STATE OF CALIFORNIA : ARNOLD SCHWARZENEGGER, Govemnor

PUBLIC UTILITIES COMMISSION

505 VAN NESS AVENUE Tel. No. (415) 703-1691
SAN FRANCISCO, CA 841023298

March 18, 2004 Advice Letter 2515-G/A/B
Ms Anita Smith, Rate Analyst
Pacific Gas and Electric Company

77 Beale Street, Mail Code 10B
San Francisco, CA 94177

Subject: February 1, 2004 noncore tariff revisions and rate changes to eliminate El Paso capacity charge, add
Schedule G-COG
Dear Ms Smith:

Advice Letter 2515-G/A/B is effective February 1, 2004. A copy of the advice letter is returned
herewith for your records.

Sincerely,

b (fan

Paul Clanon, Director
Energy Division
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Karen A. Tomcala 77 Beale Street, Room 1065

m Pacific Gas and
Hg 1 Electric Company
Vice President San Francisco, CA 94105

Regulatory Relations Mailin
g Address
February 11, 2004 Mailing Addres

PO. Box 770000
San Francisco, CA 94177

i (3= 415.972.5209
Advice 2515-G-B Internal: 222.5209

(Pacific Gas and Electric Company 1D U39G) Fax. 415.972.5625

Internet: kat5@pge.com

Subject: Revisions to Gas Prelimihary Statement — Gas Supply Portfolio
and Core Procurement Incentive Mechanism
(Decision 04-01-047)

Public Utilities Commission of the State of California

Pacific Gas and Electric Company (PG&E) hereby submits for filing revisions to its
gas tariffs. The affected tariff sheets are listed on the enclosed Attachment |.

Purpose

This supplemental filing revises the description in gas Preliminary Statement Part
C—Gas Accounting Terms and Definitions, for the Gas Supply Portfolio and Core
Procurement Incentive Mechanism (CPIM) in accordance with the Stipulation and
Agreement entered into by PG&E and the Commission’s Office of Ratepayer
Advocates (ORA) and adopted by the Commission in the El Paso Turned Back
Capacity Decision (D.) 04-01-047. In accordance with the adopted Stipulation and
Agreement, the modifications to the CPIM adopted in D. 04-01-047 are effective
for the CPIM year starting November 1, 2002. '

Background

D. 04-01-047 adopted a Stipulation and Agreement between PG&E and ORA that
modifies the CPIM effective with the CPIM year starting November 1, 2002.
Modifications include: 1) all costs for existing interstate transportation and storage
(including Transwestern) will be included in the CPIM; 2) the annual PG&E
shareholder award is capped at the lower of 1.5 percent of total annual gas
commodity costs or a “hard cap” limiting the total annual shareholder award to $25
million; and 3) PG&E is allowed to engage in sales of natural gas within California,
consistent with its ability to sell gas outside of the state or at the California border.’

! This last provision was outlined in Advice 2441-G filed January 28, 2003. In accordance with the
Stipulation, ORA withdrew its protest of Advice 2441-G on December 19, 2003. PG&E withdrew
Advice 2441-G on February 11, 2004. D. 04-01-047 also adopted a Stipulation and Agreement
between PG&E and TURN whereby all Transwestern costs will be fully recovered from core
customers beginning July 1, 2003.
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Tariff Revisions

The Gas Supply Portfolio description in Gas Preliminary Statement Part C.7 is
revised in accordance with the Stipulation and Agreement adopted in D. 04-01-047
to remove reference to “out of state” sales in accordance with the provision that
gas sales to the wholesale market within California are now included in the gas
supply portfolio. This revision is consolidated with the revision to the same section
(Sheet 22207-G) that was filed in Advice 2515-G to remove reference to
Transwestern Pipeline Company from the Gas Supply Portfolio in accordance with
D. 04-01-047. Sheet 22258-G supersedes and replaces Sheet 22207-G filed in
2515-G.

The CPIM description in Gas Preliminary Statement Part C.13 is revised in
accordance with D. 04-01-047, and obsolete language is deleted.

Effective Date

PG&E requests approval of this supplemental compliance filing effective February
1, 2004. In accordance with D. 04-01-047, these changes are effective for the
CPIM year beginning November 1, 2002.

Protests

Anyone wishing to protest this filing may do so by sending a letter by March 2,
2004, which is 20 days from the date of this filing. The protest must state the
grounds upon which it is based, including such items as financial and service
impact, and should be submitted expeditiously. Protests should be mailed to:

IMC Branch Chief — Energy Division
California Public Utilities Commission
505 Van Ness Avenue, 4th Floor
San Francisco, California 94102

Facsimile: (415) 703-2200
E-mail: jjr@cpuc.ca.gov

Protests also should be sent by e-mail and facsimile to Mr. Jerry Royer, Energy
Division, as shown above, and by U.S. mail to Mr. Royer at the above address.

The protest should be sent via both e-mail and facsimile to PG&E on the same
date it is mailed or delivered to the Commission at the address shown below.
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Pacific Gas and Electric Company
Attention: Brian Cherry

Director, Regulatory Relations

77 Beale Street, Mail Code B10C
P.O. Box 770000

San Francisco, California 94177

Facsimile: (415) 973-7226
E-mail: RxDd@pge.com

Notice

In accordance with General Order 96-A, Section Ill, Paragraph G, a copy of this
advice letter is being sent electronically and via U.S. mail to parties shown on the
attached list, and the parties on the service list for R." 02-06-041. Address

changes should be directed to Sandra Ciach at (415) 973-7572. Advice letter
filings can also be accessed electronically at: http://www.pge.com/tariffs

Lire 4 Jomqgr&%y

Vice President - Regulatory Relations

Attachments

ce: Service List - R. 02-06-041



ATTACHMENT I
ADVICE 2515-G-B

Cal. P.U.C. Canceling Cal
Sheet No. Title of Sheet P.U.C. Sheet No.
22258-G Preliminary Statement Part C—Gas Accounting

Terms and Definitions : 21698-G
22259-G Preliminary Statement Part C (Cont'd.) 18314, 21976-G
22260-G Preliminary Statement Part C (Cont'd.) 18315, 18316-G
22261-G Table of Contents — Preliminary Statements 22244-G

22262-G Table of Contents 22246-G
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Revised Cal. P.U.C. Sheet No.
Pacific Gas and Electric Company Cancelling Revised Cal. P.U.C. Sheet No.
San Francisco, California

22258-G
21698-G

PRELIMINARY STATEMENT
(Continued)

C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)

6.

FRANCHISE FEES AND UNCOLLECTIBLE ACCOUNTS EXPENSE (F&U): F&U refers to that
portion of rates designed to recover PG&E's authorized expenses for both the use of public
rights-of-way (franchise fees) and bad debts {uncollectible accounts expense). Rates for retail
customers include a component for F&U, as determined in PG&E's 1999 General Rate Case,
Decisions 00-02-046 and 01-10-031. Rates for wholesale customers include a component for the
franchise fees only, per Decision 87-12-039. Rates for UEG and cogeneration include
uncollectibles expense and a reduced component for franchise fees. Since UEG is exempt from
franchise fees, the franchise fee rate for UEG and cogeneration is reduced to account for the UEG
franchise fee exemption while maintaining UEG/cogeneration parity in accordance with Public
Utility Code 454.4.

The F&U factor is @QUAI 10.....ccuiiieiiiicirirrnrerieereieceersi et rsees s ses et esssesssan e s sessesaesenease s 1.01771

GAS SUPPLY PORTFOLIO: This portfolio includes the cost of gas procured by PG&E for its Core
Portfolio (Core Procurement) customers. Gas Supply Portfolio costs are recovered through the
Procurement Revenue Requirement described in Section C.10.d.

Costs incurred for the portfolio include the cost of volumetric transportation, incremental pipeline
capacity costs, imbalance transactions, hub services, incremental storage services, voluntary
diversions, and emergency flow order (EFO) and operational flow order (OFO) charges. These
costs may be offset by revenue or gains from risk management tools such as derivative financial
instruments (net of transaction costs), and other gas sales. Other transactions such as net
revenue from imbalance transactions and byproducts extraction and expenses/losses from risk
management tools are included in the portfolio.

The net cost of the “flowing supply” is the result of the transactions listed above. This portfolio
also includes gas withdrawn from storage and excludes gas injected into storage for Core
Procurement customers using the core storage reservation.

m
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(Continued)

Advice Letter No. 2515-G-B Issued by Date Filed February 11, 2004

Decision No. 04-01-047 Karen A. Tomcala Effective

50657

April 1, 2004

Vice President Resolution No.

Regulatory Relations
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Revised Cal. P.U.C. Sheet No.
Pacific Gas and Electric Company Cancelling Criginal Cal. P.U.C. Sheet No.
San Francisco, California

22259-G
18314,
21976-G

PRELIMINARY STATEMENT
(Continued)

C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)

12.

13.

PIPELINE DEMAND CHARGE CREDITS: When PG&E brokers interstate capacity it will receive
conditional credits from interstate pipelines from other parties who have acquired PG&E’s brokered
capacity. These credits may include other items such as reversed credits previously given to
PG&E and late charges assessed per the interstate’s FERC-approved tariffs.

CORE PROCUREMENT INCENTIVE MECHANISM: The Core Procurement Incentive Mechanism
(CPIM) is designed to replace traditional reasonableness reviews for Gas Procurement Costs as
defined in C.10, above. PG&E will report its procurement activities monthly to the CPUC’s Energy
Division and Office of Ratepayer Advocates (ORA) and will file an annuai report outlining cost
savings, reward or penalties under the CPIM. Incentive rewards and penaities are calculated
annually and, upon Commission approval, will be recorded in the Core Subaccount of the
Purchased Gas Account (PGA).

Decision 97-08-055 adopted a CPIM mechanism for Post-1997 performance as filed in
Application 96-08-043, and as affirmed in D.03-12-061, and as modified by D.04-01-047. The
modifications adopted in Decision 04-01-047 are effective for the CPIM year starting November 1,
2002. The CPIM will continue until either ORA or PG&E proposes modifications and those
modifications are approved by the CPUC.

The CPIM provides PG&E with a direct financial incentive to procure core gas and transportation
services at the lowest reasonable cost by calculating rewards or penalties through comparing
actual procurement costs to an aggregate market-based benchmark.

The CPIM establishes both a standard benchmark, which applies to purchasing activities occurring
under most operating and temperature conditions, and an alternate benchmark which applies only
under extraordinary circumstances requiring economic and/or physical diversions of supplies and
transportation resources held by other shippers on the interstate and intrastate transmission
system.

The CPIM standard benchmark is made up of three components: (1) the fixed transportation cost
component, which includes both interstate and intrastate capacity reservation costs; (2) the
variable cost component, which covers commodity costs and volumetric transportation costs; and
(3) a storage cost component.

The commodity and capacity benchmark components are calculated daily. At the end of each
12-month period, the daily benchmark components are added together to form a single annual
benchmark budget. Actual incurred costs are compared to the benchmark. If actual gas
commodity and capacity costs fall within a range (tolerance band) around the benchmark, costs
are deemed reasonable, and are fully recoverable from ratepayers. If actual costs fall below the
tolerance band, the savings (the difference between the lower limit of the tolerance band and
actual recorded costs) are shared between ratepayers and shareholders according to the following
procedure:

a) 75 percent to ratepayers and 25 percent to shareholders.

b)  In addition, annual PG&E shareholder awards are capped at the lower of 1.5 percent of the
total annual gas commodity costs, or $25 million.

Ratepayers and shareholders share equally any costs in excess of the upper limit of the tolerance
band.
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Decision No. 04-01-047 Karen A. Tomcala Effective

50651

April 1, 2004

Vice President Resolution No.

Regulatory Relations




Revised Cal. P.U.C. Sheet No. 22260-G
) Pacific Gas and Electric Company Cancelling Original Cal. P.U.C. Sheet No. 18315,
&% San Francisco, Califonia 18316-G

PRELIMINARY STATEMENT
(Continued)

C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)
©
13. CORE PROCUREMENT INCENTIVE MECHANISM: (Cont'd.)

An alternate benchmark can be invoked by PG&E under certain extraordinary circumstances
requiring economic and/or mandatory diversions of gas and transmission resources held by other
shippers. All voluntary and involuntary diversion costs are compared to the highest value of the
daily PG&E Citygate index range. There is no tolerance band for the alternate benchmark, and m
actual costs savings or overruns, relative to the benchmark, are shared 95 percent by ratepayers
and 5 percent by shareholders.
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Advice Letter No. 2515-G-B Issued by Date Filed. February 11, 2004
Decision No. 04-01-047 Karen A. Tomcala Effective April 1, 2004
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