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The dynamo room at the

Jessie Street electric generating
station in San Francisco, circa
1895, and a gas lamplighter
symbolize the long history of
electric and gas service in
Northern and Central
California.

M
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CORPORATE PROFILE

Pacific Gas and Electric Com-
pany is successor to a series of
utility companies, the earliest
of which was founded in 1852.
The Company is engaged

: principally in the generation

and sale of electricity and the
purchase and sale of natural
gas.

The service territory includes
48 counties covering 94,000
square miles in Northern and
Central California. Total popu-
lation served is approximately
9 million. There are 3.2 million
electric customers and 2.7 mil-
lion gas customers.

To provide electric service the
Company utilizes a variety of
sources of energy — falling
water, oil, natural gas, ura-
nium, and natural steam.
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STOCKHOLDERS’
CALENDAR

Schedule of Dividend
Payment Dates—1978

COMMON PREFERRED
STOCK STOCK
January 9 February 15
April 15 May 15

July 15 August 15
October 16 November 15
STOCK EXCHANGE
LISTINGS

Common stock of the Com-
pany is listed on the New York
and Pacific Stock Exchanges..
Preferred 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 California
Street, San Francisco, Cali-
fornia, on Wednesday, April 19,
1978 at 2:00 p.m. In connection
with such solicitation, it is
expected that the proxy state-
ment and form of proxy will be
mailed to stockholders on or
about March 17, 1978.

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 1977
ON FORM 10-K

A copy of the Company’s
report for 1977 filed with the
Securities and Exchange Com-
mission on Form 10-K will be
provided to stockholders upon
written request to the Corpo-
rate Secretary at the above
address.

st
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Increase

1977 1976 (Decrease)

Operating Revenues $3,505,541,000 $2,646,728,000 32 %
Net Income $ 356,298,000 $ 301,984,000 18 %
Earnings Available for Common $ 282,395,000 $ 238,299,000 19 %
Eamings Per Common Share $3.15 $2.90 9 %
Declared Dividends Per Common Share $2.00 $1.88 6 %
Total Assets - $7,998,013,000 $7,419,832,000 8 %
Capital Expenditures $ 690,324,000 $ 599,278,000 15 %
Sales of Electricity to Customers (KWH) 58,071,027,000 56,559,826,000 3%
Sales of Gas to Customers (MCF) 557,899,000 610,953,000 9)%
Total Customers 5,864,170 5,708,567 3%
Number of Stockholders 358,913 337,070 6 %
Number of Employees 25,537 24,583 4 %
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To Stockholders

During the year 1977 your
Company realized a moderate
improvement in earnings, and
was able to avoid curtailments
of electric service despite a
tight energy situation aggra-
vated by the severe two-year
drought. Also, notwithstand-
ing some setbacks and disap-
pointments, progress was
made toward achievement of
the Company’s long-range
program to augment gas and
electric energy supplies.
Earnings per share of com-
mon stock increased 25 cents,
or 8.6%, to $3.15. This repre-
sents a 10.6% return on com-
mon shareholders’ investment
and compares favorably with
the 9.6% and 10.1% returns
recorded in 1975 and 1976 re-
spectively. This improvement
in earnings is the result of a
number of constructive rate
decisions by the California
Public Utilities Commission,
and justifies continued op-
timism for the future. Under
the circumstances, the Board
of Directors concluded that a
higher common stock dividend
would be appropriate, and re-
cently increased the annual
rate from $2.00 to $2.16 effec-
tive with the April 1978 pay-

ment.

Among the most significant
determinations by the CPUC
during the year were the estab-
lishment of a standardized
timetable to render decisions
on utility general rate cases

. within one year of the filing of

an application, the granting of
a $71 million partial electric rate
increase effective January 1,
1978 on the Company’s 1978
test year general rate request,
the authorization of a proce-
dure to adjust rates periodi-
cally to provide funds for
energy exploration and devel-
opment activities, and several
authorizations to substantially
increase rates to recover
drought-related increased costs
of electric energy and the con-
tinuing increases in the cost of
natural gas.

Unfortunately, certain impor-
tant elements of our electric
resources program to achieve
similar progress in providing
adequate energy margins for
the benefit of our customers
have been delayed by various
Federal and State regulatory
bodies. Notwithstanding the
well-publicized drought condi-
tions in California during 1977,
the Company managed to meet
its peak electric demand and
satisfy its customers’ energy
requirements. This was accom-
plished only as a result of (1)
the ingenuity and dedication
of Company personnel in oper-
ating generating facilities at
record capacity factors, (2) the
cooperation of neighboring

utilities in providing power
when required, and (3) conser-
vation efforts by our cus-
tomers.

The tight energy situation
during the summer of 1977
could have been avoided had
the Company received au-
thorization from the Nuclear
Regulatory Commission to op-
erate its completed Unit 1 of
the Diablo Canyon Nuclear
Plant. Unit 2 is now virtually
completed, and the combined
units will increase the Com-
pany’s generating capability by
more than 2 million kilowatts
and obviate the need for burn-
ing the equivalent of more
than 20 million barrels of fuel
oil per year. Even with above
normal precipitation during
the 1977-78 winter season,
reserve margins without Unit 1
will be below the level deemed
adequate for reliable service
this summer.

At this time, it appears that
the schedule for obtaining a
decision on an operating li-
cense could permit operation
of Unit 1 in the fall of 1978 and
Unit 2 in the spring of 1979.
The current proceedings are
examining the health and safe-
ty effects of operation of the
units, including issues relating
to seismic conditions at the
site. The Company believes
that because of the conserva-
tive seismic criteria incorpo-
rated into the plant’s design it
is adequate to withstand the
severe seismic conditions that
have been postulated by the
NRC. However, to avoid addi-
tional delay in the granting of
a full-term operating license,
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the Company is modifying the
plant to strengthen it further.
The modifications will be com-
pleted this summer.

Regarding our plans for fu-
ture electric energy supplies,
we are dismayed by decisions
rendered by the State Energy
Commission evincing a clear
anti-nuclear bias. Alternative
resource programs that may be
preferred by the Commission
will not provide the degree of
energy reliability and cost
effectiveness inherent in a
well-balanced resources pro-
gram that includes base load
nuclear generating units.

Between now and 1990, more
than 10 million kilowatts of
new electric generating facili-
ties will be needed in Northern
and Central California to meet
the growing demand for elec-
tricity, to provide reliable and
dependable service, and to
replace aging, well-used, less
efficient units.

We believe we can accom-
plish our future resource plan
provided that: (1) the Federal-
State energy policy conflicts
regarding use of oil, gas, coal
and nuclear fuels are resolved
promptly; (2) the principal
regulatory agencies, and par-
ticularly the State Energy Com-
mission, recognize that we are
beginning to run out of time,
and speed up their procedures
accordingly; and (3) the Gov-
ernor, the Legislature and the
public at large understand the
need for, and insist upon, the

Material Redacted

expedited authorzations re-
quired to bring these essential
new energy supplies in on
time.

With respect to natural gas
service, we view the mid-1980’s
as the critical period for the
delivery of new supplies. The
best prospective long-term
supplies are in fields located
at great distances: Prudhoe
Bay gas from the North Slope
of Alaska; Mexican gas from
the Reforma fields in south-
eastern Mexico; liquefied nat-
ural gas from Indonesia, the
Cook Inlet of Alaska, Algeria,
and possibly Australia; and gas
from marginal wells in the
tight formation of the Rocky
Mountains. All of these gas
supplies will incur high trans-
portation costs, and hence will
be expensive by current price
standards. _

Our program to augment gas
supplies made good progress
during 1977. Federal approval
was received for the pipeline
project to deliver gas from
Prudhoe Bay to the lower
48 states; the Department of
Energy authorized the impor-
tation of liquefied natural gas
(LNG) from Indonesia to Cali-
fornia; the State of California
enacted special legislation to
expedite the siting for an LNG
terminal facility; and increases

in customer rates were author-
ized to fund an expanded gas
exploration and development
program.

The past year marked the
125th anniversary of the begin-
ning of gas service in Northern
and Central California and
next year will see the 100th
anniversary of the first electric
service. A special section of
this report on pages 29 to 35
briefly highlights the achieve-
ments of the Company and its
predecessors during this period.

W

President and
Chief Executive Officer

Chairman of the
Board of Directors

For the Board of Directors,
February 27, 1978
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R EARNINGS
=== DIVIDENDS PAID
Dollars Per Share

Il CAPITAL EXPENDITURES
=== INTERNAL FUNDS
Millions of Dollars 700

7273 74 75 716

USE OF THE REVENUE DOLLAR
3 Taxes

Materials and Other

BEE wages

" I Cost of Money

Il Fuel & Purchased Power
Cents 100

.72 73 74 75

RATE RELIEF GRANTED

ELECTRIC
£77] Fue! & Energy Cost Adjustments

{3 General Rate Relief
GAS

@R General Rate Relief

27 Gas Offsets

Milions of Dollars

Financial and Rates

During 1977 the Company
recorded an $859 million in-
crease, or 32%, in operating
revenues. As a result, most
financial parameters showed
significant improvement over
the last two years. Additional
information about the Com-
pany’s financial performance is
contained in Management'’s
Discussion and Analysis of the
Summary of Operations com-
mencing on page 12.

The increased revenues re-
sulted from rate adjustments
obtained primarily to offset
higher energy costs. Most of
the electric rate adjustments
were obtained pursuant to the
Energy Cost Adjustment
Clause (ECAC), which permits
recovery of the costs of fuels

. used for electric generation

and purchases of electricity
from other producers.
Successive ECAC increases in
January, April and July pro-
duced additional revenues, re-
spectively, of $144 million semi-

annually, $63 million quarterly,

and $77 million quarterly.
However, during the first half

~of the year the increase in elec-

tric energy costs, attributable
primarily to the second year of
drought, exceeded the increase
in operating revenues resulting
from advances in customer
rates. The unrecovered portion
of such costs reached a peak of
$375 million in July, but the
July ECAC increase reduced
this balance to $285 million by
the end of the year.

The cost of gas purchased
rose several times during the
year. The aggregate of such in-
creases amounted to approxi-
mately $200 million annually.
These increases were accumu-
lated in a gas cost balancing

account, which is analogous to
the ECAC account. As with the
ECAC account, the balance in
the account, plus 7% interest,
is recovered by semiannual
adjustments in customer rates.

To recover increases in non-
energy costs and to improve its
rate of return, the Company
on May 5 requested general in-
creases in electric and gas rates
amounting to $161 million and
$131 million, respectively.
These increases were intended
to produce for the test year
1978 a 10.3 % rate of return on
rate base and a 15% rate of re-
turn on equity. Subsequent to
the request, the CPUC adopted
procedures designed to reduce
regulatory lag. The twelve-
month rate case processing
period contemplated by these
procedures should lead to a
final decision on the Company’s
applications in mid-1978.

Since the decision is expected
so late in the test year, the
Company requested and the
CPUC granted, effective Janu-
ary 1, 1978, a partial electric
rate increase of $71 million. The
increase was matched by an
equivalent decrease in ECAC
rates, which kept electric rates
to customers stable. This pro-
cedure, known as the Rate Sta-
bilization Plan, is possible be-
cause the ECAC rate is now at
a level which not only covers
current energy costs, but is
also reducing the balance of
unrecovered past costs. Al-
though the January 1, 1978 de-
cision will result in the recov-
ery of such costs being spread
over a longer period of time,
interest on the unpaid balance
is also being recovered.

The CPUC’s adoption of such
procedures as the ECAC, the
gas cost balancing account, the
plan to reduce regulatory lag,
partial rate relief, and the Rate
Stabilization Plan shows its
willingness to address the vari-
ous economic and regulatory
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problems presented during the
past few years. This improving
regulatory situation contrib-
uted significantly to the finan-
cial results for 1977.

Capital expenditures during
1977 reached an all-time peak
of $690 million, of which ap-
proximately 48% was gener-
ated internally. The balance of
the funds necessary for this
construction program and
other capital requirements was
obtained through three secu-
rity offerings. In March, $106
million was raised through the
sale of preferred stock at a cost
to the Company of 8.73%. In
April, the Company sold $200
million of 32-year bonds at an
effective annual cost of 8.55%.
In November, 7.5 million
shares of new common stock
were offered to the public,
resulting in net proceeds to the
Company of $172 million.

Participation in the Dividend
Reinvestment Plan continues
high. More than 9% of our
shareholders now participate
in this Plan, which raised a
record $12 million in new com-
mon equity funds in 1977. In
addition, $42 million of new
common stock was issued to
the Employees Savings Fund
Plan during the year. These
sales helped increase the com-
mon equity ratio to 40.2% of
capitalization by year end,
which will provide additional
financial strength and flexibil-
ity for the future. Mortgage
bonds comprised 45.9°/§ of the
Company’s $7.0 billion total
capitalization and preferred
stock accounted for the re-
maining 13.9%. The total
equity was owned by more
than 220,000 common share-
holders and 130,000 preferred
shareholders at year-end 1977.

Material Redacted

The drought which California
experienced in 1976 and 1977
created a tight energy supply
situation this past summer.

Company hydroelectric gen-
eration, which normally ac-
counts for about 20% of total
energy produced, was lower in
1977 than in 1976, itself a record
dry year, and provided only
9% of the total system output.
The Company burned 35 mil-
lion barrels of low-sulfur fuel
oil in its thermal generating
plants, compared to 27 million
barrels in 1976 and only 11 mil-
lion barrels in 1975.

On August 1 the year’s peak
demand of 12,191,800 kilowatts
was recorded. At that time, the
system’s net capability totaled
13,947,800 kilowatts, providing
a reserve margin of 14% at
peak usage. The margin was
kept from declining further
only as a result of rescheduling
maintenance on stcam-electric
plants, limiting use of available
hydroelectric plants to peak-
ing conditions and purchasing
power from other regions. For-
tunately, as a result of both
weather conditions and energy
conservation by customers, the
peak demand was less than
had been forecast and repre-
sented a decline of one-half of
1% from the previous year's

~ peak.

Electric energy sales for the
year increased only 3% to 58
billion kilowatt-hours. This
relatively small increase re-
flects primarily the effects of

SOURCES OF ELECTRIC ENERGY
Il Thenmal .

23 Hydro

Received from Others

Bilions of Kilowatt Hours 70

72 73 7 75 76

USES OF ELECTRIC ENERGY

MR Residential & Commercial

{Z = Industrial

IR Agricuttural

Ml Other Uses

Billions of Kilowatt Hours 70
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ELECTRIC PEAK AND CAPABILITY
Bl Capability
_— Peak

Millions of Kilowatts

PLANNED CAPACITY ADDITIONS

1978-1983 Total Kilowatts — 5,602,000

B Nuclear

Hydro

Bz Geothermal

B Fossi (includes Combustion Turbine
& Combined Cycle)

5%

2,120,000 KW/37.8%

Non-Fossil
4,231,000 KW/75

- .-1371.000 KW/24.5%

energy conservation, which
the Company is encouraging.

Despite the excellent efforts
of our customers to conserve
energy, electric sales are ex-
pected to increase at an aver-
age annual rate of approxi-
mately 4% because of contin-
uing population growth in our
service territory and expanding
energy requirements of com-
mercial and industrial enter-
prises.

To meet these energy require-
ments major additions to gen-

erating capacity will be needed.

In making these additions, the
Company plans to emphasize
geothermal, coal and nuclear
generation to reduce its de-
pendence on oil and gas. With
the addition of coal the Com-
pany will maintain its position
of using more different types
of electric generation technol-
ogies than any other utility in
the country.

Operation of the Company’s
Diablo Canyon Nuclear Plant
awaits approval of the Com-
pany’s application for an oper-
ating license. The first of the
two 1,060,000-kilowatt units
in San Luis Obispo County is
nearly ready to operate. Unfor-
tunately, licensing of this unit
has been slowed critically by
the regulatory process. When
both units are placed in opera-
tion at full capacity, they will
increase the Company’s gen-
erating capability by 19% and
will displace the need for more
than 20 million barrels of oil a
year.

During 1977 the Company
filed Notices.of Intention
(NOI), as provided by law,
with the State Energy Com-
mission for major nuclear and
coal-electric generation projects
to be developed in the 1980’s.
The filing for the nuclear proj-
ect was rejected by the Com-
mission ostensibly for insuffi-
cient data. The Company is
challenging this rejection in
court. The two-unit nuclear
project will provide additional
generating capacity of approx-
imately 2,400,000 kilowatts.
Action is awaited on the coal
project NOI which was filed at
year end. The coal-fired plant
will consist of two 800,000-
kilowatt generating units and
will have stack gas scrubbers
and other environmental
controls. '

The Company also asked for
governmental approval to build
The Geysers Units 16 and 17
for completion in 1981. Each
unit will harness dry steam
from deep within the earth to
generate 110,000 kilowatts.
Upon completion of these units
and four other units presently
under construction, The Gey-
sers’ capacity will be 1,128,000
kilowatts, or about 7.5 percent
of the Company’s total gener-
ating capability.

In November the California
Public Utilities Commission
authorized a procedure to pro-
vide funding for exploration
and development of energy
supplies for electric generation,
including oil, coal, uranium
and geothermal. The amount
that can be included in rates to
cover current expenses and
carrying charges on capital ex-
penditures can be as high as
$50 million annually, and will
support an exploration and
development program of sev-
eral times this amount.
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During 1977 the Company pur-
chased approximately 801 bil-
lion cubic feet of natural gas.
Approximately 47% of the total
supply was Canadian gas pur-
chased from Pacific Gas Trans-
mission Company; approxi-
mately 37% was out-of-state
gas purchased from El Paso
Natural Gas Company; and
16% was purchased from
various California producers.
Although the total volume of
gas purchased during the year
was approximately 4% less
than the previous year, high-
priority residential and com-
mercial customers continued to
receive service as usual, and
the Company was forced to
curtail gas service to low-
priority industrial customers
for only 17 days during the
1976-77 winter. The main effect
of the reduced gas availability
was that gas supply to the
boilers for the Company’s
Electric Department was com-
pletely or partially curtailed for
most of the 1976-77 winter sea-
son. Scrvice for most of the
Company’s gas customers’
needs was accomplished de-
spite continuing curtailments
of contracted deliveries from
El Paso Natural Gas Company
ordered by the Federal govern-
ment. California gas supply
declined again because new
gas discoveries in the State
have been insufficient in the
past several years to offset the
declining deliverability of exist-
ing wells. Although the decline
in these gas supplies is ex-
pected to continue, current
supplies of gas are adequate to
meet the needs of residential
customers until the middle
1980’s. To assure long-term gas
supplies for our residential
customers and provide ade-
quate gas for commercial and
industrial use, the Company
continued an active program to
acquire new gas supplies.

Material Redacted

During 1977 the Northwest
Alaskan Pipeline Company
project (formerly known as the
Alcan Project) won approval to
move Arctic gas to Canada and
the U.S. PGandE and its affili-
ates are designated to con-
struct and operate the western
leg of this project to bring
Prudhoe Bay gas to the West
Coast market. The Company
also expects to participate
financially in the construction
of the Alaskan portion of the
Northwest Alaskan Pipeline
Company project.

The Company continued its
participation with Southern
California Gas Company in a
joint venture to bring liquefied
natural gas (LNG) to California
by ship from Indonesia and
South Alaska. The addition of
these LNG supplies would
provide about 470 million cubic
teet of gas per day to PGandE,
and would represent almost
20% of our total gas supplies
in the early 1980’s. On Decem-
ber 30 the Department of Ener-
gy issued an order approving
the importation of LNG from
Indonesia for 20 years subject
to certain conditions. An appli-
cation has been filed with the
CPUC to construct and operate
a terminal to receive this gas
near Point Conception. Under
California law, a decision on
this application is required of
the CPUC by July 31, 1978. The
Company is also investigating
possible supplies of LNG from
other sources around the Pa-
cific Basin.

Through two of its subsidi-
aries, Natural Gas Corporation
of California and Pacific Gas
Transmission Company,
PGandE has conducted natural
gas exploration in the Rocky
Mountains since 1971. As a
result of these efforts, a small
new supply of gas began flow-
ing to PGandE customers in

SOURCES OF NATURAL GAS

Canada

El Paso

Bl California

Billions of Cubic Feet 1200

72 73 74 75

USES OF NATURAL GAS

Electric Generation & Other Uses

BT Industrial

M Residential & Commercial

Billions of Cubic Feet 1200
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late 1977. The Company con-
tinues to assess the future de-
liverability of gas from other
Rocky Mountain discoveries
and is currently planning an
expansion of its exploration
program in this area.
Important new gas and oil
reservoirs have been discov-
ered in the Republic of Mexico.
Mexico has expressed a will-
ingness to export gas to this
country for at least six years
beginning in 1978 if an agree-

- ment can be reached on price.

Though only modest amounts
will be exported in the begin-
ning, eventually the volume
could increase to two billion
cubic feet per day. El Paso
Natural Gas Company will re-
ceive 15% of this Mexican gas,
and the Company will share in
this volume under its contract
with El Paso.

In November the CPUC
authorized a Gas Exploration
and Development Adjustment
in the Company’s rates. The
annual amount that can be in-
cluded in rates to cover current
expenses and carrying charges
on capital expenditures can be
as high as $50 million, and will
support an exploration and de-
velopment program of several
times this amount. This pro-
gram will facilitate a stepped-
up exploration and develop-
ment program by the Company
both in the Rocky Mountains
and in other areas of the
United States with significant
gas potential.

The Company continues its
involvement in a number of
pilot projects to obtain meth-
ane from municipal, animal
and agricultural wastes and
supports studies on other alter-
native sources of gas.

Conservation

During 1977, environmental
concerns, scarce and expensive
fossil fuels, increased costs,

‘greater lead times required for

constructing new facilities and
the drought all contributed to
an increasing emphasis on
energy conservation by the
Company and its customers.

The California Public Utilities
Commission and the State
Energy Commission also are
vitally interested in successful
conservation programs. To
provide an incentive for con-
servation, the CPUC has
ordered a restructuring of resi-
dential gas and electric rates so
that customers pay higher
rates as their usage increases.

Conservation stretches exist-
ing energy resources and
delays the need to develop
costly new resources. For
example, because of reduced
electric demand, we have
revised downward our 1973
electric energy growth rate
estimate of 6.5 percent to ap-
proximately 4 percent today.
This lower estimate of growth
has reduced by 3,200,000 kilo-
watts our plans for new gen-
erating capacity during the
next five years, reducing
capital requirements by nearly
$2 billion.

More than $11 million was
spent by PGandE in 1977 for
programs to assist customers
with reducing and changing
the time of their energy usage,
as well as for a variety of con-
servation research and devel-
opment projects and load man-
agement studies.

We are pleased with the re-
sults of these programs. More
than 115,000 customers insu-
lated their home ceilings in
1977, reducing their use of
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energy for heating by about
25% or $50 per year on an aver-
age bill. More than a billion kilo-
watt-hours and a half billion
therms of gas will be saved as
a consequence of 1977 pro-
grams on a life cycle basis. This
is enough electricity to serve
approximately 16,000 typical
electric residential customers
for ten years, and enough gas
to serve 53,000 typical residen-
tial gas customers for the same
period.

We plan to expand greatly
our conservation efforts during
1978. The programs will in-
clude Company-funded home
insulation loans, increased
technical analysis of large cus-
tomers’ energy use, rate re-
search programs, and addi-
tional investment in solar
research and development.
Implementation of these pro-
grams will assist the Company
in meeting both the short-term
and long-term energy require-
ments of our customers.

Regulation

The Company is subject to
regulation by four principal
agencies:
The California Public Utilities
Commission has broad regula-
tory jurisdiction, including the
authority to establish rates for
retail service, to regulate secu-
rity issues and to prescribe
rates of depreciation and uni-
form systems of accounts.
The Federal Energy Regula-
tory Commission (FERC), suc-
cessor to the Federal Power
Commission, has authority to
regulate rates for interstate
. transmission and sales of elec-

tricity for resale, and to regu-
" late the acquisition and dis-
position of certain property,
licensing of hydroelectric proj-
ects and accounting. Pursuant
to the Natural Gas Act, the

Material Redacted

FERC also exercises jurisdic-
tion over the operations of the
Company’s domestic subsidi-
aries involved in the supply
and transmission of natural
gas in interstate commerce.

The California Energy
Resources Conservation and
Development Commission has
responsibility for forecasting
electric energy requirements.
In addition, it has the author-
ity to approve sites and facili-
ties for thermal-electric power
generation in California.

The Federal Nuclear Regula-
tory Commission has jurisdic-
tion over the construction and
operation of the Company’s
nuclear generating plants.

Personnel

Total employment for the
Company was 25,537 employ-
ees at the end of 1977. This is
an increase of 954 employees
since the beginning of the year.
The increase was necessary to
meet expanding governmental
requirements and the needs of
the increasing population in
our service area.
Approximately 70% of the
Company’s employees were
represented by the Interna-
tional Brotherhood of Electrical
Workers (AFL-CIO), and 8%
by the Engineers and Scientists
of California. During 1977 the
Company reached agreement
with both unions on contracts
establishing wages and work-
ing conditions for a three-year
period ending December 31,
1979. The wage increases pro-
vided were 7.25% effective
January 1, 1977; 7% effective
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January 1, 1978; and 6.75%
effective January 1, 1979. The
1979 increase may be renego-
tiated if the Consumer Price
Index exceeds a specified point
by October 1978. Agreements
of varying lengths were
reached with both unions with
respect to retirement and in-
surance plans.

As a result of the Company’s
Affirmative Action efforts,
minority employee representa-
tion increased to 23% of the
total payroll. This slightly ex-
ceeds the percentage of minor-
ities among the working age
population within the PGandE
service area. In addition,
women and minority employ-
ees continue their upward mo-
bility into supervisory and
management positions through
established avenues of promo-
tion. Over 16% of such posi-
tions are filled by these em-
ployees.

The Company has a stable
work force. Over one-quarter
of all our employees have
achieved twenty or more years
of service with-the Company.
477 of our employees retired
during the year, bringing the
total number of pensioners to
4,996.

PGandE encourages its em-
ployees to take an active role
in their communities. Many of
our employees serve on the
governing bodies or staffs of
various school boards, public
commissions, civic and chari-
table organizations.

Executive Changes

During the past year there
were a number of changes in
the membership of the Board
of Directors.

Robert H. Gerdes resigned as
a Director and Chairman of the
Board’s Executive Committee.
Mr. Gerdes served as a Director
for24 yearsand as Chairman of
the Executive Committee for
the last eight years. He had
served previously as President
and Chairman of the Board and
Chief Executive Officer of the
Company.

Also resigning from the Board
were C. Raymond Dahl, Presi-
dent and Chief Executive Offi-
cer, Crown Zellerbach Corpo-
ration, and Walter A. Haas,
Honorary Chairman of the
Board, Levi Strauss & Com-
pany. Mr. Dahl had served as a
Director since 1972. Mr. Haas
served as a Director of PGandE
for 29 years.

New members elected to the
Board in 1977 include Richard
B. Madden, Chairman of the
Board and Chief Executive
Officer, Potlatch Corporation;
Myron Du Bain, Chairman,
President and Chief Executive
Officer, Fireman’s Fund Insur-
ance Companies; John Lyons
Sullivan, Yuba City rancher
and Chairman of the Board of
Directors of California Canners
and Growers; and Mervin G.
Morris, Chairman of the
Board and Chief Executive
Officer, Mervyn’s department
stores.

In December three Senior
Vice Presidents, Barton W.
Shackelford, Stanley T. Skinner
and John A. Sproul, were ap-
pointed Executive Vice Presi-
dents. Mr. Shackelford was
elected a Director. Mr. Robert
W. Brooks, formerly President
of Pacific Gas Transmission
Company, was elected Vice
President-Gas Supply.
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Summary of Operations

Pacific Gas and Electric Company/For the Five Years Ended December 31, 1977

Thousands
1977 1976 1975 1974 1973
OPERATING REVENUES:
Electric $2,345,144 $1,571,842 $1,293,551 $1,104,715 $ 947,500
Gas 1,160,397 1,074,886 939,820 622,040 542,656
TOTAL 3,505,541 2,646,728 2,233,371 1,726,755 1,490,156
OPERATING EXPENSES:
Operation ' 2,506,654 1,787,844 1,474,201 961,682 744,109
Maintenance 110,407 96,277 90,853 90,631 77,083
Depreciation 209,227 199,491 178,978 166,605 158,329
Taxes on Income - 76,564 16,579 13,783 54,203 72,559
Property and Other Taxes 158,476 142,667 128,303 123,025 120,556
TOTAL 3,061,328 2,242,858 1,886,118 1,396,146 1,172,636
OPERATING INCOME 444,213 403,870 347,253 330,609 317,520
OTHER INCOME AND INCOME
DEDUCTIONS 131,811 102,766 89,336 84,236 59,156
INTEREST CHARGES 219,726 204,652 . 185,010 153,608 133,069
NET INCOME 356,298 301,984 251,579 261,237 243,607
PREFERRED DIVIDEND
REQUIREMENTS ' 73,903 63,685 48,301 45,253 36,682
EARNINGS AVAILABLE FOR
COMMON $ 282,395 $ 238,299 $ 203,278 $ 215,984 $ 206,925
AVERAGE COMMON SHARES ‘
OUTSTANDING : 89,728 82,138 76,265 66,146 64,140
EARNINGS PER COMMON
SHARE $3.15 $2.90 $2.67 $3.27 $3.23
DIVIDENDS DECLARED PER
COMMON SHARE $2.00 $1.88 $1.88 $1.88 $1.78

Quarterly Common Stock Prices and Declared Dividends

Pacific Gas and Electric Company / December 31, 1977 and 1976

1977 ' 1976
4th 3rd 2nd st 4th 3rd 2nd 1st
High $243% $257>  $2458  $24%s $24Ys  $23%  $21%  $23us
Low 23 2315 227 221/ 20% 20%s 20 .20

Dividend 50¢ 50¢ 50¢ 50¢ 47¢ 47¢ 47¢ 47¢

Lines of Business

Pacific Gas and Electric Company/For the Five Years Ended December 31,1977

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

—— Operating Revenues

Operating Income

. Electric Gas Electric Gas
1973 64% 36% 79% 21%

¢ 1974 64% 36% 83% 17%
1975 58 % 42% 74% 26%

1976 59% 41% 75% 25%
1977 67% 33% 77% 23%

Material Redacted GTR0061274
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Management’s Discussion
and Analysis of the

Summary of Operaﬁohs

RETURN ON CORPORATE COMMON EQUITY

Il Authorized Rate

B8 Eamed Rate — for Twelve Months Ended by Quarter

Percent 15

2nd  3rd  4th  1st 2nd  3rd 4t

1976 1977
Summary

Although the Company’s earned rate of return
remained below the level of return found to be
reasonable by the California Public Utilities

Commission (CPUC), it improved in the latter

part of 1976 and during 1977. This improvement -

was largely the result of the Energy Cost Adjust-
ment Clause (ECAC), in effect since April 1976.
This energy cost provision essentially assures

satisfactory recovery of electric energy expenses.

The primary reasons the authorized rate of
return was not earned in 1976 were (1) regula-
tory lag which delayed the granting of general
rate relief until August of 1976, and (2) in-
creased fuel costs incurred prior to approval of
new ECAC rate provisions allowing recovery of
fuel costs.

Increased expenses and reduced sales volumes
prevented greater improvement of earnings in
1977. The Company requested additional gen-
eral rate relief which resulted in an interim
general rate increase of $71,000,000 annually on
January 1, 1978. For additional information
about pending rate increases, see the ““Financial
and Rates” section on page 4.

Operating Revenues

Operating revenues for 1977 amounted to $3 bil-
lion 506 million, an increase of $859 million or
32% over 1976. Electric revenues contributed
about 67% of the total, and gas revenues 33%.
The significant increase in operating revenues
in recent years is due primarily to increases in
both cost of energy adjustments and general
rates. 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 years,
together with the estimated increases and de-
creases attributable to the major factors. Addi-
tional information about the Company’s 1977
rate increases can be found in the ““Financial
and Rates” section.

—~——Year Ended December 31,—

1977 1976 1975 1974
Millions of Dollars

Electric Revenues:
Rate Increases:

Cost of Energy $630.7 5 52.3 $ 94.0 $153.6
General 88.7 146.8 34.4 2.3
Sales Volumeand OtherChanges  53.9 79.2 60.4 1.3
Net Increase $773.3 $278.3 $188.8 $157.2

Gas Revenues:
Rate Increases:

Cost of Gas Purchased $138.6 $166.9 $291.1 $ 99.2

General 28.8 49.7 13.4 1.7
Sales Volumeand OtherChanges (81.9) (81.5) 13.3 (21.5)
Net Increase $ 85.5 $135.1 $317.8 $ 79.4

Operating Expenses

The cost of gas sold and the cost of producing
electric energy have increased substantially in
recent years, from 42% of operating expense in
1973 to 68% in 1977. Also, the higher price and
limited availability of natural gas for use as
boiler fuel and the drought-induced reduction
in hydroelectric generation have required the
Company to increase substantially its use of
higher-cost low-sulfur oil in the generation of
electric power. The combination of these factors
has caused substantial increases in fuel cost.
The following table shows fuel oil burned,
power purchased, and natural gas delivered,

together with the average prices of natural gas

and fuel oil.
Year Ended December 31—
1977 1976 1975 1974 1973
Fuel Oil Burned
(Thousands of _
Barrels) 35,928 27,652 11,622 11,421 5,790

Average Cost per
Barrel of Fuel
Oil Burned $14.26 $14.86 $14.90 $10.85 $4.99

Power Purchased

(Thousands of

Dollars) $235,528 $147,455 $106,469 $66,904 $44,831
Power Purchased

(Millions of .

KWH) 9,792 13,112 16,287 17,242 10,418

Natural Gas De-

livered (Thou-

sands of MCF) 792,921 832,202 860,178 833,127 981,073
Average Cost of

Gas Delivered

(Per MCF) $1.60  $1.32 $.95 $.57 $.41
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From April 1973 through March 1976 the
Company’s electric rates were adjustable on a
quarterly basis, subject to the approval of the
CPUC, to reflect changes in the costs and rela-
tive quantities of natural gas and fuel oil ex-
pected to be consumed in the Company’s gen-
erating 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. Increased purchase prices of gas sold
did not materially affect Company earnings
because the CPUC authorized changes in gas
rates to customers that were approximately
equal to the changes in cost of gas sold.

In accordance with the order of the CPUC
authorizing an ECAC, the Company has, since
April 1976, deferred in a balancing account the
difference between the cost of its electric energy
and the energy cost collected from its custom-
ers. Subsequently, the Company has been re-
quired to maintain similar accounts to record
undercollections and overcollections of gas
costs. The deferred amounts are amortized as
periodic changes are made in customer rates.

Electric energy cost undercollections, primar-
ily costs under ECAC, totaled $285 million at
December 31, 1977. As a result of the drought-
induced need to use greater quantities of fuel
for electric generation and purchased energy
during the early part of 1977, these balancing
accounts peaked at approximately $375 million
in July 1977. Gas energy cost overcollections
totaled $11 million at December 31, 1977.

Deferred energy costs are deducted currently
on federal and state income tax returns. For
financial statement purposes such deferred
costs are recognized in the computation of in-
come tax accruals as the deferred costs are amor-
tized. The effect of using energy cost balanc-
ing 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 only when they are offset
by revenues. The first chart on the right shows
the relationship between energy costs incurred
and energy costs recovered through revenues.
The second chart shows the cumulative amounts
of such costs not recovered which have been
deferred on the Balance Sheets.

Transmission and distribution expenses in-
creased by $13,000,000 in 1976 over 1975. Of this
increase, approximately $5,000,000 was due to
the higher price of natural gas used in the com-
pressor stations, and $7,000,000 represents
increases in labor costs included in electric and
gas distribution expenses.

Material Redacted
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Other operations expense increased '
$35,000,000 in 1977 and $33,000,000 in 1976.
Administrative and general expense contrib-
uted $29,000,000 and $14,000,000 to each of
these increases, respectively, because of higher
franchise fees resulting from higher revenues,
higher cost of employee benefits, especially
pension costs, and higher wage costs. Customer
related expenses increased $8,000,000 in 1976.
Oil storage cost increased $6,000,000 in 1976 for
additional leased capacity.

A discussion of the factors that contributed to
variations in income tax expense can be found
in Note 3 of the 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
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nuclear generating plant. The amount of ADC
recorded in 1977 which is estimated to be appli-
cable to construction planned for completion in
1978, 1979 and 1980 is $53,000,000, $35,300,000
and $300,000, respectively. Substantially all of
the ADC applicable to jobs planned for comple-

~ tion in 1978 and 1979 represents ADC for the

two nuclear units at Diablo Canyon. In connec-
tion with the August 24, 1976 interim decision
on the Company’s general rate increase, the
CPUC stated that current ratemaking proce-
dures are not well suited to the timely inclusion
in rate base of significant additions to plant.
Accordingly, the CPUC proposes to consider
the ratemaking treatment 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 over 1975 for two reasons
— first as a result of purchasing bonds on the
open market which are closer to maturity, and
secondly due to a change in the method of rec-
ognizing the gain. In September of 1976, the
CPUC changed the method of recognition so
that any gain realized would be amortized over
the remaining life of the reacquired issues, with
the amortized portion reflected as a reduction
of interest expense.

The increase in other-net for 1977 and 1976
was principally due to increased interest in-
come and higher earnings of subsidiaries. Since
the latter part of 1976, the CPUC has allowed
interest on the unbilled recoverable energy cost
at the rate of 7% per annum. For 1976 this
amounted to $2.5 million and increased to
$24 million in 1977.

Interest Charges and Preferred Dividend
Requirements

Interest charges increased approximately
$15,000,000 in 1977 and $20,000,000 in 1976.
Short-term debt interest expense increased
approximately $8,000,000 in 1976 because of an
increase in the average amount of such debt
outstanding. The remainder of the increases in
interest expense for 1977 and 1976 was princi-
pally the result of the issuance of new bonds.
As the chart below depicts, the weighted aver-
age interest rate of the Company’s long-term
debt has continued to rise. There are two
primary factors responsible for this: first, the
issuance of bonds with interest rates higher
than the weighted average interest rate; and
second, the reacquisition of both bonds matur-
ing and bonds required for sinking fund pur-
poses whose interest rates were lower than
the weighted average interest rate.

INDIVIDUAL BOND SALES AND WEIGHTED
AVERAGE INTEREST COSTS
* Interest Rate of Individual Bonds Soid
- Weighted Average Interest Rate
of Bonds Qutstanding

Percent 10
. .

. * 8

"] 6
——

4

2

0

73 74 75 76 77

The increase in the preferred dividend re-
quirements for 1977 and 1976 is the result of the
issuance of additional preferred stock.
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Revenues and Sales

Pacific Gas and Electric Company/For the Years Ended December 31, 1977 and 1976

Material Redacted

Thousands
Increase (Decrease)
1977 1976 Amount Percent
ELECTRIC DEPARTMENT
REVENUES:
Residential $ 661,502 $ 517,574 $ 143,928 27.8 %
Commercial 789,401 536,938 252,463 47.0
- Industrial (1000 KW demand or over) 498,462 277,694 220,768 79.5
Agricultural Power 212,649 115,952 96,697  83.4
Public Street and Highway Lighting 33,501 24,537 8,964 36.5
Other Electric Utilities 103,890 61,664 42,226 68.5
Miscellaneous 42,075 33,727 8,348 24.8
Other 3,664 3,756 (92) (2.4)
TOTAL $2,345,144 $1,571,842 $ 773,302 49.2 %
SALES—KWH:
Residential 17,383,011 17,147,610 235,401 1.4 %
Commercial 16,771,232 17,162,248 (391,016) (2.3)
Industrial (1000 KW demand or over) 14,354,359 14,258,149 96,210 0.7
Agricultural Power 5,113,726 4,601,147 512,579 11.1
Public Street and Highway Lighting 491,558 465,387 26,171 56
Other Electric Utilities 3,957,141 2,925,285 1,031,856 35.3
Total Sales to Customers 58,071,027 56,559,826 1,511,201 2.7
Delivered for the Account of Others 3,832,822 4,492,231 (659,409) (14.7)
TOTAL ' 61,903,849 61,052,057 851,792 14 %
GAS DEPARTMENT
REVENUES:
Residential $ 414,087 $ 416,660 $ (2,573) (0.6)%
Commercial 365,623 130,878 234,745 179.4
Industrial 366,293 502,942 (136,649) (27.2)
Other Gas Ultilities 14,349 13,492 857 6.4
Miscellaneous 45 10,914 (10,869)  (99.6)
TOTAL $1,160,397 $1,074,886 $ 85,511 8.0 %
SALES — MCEF:
Residential 223,732 243,258 (19,526) (8.0)%
Commercial 163,828 74,718 89,110 119.3
Industrial 162,529 284,261 (121,732) (42.8)
Other Gas Utilities 7,810 8,716 (906) (10.4)
Total Sales to Customers 557,899 610,953 (53,054) (8.7)
Company Use (electric generation) 217,272 194,950 22,322 11.5
TOTAL 775,171 805,903 (30,732) (3.8)%
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Comparative Statistics
Pacific Gas and Electric Company ! For the Eleven Years Ended December 31, 1977
1977 1976 1975 1974
PER COMMON SHARE: :
Earnings $ 3.15 $ 2.90 $ 2.67 $ 3.27
Dividends Declared $ 2.00 $ 1.88 $ 1.88 $ 1.88
Dividend Payout Ratio 63.5% 64.8% 70.4% 57.5%
Book Value (end of year) $28.78 $28.16 $27.71 $28.18
Market Price —High 25 245 2312 2478
Market Price—Low 221/ 20 183 17
Market Price — Close 24 2313 20% 20%s
CAPITAL EXPENDITURES (Thousands):
Electric Department $599,126 $518,398 $540,790 $536,931
Gas Department 91,198 80,880 89,799 108,729
TOTAL $690,324 $599,278 $630,589 $645,660
ELECTRIC STATISTICS:
Net System Output (Millions of KWH) 65,428 66,416 63,402 60,932
Net System Output—Percent
Hydroelectric Plants 9.2% 12.2% 22.6% 25.6%
Thermal Electric Plants 72.4 62.0 43.6 38.1
Other Producers 18.4 25.8 33.8 36.3
Total 100.0% 100.0% 100.0% 100.0%
System Capability —KW (at annual peak)
Hydroelectric Plants (adverse conditions) 2,350,900 2,419,900 2,396,900 2,396,900
Thermal Electric Plants 8,294,000 8,261,000 8,053,000 7,947,000
Other Producers (adverse conditions) 3,302,900 3,743,400 3,766,100 2,948,700
Total 13,947,800 14,424,300 14,216,000 13,292,600
Net System Peak Demand — KW 12,191,800 12,245,800 11,632,800 11,648,800
Average Annual Residential '
Consumption —KWH 6,408 6,509 6,462 6,260
Total Customers (end of year) 3,179,362 3,087,300 3,005,518 2,936,106
Customers Per Mile of Distribution Line - 38.1 37.7 37.2 36.9
GAS STATISTICS:
Gas Purchased (Thousands of MCF) 800,950 836,333 861,860 876,537
Sources of Gas Purchased —Percent
From California 16.4% 16.8% 16.2% 16.8%
From Other States 37.0 38.2 41.4 43.7
From Canada 46.6 45.0 42 .4 39.5
Total 100.0% 100.0% 100.0% 100.0%
Average Cost of Gas Purchased —MCF
From California 112.1¢ 96.1¢ 56.7¢ 42.7¢
From Other States (at Calif.- Ariz. border) 110.0 83.0 72.7 55.8
From Canada (at Calif.-Ore. border) 218.0 192.1 136.8 65.4
: Average ' 160.7¢ 134.2¢ 97.3¢ 57.4¢
Peak Day Sendout—MCF 3,186,229 3,348,909 3,352,881 3,020,215
Average Annual Residential
Consumption —MCF 90.5 100.8 111.1 104.5
Total Customers (end of year) 2,674,890 2,611,551 2,555,216 2,503,203
Customers Per Mile of Distribution Main 97.2 96.8 96.4 96.1
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1973 1972 1971 1970 1969 1968 1967
$ 3.23 $ 3.0 $ 2.75 $ 2.47 $ 2.58 $ 2.55 $ 2.49
$ 1.78 $ 1.72 $ 1.64 $ 1.50 $ 1.50 $ 1.45 $ 1.40
55.1% 57.0% 59.7% 60.9% 58.2% 57.0% 56.3%
$27.80 $26.36 $24.91 $23.66 $22.79 $21.71 $20.62
32% 33% 36% 35 391/5 38% 38
2114 2%6% 28% 21, 201/, 30% 31%
227 325 2% 345 2% 381/ 35%
$465,422  $458,817  $379,198  $330,559  $265,789  $220,516  $253,130
100,117 84,823 72653 84772 74201 68,884 57861
$565,530  $543,640  $451,851  $415331  $339.990  $289.400  $310.991
60,572 59,124 54,665 51,277 48 885 46,994 13,663
21.5% 19.8% 25.6% 26.9% 31.49% 23.8% 32.9%
53.4 52.7 46.5 48.6 45.2 62.2 471
25.1 275 27.9 24.5 23.4 14.0 20.0
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
2,384,800 2,369,800 2,364,900 2,364,900 2,247,900 2,277,300 2,278,500
7,841,000 7,062,000 6956000 6942400  6.962.400  6.302.600  6.289.600
2,554,700 2,609,900 2,438,700 2,098,000  1.560.700  1.056200 - 1110,100
12,780,500 12,041,700 11,759,600 11,405,300 10,771,000 _ 9,636,100 9,678,200
10,867,800 10,469,800 9,713,000  8.807.700 8227100 8126200  7.757.900
6,417 6,213 6,048 5,697 5,545 5,181 5,000
2,854,585 2,767,978 2,675,942  2,597.314 2,536,703  2,483.480 2,429,306
36.5 36.0 35.4 34.8 34.5 34.3 34.0
984,061  1,015319 1,004,547 950,652 878, 484 888,075 802,221
23.6% 23.5% 24.8% 25.29% 25.2% 27.5% 26.3%
38.4 40.3 412 43.7 45.3 45.5 483
38.0 36.2 340 31.1 29.5 27.0 25.4
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
37.00 33.7¢ 31.7¢ 30.2¢ 29.9¢ 30.3¢ 30.2¢
43.0 39.4 37.5 33.9 314 27.9 28.4
441 36.9 2.7 30.4 28.2 28.0 293
42.0¢ 37.2¢ 34.3¢ 31.9¢ 30.1¢ 28.6¢ 201¢
3,423,89% 3,918,844  3,798462 3,633,341 3445626 3338669 3363503
113.4 115.7 121.7 107.7 116.2 1097 . 1124
2,443,830 2,383,609 2,317,686 2,258,285 2,208,046 2,160,569 2,110,510
95.9 95.6 95.0 94.1 94.0 3.8 935
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Statements of Income

Pacific Gas and Electric Company/ For the Years Ended December 31,1977 and 1976

Thousands

1977 1976
OPERATING REVENUES:
Electric $2,345,144 $1,571,842
Gas 1,160,397 1,074,886
TOTAL 3,505,541 2,646,728
OPERATING EXPENSES:
Operation:
Cost of Electric Energy 1,175,140 624,114
Cost of Gas Sold 921,714 796,186
Transmission and Distribution 121,823 114,910
Other 287,977 252,634
Total 2,506,654 1,787,844
Maintenance 110,407 96,277
Depreciation 209,227 199,491
Taxes on Income (Note 3) 76,564 16,579
Property and Other Taxes 158,476 142,667
TOTAL 3,061,328 2,242,858
OPERATING INCOME 444,213 403,870
OTHER INCOME AND INCOME DEDUCTIONS:
Allowance for Equity Funds Used During Construction 75,827 60,559
Other—net - 55,984 42,207
- TOTAL 131,811 102,766
INCOME BEFORE INTEREST CHARGES 576,024 506,636
INTEREST CHARGES: ,
Interest Expense (principally mortgage bonds) 245,431 223,255
Less Allowance for Borrowed Funds Used During Construction (25,705) (18,603)
TOTAL 219,726 204,652
NET INCOME $ 356,298 § 301,984
EARNINGS PER COMMON SHARE $3.15 $2.90
DIVIDENDS DECLARED PER COMMON SHARE $2.00 $1.88

The accompanying notes to financial statements and schedule are an integral part of these statements.
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Balance Sheets

Pacific Gas and Electric Company/ December 31, 1977 and 1976

Thousands
1977 1976
ASSETS
UTILITY PLANT—At Original Cost:
Electric : $5,635,911 $5,344,976
Gas 1,725,295 1,653,846
Construction Work in Progress 1,690,303 1,399,552
Total Utility Plant 9,051,509 8,398,374
Accumulated Depreciation 2,278,694 2,095,304
UTILITY PLANT—NET : 6,772,815 6,303,070
INVESTMENTS IN SUBSIDIARIES (Note 6) 126,821 101,502
CURRENT ASSETS:
Cash 25,466 24,962
Short-term Investments —at cost which approximates market 6,993 —
Accounts Receivable (less allowance for uncollectible accounts:

1977, $5,120; 1976, $4,972) 347,540 268,182
Estimated Federal Income Tax Refund — 75,000
Materials and Supplies 33,096 34,006
Fuel Oil - 246,400 209,491
Energy Costs —Recoverable o 285,230 275,855
Gas Stored Underground 108,706 90,298
Prepayments 32,172 25,612

TOTAL CURRENT ASSETS 1,085,603 1,003,406
DEFERRED CHARGES : 12,774 11,854
TOTAL $7,998,013 $7,419,832
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common Stock —at par (Schedule I) $ 983,901 $ 886,106
Additional Paid-in Capital 623,042 - 488,976
Reinvested Earnings 1,224,344 1,120,301

Common Stock Equity 2,831,287 2,495,383

Preferred Stock—at par (Schedule I) 977,451 877,451
Total Stockholders” Equity 3,808,738 3,372,834
Mortgage Bonds (Note 2) 3,232,807 3,128,038
TOTAL CAPITALIZATION 7,041,545 6,500,872
CURRENT LIABILITIES:
Short-term Borrowings (Note 4) _ 97,628 265,995
Accounts Payable 284,287 244,114
Taxes Accrued 178,206 122,155
Advance Collections of Energy Costs : 11,432 —
Refund Payable to Customers 53,212 1,187
Dividends Payable 45,374 41,620
Mortgage Bonds —current portion (Note 2) 55,695 54,914
Other 64,059 53,560
_ TOTAL CURRENT LIABILITIES 789,893 783,545
CUSTOMER ADVANCES FOR CONSTRUCTION 66,081 53,334
DEFERRED INVESTMENT TAX CREDITS 34,588 24,843
OTHER DEFERRED CREDITS 31,369 19,755
DEFERRED INCOME TAXES ON DEFENSE FACILITIES ' 34,537 37,483
TOTAL : $7,998,013 $7,419,832

The accompanying notes to finandal statements and schedule are an integral part of these statements.
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Statements of Changes in Financial Position

Pacific Gas and Electric Company/ For the Years Ended December 31, 1977 and 1976

Thousands
1977 1976
FUNDS PROVIDED: :
Funds Derived from Operations:
Net Income $ 356,298 $ 301,984
Non-fund Items in Net Income:
Depreciation (including charges to other accounts) 212,751 203,865
Allowance for Equity Funds Used During Construction (75,827) (60,559)
Other—net (12,689) (12,107)
Total Funds Derived from Operations 480,533 433,183
Common Stock Sold —net proceeds 225,638 187,770
Preferred Stock Sold — net proceeds 106,223 105,894
Mortgage Bonds Sold —net proceeds 198,393 172,804
Advance Collections of Energy Costs 11,432 —_
Other Funds Provided — net 12,675 (718)
TOTAL $1,034,894 $ 898,933
FUNDS APPLIED:
Capital Expenditures $ 690,324 = $ 599,278
Allowance for Equity Funds Used During Construction (75,827) (60,559)
Funds Used for Capital Expenditures 614,497 538,719
Fuel Qil Inventory Change 36,909 (26,704)
Energy Costs Recoverable 9,375 275,855
Mortgage Bonds Purchased for Sinking Fund (at cost) 33,261 37,446
Matured Mortgage Bonds Retired 47,156 38,387
Dividends — preferred and common stock 252,255 216,155
Changes in Other Working Capital Items (a) 41,441 (180,925)
TOTAL $1,034,894 $ 898,933
(a) Changes in Other Working Capital Items: '
Accounts Receivable —net $ 79,358 $ 41,677
‘Estimated Federal Income Tax Refund . (75,000) 75,000
Taxes Accrued (56,051) (101,018)
Accounts Payable (40,173) (47,895)
Refund Payable to Customers (52,025) (443)
Short-term Borrowings 168,367 (148,845)
Other Changes in Working Capital 16,965 599
Total —increase (decrease) $ 41,441 $(180,925)
The accompanying notes to financial statements and schedule are an integral part of these statements.
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Statements of Stockholders’ Equity

Pacific Gas and Electric Company/ For the Years Ended December 31, 1977 and 1976

Thousands
Preferred Common Additional Reinvested
Stock Stock Paid-in Capital Earnings
Balance, January 1, 1976 $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
Net Income — for year ) 356,298
Preferred Stock Sold (4,000,000 Shares) 100,000 6,223
Common Stock Sold (9,779,518 Shares) 97,795 127,843
Dividends Declared — Cash:
Preferred Stock (72,352)
Common Stock ; (179,903)
Balance, December 31, 1977 $977,451 $983,901 $623,042 .$1,224,344
Schedule I Capital Stock
* Pacific Gas and Electric Company/December 31, 1977
’ Thousandss———————
Redemption Shares Outstanding — Held by Public
: Price Authorized Shares Amount
COMMON, PAR VALUE $10 PER SHARE 125,000 98,390 $983,901
. 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
9.30% ($2.325 a share) 29.80 4,000 4,000 100,000
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) 29.00 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 — 20,871 . — —
TOTAL REDEEMABLE ‘ 54,215 33,313 832,830
NON-REDEEMABLE: .
6% ($1.50 a share) 4,212 4,212 105,292
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 39,098 $977,451

The accompanying notes to financial statements are an integral part of these statements and this schedule.
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Notes to Financial Statements

Pacific Gas and Electric Company / December 31, 1977 and 1976

NOTE 1—-SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES: :

Accounting Records

The accounting records of the Company are
maintained in accordance with the Uniform
System of Accounts prescribed by the Federal
Energy Regulatory Commission (FERC) and
adopted by the California Public Utilities Com-
mission (CPUC).

Utility Plant

The cost of additions to utility plant and re-
placements of retirement units of property is
capitalized. Cost includes labor, material and
similar items and indirect charges for such
items as engineering, supervision and transpor-
tation. An allowance for funds used during
construction (ADC) is included in construction
work in progress (CWIP) and credited to other
income and interest charges. A composite rate
tor this allowance, which assumes that funds
used for construction were provided by short
and long-term debt and preferred and common
equity, is applied to CWIP. This accounting
practice results in the inclusion in CWIP of
amounts considered as an appropriate cost of -
funds for purposes of establishing rates for util-
ity charges to customers. Costs of depreciable
units of plant retired are eliminated from utility
plant accounts and such costs plus removal ex-
penses less salvage are charged to accumulated
depreciation. Costs of repairing major units of
property and replacement of minor items of
property are included in the Statements of
Income as maintenance.

Research and Development

Research and development (R&D) costs
related to specific construction projects and a
portion of general engineering research costs
are capitalized. Other R&D costs are charged to
expense as incurred.

Inventories

Inventories of materials and supplies, fuel oil,
and gas stored underground are stated at aver-
age cost.

Revenues

Revenues from residential and commercial
customers are recorded as meters are read on a
cycle basis throughout each month.

Balancing Accounts

In accordance with the requirements of the
CPUC, the Company has, since April 1976,
deferred in a balancing account the difference
between the cost of its electric energy and the
energy cost collected from its customers. Sub-
sequently, the Company has been required to
maintain balancing accounts to record under-
collections and overcollections of gas cost in-
creases. The deferred amounts are amortized as
corresponding changes are made in customer
rates. Although such defefred costs are de-
ducted 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 cost 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.

Depreciation

For financial statement purposes, depreciation
of utility plant is computed on a straight-line
remaining life basis at rates based on the esti-
mated useful lives of properties. The annual
provisions for depreciation expressed as a per-
centage of the average balances of depreciable
plant were 3.1% for 1977 and 1976.

Income Taxes

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 and gain on bonds pur-
chased for sinking fund. For federal income tax
purposes, depreciation is generally computed
using the most liberalized methods allowed by
the Internal Revenue Code. Investment tax
credits are applied as a reduction of federal in-
come tax expense through the use of a five-year
moving average method. Such tax differences
are reflected in customer rates authorized by
the CPUC.

Bond Premium, Discount and Related Expenses

Bond issuance premium or discount and re-
lated expenses are being amortized over the
lives of the issues to which they pertain. Prior
to September 1976 gain on reacquisition of
bonds to satisfy sinking fund requirements was
credited to other income in the year of acquisi-
tion, thereby conforming to the requirements of
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the Financial Accounting Standards Board and
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 amortiza-
tion of gain or loss over the remaining life of
the reacquired issues. In accordance with the
requirements of the FERC 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
the remaining property.

Retirement Plan

Retirement plan costs are accrued in accord-
ance with an actuarial cost method (individual
entry age normal method). At December 31,
1977, the value of retirement plan assets ex-

ceeded the estimated vested benefits of the plan.

Investiments in Subsidiaries

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 Com-
pany. Approximately 63% and 64% of the cost
of the Company’s natural gas purchased in the
years 1977 and 1976 were from Pacific Gas
Transmission Company, a 53% owned subsidi-
ary. The price paid is regulated by the FERC.

Earnings Per Common Share

Earnings per common share were computed
by dividing earnings available for common
stock by the weighted average number of com-
mon shares outstanding. The weighted average
number of common shares outstanding is com-
puted 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:

At December 31, 1977, the First and Refunding
Mortgage Bonds outstanding held by the public
were as follows:

Thousands
2% % to 4% % to 7%2% to

Maturity 3% % 678 % 9.85% Total
1978 , $ 47,600 $ 47,600
1979 66,973 66,973
1980 51,405 51,405
1981 21,117 21,117
1982 63,750 $ 150,000 213,750
1983-1992 152,059 $227,699 175,000 554,758
1993-2002 622,476 334,884 957,360
2003-2009 1,393,550 1,393,550
Total Mort-

gageBonds $402,904 $850,175 $2,053,434 3,306,513
Mortgage Bonds Included in Current Liabilities 55,695
Unamortized Discount Net of Premium 18,011
Mortgage Bonds Included in Capitalization $3,232,807

Material Redacted
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Subject to indenture provisions as to ear