company ' December 31, 1976 and 1975

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accounting records of the Company are maintained in accordance with the Uniform System of
Accounts prescribed by the Federal Power Commission (FPC) and adopted by the California Public Utilities
Commission (CPUC).

The cost of additions to utility plant and replacements of retirement units of property is capitalized. Cost
includes labor, material and similar items and indirect charges for such items as engineering, supervision and
transportation. An allowance for funds used during construction (ADC) is included in construction work in
progress and credited to other income. A composite rate for this allowance (8% for 1976 and 1975), which
assumes that funds used for construction were provided by debt and preferred and common equity, is
applied to construction work in progress. This accounting practice results in the inclusion in construction
work in progress of amounts considered by the CPUC as an appropriate cost of funds for purposes of
establishing rates for utility charges to customers. Research and development costs related to specific
construction projects and a portion of general engineering research costs are capitalized. Other research and
development costs are charged to expense as incurred. Costs of repairing major units of property and
replacement of minor items of property are included in the Statement of Income as maintenance. Costs of
depreciable units of plant retired are eliminated from utility plant accounts and such costs plus removal
expenses and less salvage are charged to accumulated depreciation. Materials and supplies, fuel oil, and gas
stored underground are stated at average cost. Revenues from residential and commercial customers are
recorded as meters are read on a cycle basis throughout each month.

In accordance with the requirements of the CPUC, the Company has, since March 31, 1976, deferred in a
balancing account the difference between cost of its electric energy and the energy cost collected from its
customers. Subsequently, the Company has been required to maintain balancing accounts to record under-
collections and overcollections of gas cost increases. The deferred amounts are amortized as corresponding
changes are made in customer rates. Although such deferred costs are deducted currently on federal and
state income tax returns, for financial statement purposes such costs are recognized in the computation of
income tax accruals as the deferred costs are amortized. The effect of using these balancing accounts is that
changes in costs of electric energy and gas no longer affect the Company’s earnings since energy costs are
included in operating expenses when they are offset by revenues.

For financial statement purposes, depreciation of utility plant is computed on a straight-line remaining life
basis at rates based on the estimated useful lives of properties. The annual provisions for depreciation,
expressed as a percentage of the average balances of depreciable plant, were 3.1% for 1976 and 3.0% for
1975. For federal income tax purposes, depreciation is generally computed using the most liberalized
methods allowed by the Internal Revenue Code. The CPUC requires that the Company include in net
income the current tax differences arising from certain timing differences in connection with depreciation,
ADC and other overhead costs of construction, gain on bonds purchased for sinking fund, and investment
tax credit. Investment tax credits are applied as a reduction of federal income tax expense through the use
of a five-year moving average method. Such tax differences are reflected in customer rates authorized by
the CPUC.

Material Redacted GTR0048012



26 Bond issuance premium or disco it and reletec experses ere being amo:tized sver “he lives of the issues
to which they pertain. Prior to Septernber 1976 gain or reacquisidion of boncs to sat's™y sinking fund
requirements was credited to cther ‘nceme in the year of acquisidon. thersby conforming to the
requirements of the Financial Accounting Standards Board anc the ratemaking of the CPUC. Beginning in
September 1976 the CPUC changed its method of recognizing such gain or loss for ratemaking purposes.
The new method requires amortization of gain or loss over the remaining life of the reacquired issues. In
accordance with the requirements of the FPC the Company on that date adopted the same method of
accounting for book purposes. The federal income tax on such gain is recognized over the average life of
remaining property.

Retirement plan costs are accrued in accordance with an actuarial cost method (individual entry age normal
method). At December 31, 1976, the value of retirement plan assets exceeded the estimated vested benefits
of the plan.

Investments in subsidiaries are stated in accordance with the equity method. The assets. revenues, and
earnings of the subsidiaries are not significant in relation to those of the Company. Approximately 64% and
60% of the cost of the Company’s natural gas purchased in the years 1976 and 1975 were from Pacific Gas
Transmission Company, a 53% owned subsidiary. The price paid is regulated by the FPC.

Earnings per common share were computed by dividing earnings available for common stock by the
weighted average number of common shares outstanding. The weighted average number of common
shares outstanding is computed by dividing the aggregate of the number of common shares outstanding at
the beginning of each month during each year by twelve.

NOTE 2—MORTGAGE BONDS:

The First and Refunding Mortgage Bonds are issued in series, bear annual interest from 2% % to 9.85%
and mature from December 1, 1977 to September 1, 2008. Subject to indenture provisions as to earnings
coverages and bondable property available for security, additional bonds may be issued up to an
outstanding aggregate amount of $5,000,000,000. The Board of Directors may from time to time increase
the amount authorized. All real properties and substantially all personal properties are subject to the lien
of the mortgage. Securities representing investments in subsidiaries are pledged as collateral for the bonds.

The Company is required, according to provisions of the First and Refunding Mortgage, to make
semiannual sinking fund payments on February 1 and August 1 of each year for the retirement of the
bonds of any series equal to %2 of 1% of the aggregate bonded indebtedness outstanding on the preceding
November 30 and May 31, respectively. Bonds of any series may be used to satisfy this requirement.

Sinking fund requirements due in 1977 for bonds outstanding at December 31, 1976 amount to
$32,170,000. This amount, less treasury bonds of $24.412,000 plus Series N Bonds of $47,156,000
maturing on December 1, 1977, is included in current liabilities.

NOTE 3 —TAXES ON INCOME:

Taxes on income generally reflect amounts currently payable or refundable with two exceptions. Investment
tax credits are used to reduce federal income taxes through the use of a five-year moving average, and
energy costs are recognized in recorded income tax expense when the energy costs are included in bills to
customers (see Note 1). Approximately $276,000,000 of unbilled recoverable energy costs are deductible in
the 1976 federal income tax return because federal and state income tax regulations require that energy
costs be deducted on tax returns in the years such costs are incurred. Therefore, the Company expects a
federal income tax refund of approximately $75,000,000 for the year 1976 which represents the amount of
prior years taxes available for such refund. In addition, the Company will have available tax credits of
approximately $58,000,000 to reduce federal income tax payments for years after 1976.

Material Redacted GTR0048013



A reconciliation between the amount of reported income tax expense and the amount ccmputed by 27
multiplying the income before taxes by the statutory federal income tax rate for the years 1976 and 1975 is
as follows:

1976 1975
Percent Percent
Amount of Pretax Amount of Pretax
{Thousands) Income (Thousands) Income
Computed provision $143,772 4830 % $118,902 48.0 %
Adjustments multiplied by the statutory federal
income tax rates—increase (decrease):
Tax depreciation in excess of book depreciation (22,281) (7.4) (29,081) (11.8)
Allowance for funds used during construction (37,998) (12.7) (33,768) (13.6)
Other overhead construction costs (12,623) (4.2) (11,190) (4.5)
Repair allowance (18,720) (6.3) (4,320) (1.8)
Gain on bonds purchased for sinking fund (2,669) (.9) (7,251) (2.9)
Property removal expenses (5,959) (2.0) (6,480) (2.6)
Property taxes deductible in excess of book taxes (8,993) (3.0) (5,695) (2.3)
Other—net (6,155) (2.1) (2,135) (.9)
Adjustment of prior years accruals (16,000) (5.3) (10,000) (4.0)
Investment tax credit (19,239) (6.4) (15,935) (6.4)
State tax on income 4,406 1.5 3,087 1.2
Total $ (2,459) (8)% $ (3,866) (1.6)%

Income tax expense (credit) is included in the financial statements as follows:

Thousands
1976 1975
Included in operating expenses:
Tax on operating income $ 19,524 $ 16,728
Amortization of deferred taxes on defense facilities (2,945) (2,945)
Total 16,579 13,783
Included in other income (19,038) (17,649)
Total $ (2,459) $ (3,866)
The components of income tax expense (credit) are:
Thousands
1976 1975
Currently payable:
Federal $ (75,000) $(7,108)
State — 6,187
Tax related to unbilled recoverable energy costs:
Federal 133,000 —
State 8,000 —
Less federal portion canryforward for tax purposes (58,000) —
Amortization of deferred taxes on defense facilities:
Federal (2,694) (2,694)
State (251) (251)
Other federal adjustments —net (7,514) —
Total $ (2,459) $(3,866)
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28 NOTE 4 —COMPENSATING BALANCES AND SHORT-TERM BORROWING ARRANGEMENTS:

Lines of credit for loans at prevailing prime interest rates were maintained with sixteen banks at December
31,1976, The unused portion was $349,870,000 at December 31, 1976.

The Company follows the customary industry practice of maintaining average cash balances which
compensate the banks for the available lines of credit, usage of the lines, and other banking services. The
cash balances maintained at the banks are not legally restricted.

As of December 31, 1976 and December 31, 1975, there were $265,995,000 and $117,150,000 of the
Company’s commercial paper outstanding at average interest rates of 4.8% and 5.6%, respectively. The
maximum amounts of aggregate short-term borrowings outstanding at any month end during the years
1976 and 1975 were $354,670,000 and $140,550,000, respectively. During the years 1976 and 1975, the
approximate weighted average interest rates for short-term borrowings were 5.3% and 6.1%, respectively,
and the approximate average short-term borrowings outstanding were $227,587,000 and $71,800,000,
respectively. These weighted average interest rates were computed on a daily basis weighted for the
amounts borrowed at each rate.

The usual terms of short-term borrowings are 90 days for bank loans and 10 to 90 days for commercial
paper.

NOTE 5 —-COMMITMENTS AND OTHER MATTERS:

Capital expenditures for the year 1977 are estimated at $640,000,000.

Total research and development costs incurred during the years 1976 and 1975 were approximately
$31,000,000 and $25,000,000, of which $21,000,000 and $16,000,000 were capitalized as part of the cost
of construction projects.

The Company provides retirement and savings fund plans for substantially all employees. The costs of these
plans, charged to expense and utility plant, were $51,438,000 and $45,423,000 for the years 1976 and
1975.

JThe Company has executed a guarantee, with all necessary approvals of the CPUC, of Canadian bank
loans to a wholly-owned subsidiary, Alberta and Southern Gas Co., Ltd. (A & S). At December 31, 1976,
these loans approximated $77,000,000 and may be increased to $100,000,000 under agreements with the
banks. Interest on these loans has been allowed as one of the costs of service deductible from the
Canadian-regulated price of gas purchased by A & S, but Alberta authorities administering the gas pricing
laws have objected to future inclusion of the interest on a substantial portion of these loans. A & S, whose
principal function is the acquiring of natural gas in Canada and providing for its transportation to the United
States border, lends funds to oil and gas companies for the exploration and development of natural gas
reserves in Canada and makes advances based on proven reserves. At December 31, 1976, approximately
$70,000,000 was loaned to Canadian subsidiaries of large oil and gas companies and is subject to
repayment without regard to the success of the exploration and development efforts. The balance of
approximately $7,000,000 has been advanced against proven reserves and is refundable out of production.
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NOTE 6 —QUARTERLY FINANCIAL DATA: _ 29

Operating revenues, operating income, net income and earnings per common share for the four quarters of
1976 are shown in the table below. Due to the seasonal nature of the utility business, the annual amounts
are not generated evenly by quarter during the year.

(Unaudited)
Quarter Ended
December 31, September 30, June 30, March 31,
1976 1976 1976 1976
Operating revenues $704,093,000 $642,351,000 $618,280,000 $682,004,000
Operating income $110,371,000 $109,691,000 $106,445,000 $ 77,363,000
Net income $ 87,793,000 $ 82,608,000 $ 80,230,000 $ 51,353,000
Earnings per commeon share $.81 $.82 $.80 $.47

NOTE 7—REPLACEMENT COST:

The Securities and Exchange Commission (SEC) requires that the Company disclose in financial
statements filed with the SEC the estimated current “replacement cost” of certain of its assets,

accumulated replacement cost depreciation applicable to those assets, and the amount of depreciation
based on “‘replacement cost”. There is considerable controversy over the usefulness of such information

in assessing the current economics of the Company in an inflationary economy. The Company believes
that the calculations necessary to provide the estimated “‘replacement cost” as required by the SEC

are not appropriate in determining the impact of inflation on regulated utilities such as the Company. The
Company’s operations, including substantially all of its revenues, are subject to regulation by the CPUC. It is
the practice of the CPUC to authorize rates at a level to allow the Company to recover its actual investment
in facilities used in providing utility service. Therefore, when facilities are replaced at costs higher than the
cost of existing facilities, rates can be changed to cover any changes in depreciation and other costs
including the return on any additional investment required. The impact on earnings can reasonably be
expected, therefore, to be zero.

The SEC requires that this annual report refer to the replacement cost information contained in the
Company’s 10-K report for 1976. A copy of that report may be obtained upon written request to the
Corporate Secretary.

Accountants’ Opinion

The Stockholders and the Board of Directors of HASKINS & SELLS
Pacific Gas and Electric Company:

We have examined the balance sheet of Pacific Gas and Electric Company as of December 31, 1976 and 1975
and the related statements of income, stockholders’ equity, and changes in financial position for each of the
years then ended. Our examination was made in accordance with generally accepted auditing standards, and
accordingly included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the above-mentioned financial statements present fairly the financial position of the Company
at December 31,1976 and 1975 and the results of its operations and the changes in its financial position for
each of the years then ended, in conformity with generally accepted accounting principles applied on a
consistent basis.

San Francisco, California

February 8, 1977 #»4{._._, J/ézéés.
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Departmental
Organization
January 1, 1977

ELECTRIC OPERATIONS

Managers:

F. C. Buchholz. Hydro Generation

D. H. Cdlwell, System Protection

T R. Ferry, Communications

E. F Kaprielian, Power Control

G. A Maneatis, Steam Generation

H. J. Stefanetti, Transmission and
Distribution

J. N. Ylarraz, Substations

GAS OPERATIONS

Managers:

J. A. Fairchild, Gas Distribution

S. A Haavik, Natural Gas Production

C. A Miller, Gas Utilization

1. C. Odom, Gas Systern Planning

F. J. Parsons, Gas Control

H. P. Prudhomme, Pipe Line Operations
C. J. Tateosian, Gas System Design

GAS SUPPLY

Managers:

D. E. Fissell, Exploration

J. KA. Harral, Gas Resources
D. L. Mcleod, Gas Purchase

ENGINEERING

Chiefs:

G. H. Aster, Design-Drafting

R. V. Betiinger, Civil Engineer

W. R Johnson, Electrical Engineer

D. V. Kelly, Mechanical and Nuclear
Engineer

J. J. McCann, Engineering Services

G. V. Richards, Engineering Quality
Control

CUSTOMER OPERATIONS

Managers:

d. S. Cooper, Energy Conservation and
Services

A. D. Owen, Customer Services

J. M. Stearns, Commercial

INTERNAL AUDITING
E. C. Suess, Manager

Material Redacted

PLANNING AND RESEARCH
Chiefs:

R. F. Cayot, Engineering Research

E. E. Hali, Siting Engineer

H. R. Perry, Planning Engineer
RATES AND VALUATION

Managers:

S. M. Andrew, Economics and Statistics
H. E. Crowhurst, Jr., Valuation

L. R. Gardner, Rate

COMPTROLLER

J. W. Hall, Assistant Comptroller

K. S. Taylor, Assistant Comptroller
Managers:

R. W. Beck, Corporate Accounting

A W. Defoe, Disbursement Accounting
H. W. Gleason, Income Tax

L. M. Gustafson, Computer Operations
N. D. Hennings, Plant Accounting

R. E. Palmer, Property Tax

E. M. Schroeder, Customer Accounting

LAW

M. H. Furbush, Associate General
Counsel

Assistant General Counsel:

C.T Van Deusen

P A. Crane, Jr.

H. J. La Plante

R. A Clarke

J. B. Gibson

INFORMATION SYSTEMS

J. R. Kleespies, General Information
Systems Manager

Managers:

R. W. Barbey, Information Systerns
Development

H. N. Liu, Computerized Systems
Technology

L. J. Okonski, Information Systerns
Maintenance

STOCK TRANSFER
W. Roby, Manager

FINANCE

J. A Crockwell, Insurance Manager

TREASURER

Managers:

W. M. Cracknell, Credit and Collection

J. F. Helms, Financial Planning and
Analysis

G. E. Lavering, Banking and Money
Management

PERSONNEL AND
GENERAL SERVICES

Managers:

L. J. Abell, Automotive and Equipment
T. V. Adams, Personnel Relations

. W. Bonbright, Industrial Relations

J. W, Page, Land

GENERAL CONSTRUCTION

Managers:

R. S. Bain, Station Construction

H. G. Cooke, General Construction
Personnel

W. Funabiki, Gas Construction

R. F. Irons, General Construction
Services

C. G. Sparrowe, Line Construction

J. W. Woodward, Civil-Hydro

Construction

SAFETY, HEALTH AND CLAIMS
R. W. White, Manager

MATERIALS
R. P. Benton, Manager

PUBLIC RELATIONS

Managers:
L. R. McDonnell. Public Information
R. L. Sawyier. Public Activities

OFFICE OF THE CHAIRMAN

OF THE BOARD

R. B. Dewey. Assistant to the Chairman
of the Board

OFFICE OF THE PRESIDENT
G. A. Blanc, Assistant to the President
GOVERNMENTAL AND

PUBLIC AFFAIRS
A. R. Todd, Manager

Division Managers

COAST VALLEYS
W. L. Murray, Salinas
COLGATE

R. A Draeger, Marysville
DE SABLA

C. R. Martin, Chico
DRUM

R. E. Metzker, Aubum
EAST BAY

W. D. Skinner, Oakland
HUMBOLDT

G. F Clifton, Jr., Eureka
NORTH BAY

J. G. Foster, San Rafael
SACRAMENTO

S. E. Howatt, Sacramento

SAN FRANCISCO
J. H. Black, San Francisco

SAN JOAQUIN
G. N. Radford. Fresno
SAN JOSE

V. H. Lind, San Jose
SHASTA

F C. Marks, Red Bluff

STOCKTON
H. M. McKinley, Stockton
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Board of Directors

IOHN F BRONNER*0
L. AINJL %L Vs

[SAZ IR

President and Chief Executive Officer

RANSOM M. COOK*
Chairman of the
Management Committee.
Systron-Donner Corporation
(precision measuring devices
and control systems)

RICHARD P. COOLEY**
President and Chief Executive Officer,
Wells Fargo Bank, N.A.

C. RAYMOND DAHL®
President and Chief Executive Officer,
Crown Zellerbach Corporation

(paper products)

CHARLES de BRETTEVILLE*
Honorary Chairman of the Board,
BanCal Tri-State Corporation

{bank holding company)

ALFRED W. EAMES, JR.*
Chairman of the Board,

Del Monte Corporation

(food products and related services)

ROBERT H. GERDES*
Chairman of the Company’s
Executive Committee

WALTER A, HAAS®
Honorary Chairman of the Board,
Levi Strauss & Co.

(apparel manufacturers)

JAMES M. HAIT**
Consultant

DORIS FE LEONARD**
Secretary-Treasurer and Partner,
Conservation Associates

(park and land acquisition)

FREDERICK W. MIELKE, JR.

Executive Vice President

LEON S. PETERS®

President,

Valley Foundry & Machine Works
{manufacturer of winery equipment)

RICHARD H. PETERSON*

Chairman of the Board

PORTER SESNON*
General Partner,

Porter Estate Company
(farming, livestock. oil and gas
production)

EMMETT G. SOLOMON=*
Chairman of the Executive Committee,
Crocker National Bank

KARL L. WENTEt

President,
Wente Brothers
(viticulture and wine production)

*Member Executive Committee
Robert H. Gerdes, Chairman
**Member Audit Committee
Emmett G. Solomon, Chairman

°Member Advisory Nominating Committee
John F. Bonrer, Chairman
tDeceased January 22, 1977
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Executive Officers

JOHN F BONNER
President and Chief Executive Officer

RICHARD H. PETERSON
Chairman of the Board

ROBERT H. GERDES

Chairman of the Executive Committee

FREDERICK W. MIELKE, JR.

Executive Vice President

J. DEAN WORTHINGTON

Executive Vice President

BARTON W. SHACKELFORD

Senior Vice President

STANLEY T. SKINNER

Senior Vice President

JOHN A. SPROUL

Senior Vice President

HOWARD P. BRAUN
Vice President— Electric Operations

NOLAN H. DAINES

Vice President— Planning and Research

JOSEPH Y. DE YOUNG

Vice President— Customer Operations

WILLIAM M. GALLAVAN

Vice President—Rates and Valuation

ELLIS B. LANGLEY, JR.

Vice President— Division Operations

MALCOLM A. MACKILLOP
Vice President— Governmental
Relations

PAUL MATTHEW
Vice President and Assistant to the
Executive Vice President

FERDINAND F. MAUTZ

Vice President—Engineering

A. JAMES McCOLLUM

Vice President— Public Relations

RICHARD K. MILLER
Vice President— Personnel and
Generel Services

JOHN C. MORRISSEY

Vice President and General Counsel

FRANK A. PETER

Vice President and Comptroller

CHARLES H. SEDAM

Vice President— General Construction

EDWARD F. SIBLEY

Vice President— Gas Operations

JAMES T. DOUDIET

Treasurer

JOHN F. TAYLOR
Secretary

ANTHONY J. DUFFY

Assistant Treasurer

GARY E. LAVERING

Assistant Treasurer

DAVID B. ALLISON
Assistant Secretary

BRIAN L. MCGRATH
Assistant Secretary
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32 PG&E Service Area

ELECTRIC GENERATING PLANTS
HYDRO@®

FOSSIL A

GEOTHERMAL T3

NUCLEARN

SERVICE AREAR

Material Redacted

Energy Interties

ELECTRIC SYSTEMS
PG&E
OTHER aaceeecnen-
GAS SYSTEMS

PG&E
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‘PG&E’s service territory covers

more than 94,000 square miles in

“Northern and Cenfral California
with a population of more than
8 million. As shown on the lower
map, the San Francisco Bay Area
is centrally located in the Com-
pany’s extensive service area.

PG&E has developed far-flung
sources of natural gas and electric
energy. As indicated on the upper
map, natural gas pipelines reach
1,400 miles northward into
Canada and almost an equal dis-
tance southeasterly to the
Permian Basin of Texas and

New Mexico. In addition, PG&E'’s
electric generating system is aug-
mented by major interconnec-
tions with other sources. The
Pacific Intertie links the hydro-
electric plants of the Columbia
River Basin with the thermal
generating resources in Northern
and Southern California.
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STOCKHOLDERS’ CALENDAR

Schedule of Dividend

Payment Dates — 1977

COMMON PREFERRED
STOCK STOCK
January 15 February 15
April 15 May 16

July 15 August 15
October 15 November 15

STOCK EXCHANGE LISTINGS

Common stock of the Company is
listed on the New York, Pacific and
Honolulu Stock Exchanges. Pre-
ferred stocks of the Company are
listed on the American and Pacific
Stock Exchanges.

ANNUAL MEETING

The Management will solicit proxies
for the annual meeting to be held at

“the Masonic Auditorium, 1111 Cali-

fornia Street, San Francisco, Califor-
nia, on Wednesday, April 20, 1977 at
2:00 p.m. In connection with such
solicitation, it is expected that the
proxy statement and form of proxy
will be mailed to stockholders on

or about March 18, 1977.

STOCK TRANSFER AGENT =

Office of the Company (W. Roby,
Transfer Agent), San Francisco

REGISTRAR OF STOCK

Wells Fargo Bank, N.A,,
San Francisco

EXECUTIVE OFFICE

Pacific Gas and Electric Company,
77 Beale Street, San Francisco, -

California 94106

ANNUAL REPORT FOR 1976
ON FORM 10-K ’

A copy of the Company’s report for
1976 filed with the Securities and
Exchange Commission on Form 10-K
will be provided to stockholders upon
written request to the Corporate
Secretary at the above address.
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