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GAS PRELIMINARY STATEMENT PART C

GAS ACCOUNTING TERMS & DEFINITIONS

GAS ACCOUNTING TERMS AND DEFINITIONS

These accounting terms and definitions are used in the authorized gas revenue requirements and
surcharge funding as well as the accounting procedure descriptions that follow in this Preliminary
Statement. They are consistent with and apply to PG&E's Gas Rate Schedules and Rules. Additional
definitions can be found in Rule 1.

1.

BALANCING ACCOUNT: In the context of this tariff, a balancing account is an account in which:
a. expenses are compared with revenues from rates designed to recover those expenses, or

b. forecast expenses are compared with recorded expenses, or

C. forecast revenues are compared with recorded revenues, or

d. authorized funding is compared to surcharge amounts.

The resulting under- or overcollection, plus interest, is recorded on PG&E's financial statements as

an asset or liability, which is owed from or due to the ratepayers. Balances in balancing accounts,
plus interest, are to be amortized in rates.

BASE REVENUE AND AUTHORIZED FUNDING AMOUNTS: The GRC Distribution Base Revenue

Amount is the annual operating revenue, less other operating revenue adopted in the General Rate
Case (GRC) or other proceedings.

Adjustments and credits to GRC Base Revenues were approved in various CPUC decisions. In
Decision 05-06-029, the CPUC adopted specific levels of Enhanced Oil Recovery (EOR) revenue.

In Decision 04-12-050, the CPUC revised the core brokerage fee authorized in Decision 97-08-055.

Adjustments for G-10 employee discounts are revised when the CPUC authorizes revisions to
illustrative residential core procurement rates in the BCAP or other proceedings. The currently
effective GRC Distribution Base Revenue Amount (with adjustments and credits) is shown in
Table C.2.

The Gas Accord Base Revenues are comprised of Local Transmission, Backbone Transmission,
Storage and transmission-level customer access adopted in Gas Accord Decision 04-12-050. The
currently effective Gas Accord Revenue Requirement is shown in Table C.2.

The Public Purpose Program (PPP) authorized funding includes amounts for Energy Efficiency (EE)

and Low Income Energy Efficiency (LIEE) Programs, public interest Research, Development and
Demonstration (RD&D), State Board of Equalization (BOE) and CPUC Surcharge Administration
Fees, California Alternate Rates for Energy (CARE) Administrative Expenses and CARE shortfall.
PPP-authorized funding and the subsidy for CARE customers are recovered through the gas PPP
surcharge, as authorized by Public Utilities Code Sections 890-900, Resolution G-3303 and
Decision 04-08-010.* The currently authorized PPP funding amounts are shown in Table C.2.

* Decision 04-08-010 determined that franchise fees and uncollectible accounts expense (FF&U) should not

be included in the calculation of gas PPP surcharges.

(T)
(M)

(M)
W)
(N)
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GAS PRELIMINARY STATEMENT PART C Sheet 2

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

2. ANNUAL GAS REVENUE REQUIREMENT AND PPP FUNDING REQUIREMENTS: (Cont'd.)
Amount ($000)
Core

Description Core Noncore Unbundled Procurement Total

GRC BASE REVENUES (incl. F&U) (1):

Authorized GRC Distribution Base Revenue 1,117,444 (1)
Less: Other Operating Revenue (26,023)
Authorized GRC Distribution Revenues in Rates 1,055,669 (l) 35,752 (l) 1,091,421 (1)

BCAP ALLOCATION ADJUSTMENTS AND CREDITS TO

BASE:

G-10 Procurement-Related Employee Discount (2,910) (1) (2,910) ()

G-10 Procurement Discount Allocation 1,223 (R) 1,687 (R) 2,910 (R)

Less: Front Counter Closures (355) (355)

Core Brokerage Fee Credit (9,581) (9,581)
GRC Distribution Base Revenue with Adj. and Credits 1,044,046 (I) 37,439 (l) 1,081,485 (1)
TRANSPORTATION FORECAST PERIOD COSTS &

BALANCING ACCOUNT BALANCES (2):

Transportation Balancing Accounts 88,864 (1) (815)(R) 88,049 (I)

Self-Generation Incentive Program Revenue Requirement 2,586 (I) 3,534 (I) 6,120 (R)

CPUC Fee 2,076 (I) 2,718 4,794 (1)

ClimateSmart 1,761 (1) 60 (I) 1,821 (I)

SmartMeter™ Project 38,287 (1) 38,287 (I)

10/20 Plus Winter Gas Savings Plan (WGSP) — 1,842 (1) 1,842 (1)

Transportation
Franchise Fees and Uncollectible Expense (F&U) (on 1,509 (1) 87 (R) 1,596 (I)
items above)

CARE Discount included in PPP Funding Requirement (95,800)(R) (95,800)(R)

CARE Discount not included in PPP Surcharge Rates 0 (R) 0 (R)
Transportation Forecast Period Costs & Balancing

Account Balances 41,125 (l) _5,584 (R) 46,709 (I)

GAS ACCORD REVENUE REQUIREMENT (incl. F&U) (3):

Local Transmission 111,089 (I) 47,535 (1) 158,624 (1)
Customer Access Charge — Transmission 5,174 5,174
Storage 42,093 7,499 49,592
Carrying Cost on Noncycled Storage Gas 1,757 2,008
Backbone Transmission/L-401 81,189 (R) 162,288 (R) 243,477 (R)

Gas Accord Revenue Requirement 236,128 (I) 52,709 (I) 170,038 (R) 458,875 (I)

(1)  The authorized GRC amount includes the distribution base revenue and F&U approved effective January 1, 2007, in (T
General Rate Case D.07-03-044, and $22M for Attrition as approved in AL 2877-G and AL 2954-G, respectively. The GRC |
distribution base revenue is allocated to core and noncore customers in Cost Allocation Proceedings, as shown in Part C.3.a. [

(2) The total 2009 SGIP revenue requirement (RRQ) assumes the same revenue RRQ as 2008, which was established in :
D.08-01-029. Per D.06-05-019, SGIP costs were removed from wholesale gas rates on July 1, 2006. The Climate Protection |
Tariff RRQ for 2009 was approved in D.06-12-032. The SmartMeter™ Project RRQ was approved in D.06-07-027 and
AL 2752-G/G-A. The Energy Division approved PG&E’s AL 2951-G for the 10/20 WGSP costs, which are recovered in I
commercial customers” rates beginning January 1, 2009. :

(3) The Gas Accord IV RRQ effective January 1, 2009, was adopted in D.07-09-045. Storage revenues allocated to load balancing |
are included in unbundled transmission rates. (M
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GAS PRELIMINARY STATEMENT PART C Sheet 3
GAS ACCOUNTING TERMS & DEFINITIONS

C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)
2. ANNUAL GAS REVENUE REQUIREMENT AND PPP FUNDING REQUIREMENTS: (Cont'd.)

Amount ($000)
Core
Description Core Noncore Unbundled Procurement Total
ILLUSTRATIVE CORE PROCUREMENT REVENUE
REQUIREMENT (4):
llustrative Gas Supply Portfolio 2,183,534 2,183,534
Interstate and Canadian Capacity 150,233 150,233
10/20 Plus WGSP — Procurement — Residential 3,158 (R) 3,158 (R)
F&U (on items above and Procurement Account Balances 28,226 28,226
Below)
Backbone Capacity (incl. F&U) (62,314) 62,314 0
Backbone Volumetric (incl. F&U) (18,875) 18,875 0
Storage (incl. F&U) (42,093) 42,093 0
Carrying Cost on Noncycled Storage Gas (incl. F&U) (1,757) 1,757 0
Core Brokerage Fee (incl. F&U) 9,581 9,581
Procurement Account Balances [ ___(9.208) (9,208)
lllus. Core Procurement Revenue Requirement (125,039) 2,490,562 (R) 2,365,523 (R)

TOTAL GAS REVENUE REQUIREMENT

(without PPP) IN RATES 1,196,260 95,732 170,038 2,490,562 (R) __ 3,952,593 (R)
PUBLIC PURPOSE PROGRAM (PPP) FUNDING

REQUIREMENT (F&U exempt) (5):

Energy Efficiency (EE) 60,415 6,725 67,140
Low Income Energy Efficiency (LIEE) 37,290 4,151 41,441
Research, Demonstration and Development (RD&D) 6,984 3,378 10,362
CARE Administrative Expense 1,170 643 1,813
BOE and CPUC Administrative Cost 119 58 177
PPP Balancing Accounts 4,827 1,029 5,856
CARE Discount Recovered from non-CARE customers 61,806 33,994 95,800
Total PPP Funding Requirement in Rates _172,611 __ 49,978 222
TOTAL GAS REVENUE AND PPP FUNDING
REQUIREMENT IN RATES 1,368,871 145,710 170,038 2,490,562 (R) _4,175,182 (R)
Low Income Energy Efficiency Not in Rates (6) 2,944 328 3,272
TOTAL AUTHORIZED GAS REVENUE AND
PPP FUNDING REQUIREMENT 1,371,815 146,038 170,038 2,490,562 (R) _4,178,454 (R)

(4) The credits shown in the Core column represent the core portion of the Gas Accord RRQ that is included in the illustrative Core Procurement RRQ,
and are shown here to avoid double counting these costs in the total. The Gas Supply Portfolio cost includes a forecast of carrying cost on cycled gas in
storage, and an illustrative commodity and shrinkage cost based on the Weighted Average Cost of Gas (WACOG) of $0.70275 per therm. Actual gas
commodity costs change monthly. 10/20 WGSP costs, approved in AL 2951-G, will be recovered in residential rates effective April 1, 2009.

(56) The PPP funding requirement is recovered in gas PPP surcharge rates pursuant to D.04-08-010 and 2009 PPP surcharge AL 2970-G; and includes
LIEE program funding adopted in D.08-11-031, EE program funding adopted in D.08-10-027, CARE annual administrative expense adopted in D.08-11-
031, and excludes F&U per D.04-08-010.

6)  On January 26, 2009, the Commission approved PG&E's AL 2979-G/3375-E, which updated the gas and electric LIEE allocation factors. PG&E
proposed to modify the percentage allocation between gas and electric to 41% and 59% respectively and record the adjusted 2009 budgets and revenue
requirements to their respective accounts. Consequently, for gas, any over or undercollection will be recorded in the LIEE gas balancing account and will
be incorporated into rates in the 2010 Public Purpose Program Gas Surcharge Advice Letter for gas customers.

(Continued)
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GAS ACCOUNTING TERMS & DEFINITIONS

C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)
3. COST ALLOCATION FACTORS:

a. General: These factors are derived from the core and noncore costs adopted in the last Cost
Allocation Proceeding and are used to allocate recorded costs to customer classes.

Factor
Unbundled
Cost Category Core Noncore Storage Total

Distribution Base Revenue 0.967243 (R) 0.032757 (1) 1.000000
Intervenor Compensation 0.967243 (R) 0.032757 (1) 1.000000
Other — Equal Distribution 0.420329 (1) 0.579671 (R) 1.000000

Based on All

Transportation Volumes
Carrying Cost on

Non-cycled Gas in Storage* 0.875000 0.125000 1.000000

*

Excluding Non-cycled Gas in Storage which is allocated to system load balancing and recovered
through transmission rates.

b. Pacific Gas and Electric Gas Transmission Northwest (PG&E GT-NW) and Intrastate Pipeline
Demand Charges: Factors are derived based on the procedures defined in
Decisions 91-11-025 and 97-05-093.

1)  The core procurement factor will be equal to the capacity reserved for core procurement
customers on each pipeline divided by the total capacity held by PG&E on that pipeline.

2)  The core transport factor will be equal to the capacity reserved for core transport
customers on each pipeline divided by the total capacity held by PG&E on that pipeline.

4. COST ALLOCATION PROCEEDING: The proceeding in which the Transportation Revenue
Requirement, as described in Section C.10.c below, and the gas PPP authorized funding, as
described in Section C.11. below, is allocated between customer classes. This proceeding is
currently a biennial proceeding pursuant to CPUC Decision 90-09-089.

5. FORECAST PERIOD OR TEST PERIOD: The 24-month period, beginning with the revision date
as specified in the Cost Allocation Proceeding.

(Continued)
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GAS ACCOUNTING TERMS & DEFINITIONS

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 2007 General Rate Case
Decision 07-03-044. 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.

The F&U factor is @qQUal t0.......ccuueiiiiiie e eaee s 1.012151

GAS SUPPLY PORTFOLIO: This portfolio includes the cost of gas procured by PG&E for its Core
Portfolio (Core Procurement) customers. The costs and payouts for hedge instruments transacted
under the core gas hedging plans, as approved in Decision 05-10-015 (effective October 6, 2005),
Decision 06-08-027 (effective August 24, 2006), and Decision 07-06-013 (effective June 7, 2007)
are included in the Gas Supply Portfolio, but are tracked separately. 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 and other
portfolio-related services. 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,
expenses/losses from risk management tools, and pre-payments and credit and collateral
payments, including all associated fees for gas procurement purchases, transportation, and related
services, 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.

(Continued)
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GAS ACCOUNTING TERMS & DEFINITIONS

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

8. CALIFORNIA ALTERNATE RATES FOR ENERGY (CARE) SHORTFALL: This shall be computed (T)
by subtracting CARE customers' monthly revenues from the revenues that would have been
recovered from CARE customers had they been paying standard transportation and procurement
rates.

9. MEMORANDUM ACCOUNT: In the context of this tariff, a memorandum account operates similar
to a balancing account except that interest may be excluded and the under- or overcollection may
or may not be amortized in future rates.

10. REVENUE REQUIREMENT: The revenue requirement consists of the sum of the Transmission
and Storage Revenue Requirement which is set in PG&E’s Gas Accord Decisions, and the
Transportation and Procurement Revenue Requirements which are allocated in the Cost Allocation
Proceeding, and are defined below. Rates will be established to recover all items in the revenue
requirement.

a. The Transmission System Revenue Requirement includes the Transmission portion of the
Gas Accord base revenue amount,* load balancing storage costs, certain forecast amounts
and F&U. Amounts to be included in the Customer Class Charge paid by Transmission
Service customers are allocated in the Cost Allocation Proceeding and described under
Transportation Revenue Requirement, below.

b. The Storage Revenue Requirement includes the core and Unbundled Storage base revenue
amount,* carrying costs on noncycled gas in storage, and F&U.

*

See Section C.2 for details.

(Continued)
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GAS ACCOUNTING TERMS & DEFINITIONS
C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)
10. REVENUE REQUIREMENT (Cont'd.)
c.  The Transportation Revenue Requirement includes the core and noncore GRC Distribution
Base Revenue Amounts (with credits and adjustments)*, forecast expenses, and balancing
and memorandum account balances, with interest, as listed below. These amounts are
recovered through distribution rates and the Customer Class Charge.
1)  GRC Distribution Base Revenue Amount (with credits and adjustments): This shall be
the GRC Distribution Base Revenue amount, with credits and adjustments as shown in
Section C.2.
(D)
2) CPUC Reimbursement Fee Expense: This is the amount equal to the CPUC-adopted (T)
reimbursement rate, described in Preliminary Statement, Part O, multiplied by the total
forecast period deliveries excluding interdepartmental, wholesale, interutility, and UEG
deliveries.
3) Core Fixed Cost Account (CFCA) Balance: This is the forecast revision date balance in (T)
the CFCA, described in Preliminary Statement, Part F, based on the latest recorded data
available.
4)  Noncore Distribution Fixed Cost Account (NDFCA) Balance: This is the forecast (T)
revision-date balance in the NDFCA, described in Preliminary Statement Part BL, based
on the latest recorded data available.
5) Noncore Customer Class Charge Account (NCA) Balance: This is the forecast revision- (T)
date balance in the NCA, described in Preliminary Statement, Part J, based on the latest
recorded data available.
6) Enhanced Oil Recovery Account (EORA) Balance: This is the forecast revision-date (T)
balance in the EORA, described in Preliminary Statement, Part K, based on the latest
recorded data available.
(Continued)
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C.

GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)
10. REVENUE REQUIREMENT (Cont'd.)

c. Transportation Revenue Requirement (Cont'd.)

7)

10)

11)

12)

13)

14)

GAS PRELIMINARY STATEMENT PART C Sheet 8
GAS ACCOUNTING TERMS & DEFINITIONS

Liquefied Natural Gas Balancing Account (LNGBA) Balance: This is the forecast (T)
revision-date balance in the LNGBA, described in Preliminary Statement, Part X, based (T)
on the latest recorded data available.

Hazardous Substance Mechanism (HSM) Balance: This is the forecast revision-date
balance in the HSM, as described in Preliminary Statement, Part AN, based on the latest
recorded data available.

Customer Energy Efficiency Incentive Account (CEEIA) Balance: This is the forecast
revision-date balance in the CEEIA, as described in Preliminary Statement, Part Y,
based on the latest recorded data available.

Core Brokerage Fee Balancing Account (CBFA) Balance: This is the forecast revision-
date balance in the CBFA described in Preliminary Statement, Part U, based on the
latest recorded data available.

Affiliate Transfer Fees Account (ATFA) Balance: This is the forecast revision-date
balance in the ATFA described in Preliminary Statement Part Q, based on the latest
recorded data available.

Self-Generation Program Memorandum Account (SGIP) Balance: This is the forecast
revision-date balance in the SGIP described in Preliminary Statement, Part AW, based
on the latest recorded data available.

Gas Reimbursable Fees Balancing Account (GRFBA) Balance: This is the forecast
revision-date balance in the GRFBA described in Preliminary Statement Part BF, based
on the latest recorded data available.

Franchise Fees and Uncollectible Accounts Expense (F&U): The amount to be added
for F&U shall be determined by multiplying the sum of Sections C.10.c.4.a through
C.10.c.13, above, by the applicable F&U factor.

(Continued)
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C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)
10. REVENUE REQUIREMENT (Cont'd.)
d. Procurement Revenue Requirement includes the cost of gas from the Gas Supply Portfolio, (T)
pipeline capacity costs, intrastate transmission costs, the forecast revision-date balance in the
Purchased Gas Account, and other procurement balancing accounts, the brokerage fee and
core storage revenue requirements, plus F&U, as applicable.
1)  Procurement Cost of Gas (Sales Only): The Procurement Cost of Gas is determined by
multiplying the forecast core sales volume by the Weighted Average Cost of Gas
(WACOG).
2)  Procurement Cost of Gas (Shrinkage only): This cost-of-gas component shall be
determined by multiplying the forecast shrinkage (LUAF & GDU) quantities for core
procurement and core subscription customers by the weighted average cost of gas
(WACOG). Customers who procure their own supplies are not responsible for this cost
component; rather, they deliver shrinkage in-kind.
3) Pipeline Demand Charges: Pipeline Demand Charges include fixed demand and
capacity charges from Canadian and FERC-regulated interstate pipelines.
4) Intrastate Transmission Charges: Intrastate Transmission Charges include capacity
charges reserved for Core Portfolio customers on PG&E’s Backbone Transmission
System at the Modified Fixed Variable (MFV) tariff rate for core customers.
Carrying Cost on Non-Cycled Gas in Storage: The Carrying Cost on Non-Cycled Gas in
Storage shall be determined by multiplying the forecast value of gas in storage during this
forecast period, excluding gas owned by third parties, by the current interest rate on
three-month Commercial Paper, as reported in the Federal Reserve Statistical Release,
H.15, or its successor.
Carrying Cost on Cycled Gas in Storage: The Carrying Cost on Cycled Gas in Storage shall
be determined by multiplying the forecast value of gas in storage during this forecast
period, excluding gas owned by third parties, by the current interest rate on three-month
Commercial Paper, as reported in the Federal Reserve Statistical Release, H.15, or its
SUCCESSOr.
7) Purchased Gas Account (PGA): The revenue requirement will include the forecast
revision-date balance in the PGA, described in Preliminary Statement, Part D, based on
the latest recorded data available.
8) Core Pipeline Demand Charge Account (CPDCA): The revenue requirement will include
the forecast revision-date balance in the CPDCA, described in Preliminary Statement,
Part AE, based on the latest recorded data available.
(Continued)
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C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)
10. REVENUE REQUIREMENT (Cont'd.) (T)
d. Core Procurement Revenue Requirement (Cont'd.) (T)
9) Core Firm Storage Account (CFSA) Balance: The revenue requirement will include the (T)
forecast revision-date balance in the CFSA, described in Preliminary Statement,
Part AG, based on the latest recorded data available.
10) Core Storage Revenue Requirement: This is the core storage amount shown in the Gas
Accord base revenue in C.2, above.
11) Brokerage Fee Revenue Requirement: This is the amount credited to the GRC
Distribution Base Revenues shown in C.10.c.1, above.
12) Franchise Fees and Uncollectible Accounts Expense (F&U): The amount to be added
for F&U shall be determined by multiplying the sum of C.10.d.1 through C.10.d.9, above.
11. PUBLIC PURPOSE PROGRAM AUTHORIZED FUNDING
Public Purpose Program (PPP) authorized funding includes the authorized amounts for Energy
Efficiency (EE) and Low Income Energy Efficiency (LIEE) programs, public interest Research, (N)
Development & Demonstration (RDD), California Alternate Rates for Energy (CARE) Administrative |
Expenses, CARE shortfall expenses, and the forecast revision-date balances in the PPP balancing |
accounts. PPP authorized funding is recovered through the gas PPP surcharge. |
I
1) PPP Authorized Amounts: This shall be the EE, LIEE, and RD&D authorized funding amount |
shown in Section C.2. |
(N)
2) CARE Administrative Expense: This shall be the total CARE administrative expense expected
to occur during the forecast period, as shown in Section C.2. (M) (L)
Mm L
3) CARE Shortfall Expense: This shall be the total CARE shortfall expected to occur during the
forecast period. (N)
I
4) PPP-EE Balancing Account Balance: This is the forecast revision-date balance in the |
PPP EE described in Preliminary Statement, Part BA, based on the latest recorded data |
available. |
I
5) PPP-LIEE Balancing Account Balance: This is the forecast revision-date balance in the |
PPP-LIEE described in Preliminary Statement Part BH, based on the latest recorded data |
available. |
I
6) PPP-RDD Balancing Account Balance: This is the forecast revision-date balance in the |
PPP-RDD described in Preliminary Statement Part Bl, based on the latest recorded data |
available. |
(N)
7) PPP-CARE Balancing Account Balance: This is the forecast revision-date balance in the
PPP-CARE, described in Preliminary Statement, Part V, based on the latest recorded data (M) (L)
available. m o
(Continued)
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GAS ACCOUNTING TERMS & DEFINITIONS

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

12. REVISION DATES: PG&E's application for the Biennial Cost Allocation Proceeding (BCAP) shall
be filed based on a schedule set forth by the CPUC. PG&E’s Procurement rate shall be updated
monthly.

a.

Core Procurement Rate Change

Per Decision 97-10-065, an advice filing to change core procurement rates will be filed
monthly. The filing will update certain forecasted procurement costs and the amortization
component of the procurement rate. PG&E will continue to provide a Weighted Average Cost
of Gas (WACOG) forecast in its BCAP for ratemaking purposes.

Per Decision 03-12-008, noncore customers switching to core service are subject to a
crossover procurement rate, as specified in Schedule G-CPX, for the first twelve (12) regular
monthly billing periods. Schedule G-CPX is filed by advice letter monthly.

Annual Gas True-up of Balancing Accounts (AGT)

Per Decision 05-06-029, an advice filing to change core and noncore transportation rates will
be filed 45 days prior to the end of each calendar year for rates effective January 1. The filing
will update the customer class charge components of transportation rates to recover all
transportation-related balancing and memorandum account balances for costs that the
Commission has authorization to be recovered in rates.

To determine the change in the customer charge components of transportation rates, PG&E
will rely on the following:

1)  The December 31 forecasted balance for each transportation balancing and
memorandum account to be updated in the AGT will be determined based on the most
recent recorded balance plus a forecast of the costs and revenues, including interest,
through December 31.

2) The customer class charge components will be calculated by dividing the forecasted
December 31 balancing account balances by the annual average adjusted BCAP
throughput.

(Continued)
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c. In-Kind Shrinkage
Pursuant to Decision 03-12-061, an in-kind shrinkage allowance will be applied to all
scheduled storage injection volumes beginning April 1, 2004. The in-kind shrinkage quantity
will be calculated by dividing the total storage-related GDU and LUAF by the forecast annual
storage-cycle quantity.
Decision 03-12-061 authorizes PG&E to update its in-kind shrinkage allowances on an annual
basis through an advice letter compliance filing. The in-kind shrinkage allowances for
backbone transmission and distribution will change annually effective November 1. The
storage in-kind shrinkage allowance will change effective April 1. The in-kind shrinkage
allowances are shown in Rule 21.
If necessary, PG&E may make separate advice letter filings to adjust in-kind shrinkage
allowances at other times of the year in order to better match the actual shrinkage experience
on PG&E’s system. The BCAP shall continue to be the proceeding in which the pipeline
shrinkage calculation methodology, and the proportion of LUAF and GDU that are to be
assigned to transmission and distribution shrinkage, is determined.
d. PPP Surcharge Rates
1) Timing and Frequency: Per Decision 04-08-010, an advice filing to change core and
noncore gas PPP surcharges will be filed by October 31 of each year to be effective
January 1 of the next year. The PPP surcharge rates will include a forecast of the
December 31 balance for each PPP balancing account, in accordance with prevailing
Commission balancing account amortization policies. The forecast will be based on the
most recent recorded balance, plus a forecast of the costs and revenues, including
interest, through December 31. The forecasted balance for the PPP-RDD account will
exclude interest until further direction from the CPUC.
PG&E may request a change in gas PPP surcharge rates during the year if failure to
make the rate change would result in a forecasted total rate increase of 10 percent or
more on January 1 of the next year. Requested rate changes will be by advice letter
filing and be filed at least 40 days prior to the beginning of the next quarter with an
effective date to be determined by the Energy Division in consultation with the California
State Board Of Equalization (BOE).
If the current year program budget for CARE subsidy costs has not been adopted by the
CPUC, PG&E will use forecasts of expected CARE subsidy costs based upon estimated
future gas prices (using a credible, published source) and CARE penetration rates to
calculate the surcharge. Amortization of balances in the applicable PPP balancing
accounts will be in accordance with CPUC-established policies for the treatment of these
funds.
2) Information due dates: By October 31, Energy Division will provide the allocation of
RDD, BOE and CPUC administrative costs, and interstate pipeline customer gas
volumes used for setting surcharge rates.
(Continued)
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13. PIPELINE DEMAND CHARGE CREDITS: When PG&E brokers interstate capacity it will receive (L)
conditional credits from interstate pipelines which represent accrued revenues to the interstate |
pipeline from other parties who have acquired PG&E’s brokered capacity. These credits may |
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Refunds: In accordance with PU Code Section 896, certain customers are exempt from |
Schedule G-PPPS, as follows: (a) all gas consumed by customer’s served under |
Schedules G-EG and G-WSL; (b) all gas consumed by Enhanced Oil Recovery facilities; |
and (c) all gas consumed by customers in which the State of California is prohibited from |
taxing under the United States Constitution or the California Constitution, consistent with |
California Energy Resources Surcharge Regulations 2315 and 2316, as described in [
Publication No. 11 issued by the California State Board of Equalization. See |
Schedule G-PPPS for a listing of these exempt customers. |
I
I
I
|
I
I
I
|
I
N

PG&E will annually review its customer accounts to determine if any refunds are
warranted. To prevent the issuance of duplicate refunds of PPP surcharge collections,
PG&E and BOE will exchange information on customer refunds and PG&E will not issue
refunds to customers that have previously received a refund from BOE.

Calculation: PPP surcharge rates are calculated in accordance with the formulas and
throughput volumes specified in Decision 04-08-010. Additionally, Decision 04-08-010
removes franchise fees and uncollectible expense amounts from PPP surcharges and

excludes PPP surcharge amounts in determining franchise payments by utilities. (

include other items such as reversed credits previously given to PG&E and late charges assessed |
per the interstate’s FERC-approved tariffs. (L)
(Continued)
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14.

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
Division of Ratepayer Advocates (DRA) and will file an annual report outlining cost savings, rewards or
penalties under the CPIM. Incentive rewards and penalties are calculated annually and, upon
Commission approval, will be recorded in the Core Sales 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. Modifications adopted in D.04-01-047 are effective for the CPIM
year starting November 1, 2002. Modifications adopted in D.07-06-013 are effective for the CPIM year
starting November 1, 2007. The CPIM will continue indefinitely until modified or terminated by the
CPUC. No costs and payouts for CPUC authorized Core Gas Hedging Plans, pursuant to D.05-10-015
(effective October 6, 2005), D.06-08-027 (effective August 24, 2006), and D.07-06-013 (effective June 7,
2007), are included in the CPIM.

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 interstate, backbone transmission system, and upstream Canadian 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 customers. 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 customers
and shareholders according to the following procedure:

a) 80 percent to customers and 20 percent to shareholders per D.07-06-013; and

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.

Customers and shareholders share equally any costs in excess of the upper limit of the tolerance band.

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 actual costs savings or
overruns, relative to the benchmark, are shared 95 percent by customers and 5 percent by shareholders.
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