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The decade was ushered in by unprecedenied
inflationary forces which impacted every aspect
of our business Nevertheless, we were able to
achieve a modest increase In Qur earnings per
share of five cents t0 $3 60 This was possible
only because of a general rate increase granted
bv the Califormia Public Utilites Commussion

[ "UC) at the beginning of 1980

The positive impact 0! this rate increase,
he aever wa diminished, first, by a decline in
glecinc saly e 1o a growing conservation ethic
and reaction 10 higher energy costs on the parn
of uur customers, and secondly, by the rapidly
rising costs of labor, r_aterials, and money.

For these reasons, PG&E s return on syock-
nclders commaon equity investment was only
11.7 percent — weill below the 141 percent return
determined 1o be fair and reasonable by the
CPUC in its rate decision a ycar ago.

To counter the inflationary forces and 10
improve our financial position, the Company filed
for, and recently receved, an interim increase in
its non-fuel-related rates for 1981 In addition,
the Company appind for a general rate increase
to tosome effective in January 1982 and hear-
ings o1 this applic =4on are about to begin

In the expectation that California regulation
will be responsive to the Company's financial
needs, and n recognition of the increased invest-
ment by our common stockholders through re-
tained earnings. the Boarc of Directors recently
increased the common stock dividend by three
cents per share quarterly effective with the Apnil 15,
1981 dividend payment The new annual dwv-
gend rate becomes $2 72 per share

Sales to Customers
Kilowatt hour sales of electricty in 1980 were
down two percent from sales in 1979, but peak
- demand was up 1.7 percent Volumes of gas

sold were down seven percent

These declines were due, in part. 1o short-term
factors of lower economic growth, a warmer-
then-rormal cold season and cooler-than-normal
warm season, and reduced agricultural
pumping loads

Cver the longer range, we forecast continuing
growth in demand through the 1980s averaging
about two percent a year for electncity and
1.3 percent for natural gas

Resource Plans

To meet this growth, the Company must « nake
plans that will accommodate an even greater
vanety of environments.. requiatory pniitical, and
financial considerations than in the past

Cnergy has become the focal point of a
nuruber of ideclogical struggles. Arguments
involve questhons of renewable versus non-
renewable energy resources. protection of scenic
resources versus achievement of energy inde-
of pricc g, greater environmental controls versus
low-cost energy production, siate policies versus
federal policies - L3t 10 name a few

Accordingty, we have laken a pragmatic
approach in proposing plans 1o regulatory au-
“norities for approval. We have proposad
plans which strike the best balance \«a can
between what we perceive 10 be sociely s desires,
on the one hand, and the econormic and engi-
neering feasibility of uroviding energy supphes
on the other.

Doing this, .Jr current longterm
resource planning calls for PG&E to continue 10
expend substantial "ums to INcrease energy
conservatcn, recognizing that saved energy is
actually a source of energy that can be
provided in many instances at less cost than can
new supphes.

Looking ¢ nead, after giving affs 1 10 energy
conservaton we foresee a need to add 6,500.000
kitowatts of generating capacity to the PG&E
area in the 1980s. We are planning to have 54
percent of thewe addticns come from so-called
“preferred” and renewab’e energy sources.
Specifically more than 1,500,000 kilowatts are
planned to come from hydroelectric power,

/. other 1,400,000 kilowatts are planned 10

come from plants powered by geothermal steam
Coygeneration, along wit” plants fueied by sold
waste and biom: 38, is being counted upon to
contribute over 500 000 kilowatts, and we plan
1o have wind-powered generation furnish 82 000
kilowatts

Tha remainir-g additions are planned 10 be
33 percent nuciear and 13 percent coal-fueled
resouirces — specifically, 2,190 000 xilowatts from
the Diablo Canyon Nuciear Power Plant, now
awaiting licensir.g. and about * 000 000 kilowatls
from out-of-state coal-fueled plants We are plan-
ning nNo new oil- or gas-fueled olants, except for
coganeration which involves the efficient joint
use uf other industrial heat processes which use
these fuels

For future gas supphes, our plans include the
development of three new sources of supply.
namely gas from the Alaska~ North Slope. igue- |
fied natural gas from South Alaska, and synthetic
gas frorr. coal Additional supplies from the
Rocky Mountain area also are planned



Capital Requirements
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Operations
Review

As PG&E moves to lessen its
dependence on petroleum fuels,
alternative energy resources are
gaining greater importence.
Successful conservation and load
management programs are per-
mitting the Company to defer large,
capital-intensive projects under an
innovative energy resource plan.
More geothermal, hydro, coal,
co-gereration, wind and nuclear
energy, together with gas from a
variety of new sources—all combine
to provide one of the most diversi-
fied eneiqQy systems anywhere.

Earnings Pet Share
and Dividends Declared
DoHeee

Finance

Operating revenues
for 1980 increased 20
percent over 1979,
while operating ex-
penses rose 22 per-
cent over the prior
year

These increases
in revenues and ex-
penses reflect higher
rates charged cus-
tomers and higher
costs to the Company
for natural gas, fuel
oil and virtually all
other costs of ¢oing
business

Net income for the
year came to $525
million, an increase
of $67 million over
1979 After preferred
dividend requirements
of $109 million, $416
million was available
for common stock
holders, equivalent
to $3.60 per share
This was an increase
of five cents over the
$3.55 per share of a
year ago

The Company s
financing program
during 1980 totaled
$867 million and was
the largest and most
expensive in PG&E's
history Details of this
program, plus further
description of 198
operating revenues
operating expenses
and net income
are included in our
Management Dis
cussior on Pages
25 through 27

Revenues
and Rates

Operating revenues
were $5.26 billiorn in
1980, up approxi-
mately $300 millior
from the $4 .36 billion
recorded in 1979
The increase was due
entirely to the effect
of higher rates, since
lesser volumes of gas
and electricity were
sold in 1980

The higher rates
resulted from th.g net
effect of eight rate
increases and one
rate decrease ordered
by the California
Public Utilities Com-
mission 2 arious
times during 1980

Most of these rate
adjustments were
offsets” designed to
pass along to custom-
ers dollar-for-dollar
the costs incurred by
the Company for the
purchase cf \uel oil
natural gas, and elec-
tric power produced
by others

These so-called
fuel-relatud costs
comprise the largest
single category of
expense in the Com-
pany's operations
and required 63 per-
cent of all revenue
collected from our
customers in 1980

The net additional
revenues realized
from the “oftse’ type
adjustments during
1980 amounted to
approximately $770
million

A general rate
inorease authorized
in the amount of

$201 million to cover
higher non-fuel-reiated
costs, su._n as those
for labor, materials,
and return on
invested capital,
contributed only
about $130 million
when combined with
reduced electric sales

The general rate
increase was in-
tended to give the
Company an oppor-
tunitytoearn a
return of 13.6 percent
on common stock
aquity investment
over the two year
period, 1980-1981
However, inflation-
induced cost in-
creases, and lower
than anticipated sales
rendered the general
rate increase iotally
inadequate to permit
realization of the
anned-for 13.6
percent return

Accordingly, the
Company applied for
an interim general
rate increase in 1981
This was granted by
the CPUC in February
1981 in the amount
of approximately
$155 million

For 1982, PG&E
has requested a gen-
eral rate increase of
approxim ately $1.3
billion. This case is
designed o improve
the Company's cash
flow and requests a
17 percent return on
commor: equity
Hearings will com-
mence in March and
a decision is expected
by year-end



A View From PGA&E is the world's leader in de veloping geothermal energy.
The Divisions Richard A. Draeger, Manager, North Bay Division (San Rafael)

The unusual diversity
of the PG&E service
area has opened the
way for the Company
to employ a variety
of 2nergy sout .es,
including geothermal
steam.

The Geysers is the
nation's first commer-
cial geothermal power
plant. Its 15 generat-
ing units make it the
worid's largest.

Here atop a cooling
tower, is Division Man-
ager Dick Draeger. His
staff oversees the pro-
duction of more than
900,000 kilowatts of
electricity — more than
five percent of the
PG&E area’s generat-
ing capacity.

Whe:: expanded to
almost two million
kilowatts by 1990, the
project will produce as
much electricity as the
burning of about 20
million barrels of oil
a year in conventional
steam-powered gen-
erating plants,

Electric ind save our cu the world's largest & LR ‘
Operations tomers hundreds of jeothermal plant. TITRENNANS |

Nucle ar each year in lower w planne
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Weatherization training center teaches people conservation skills.
C. Robert Martin, Manager, Stockton Division

The Company, in an
unusual business-local
government joint
venture, is helping low-
income, elderly and
disabled persons to
conserve energy and to
reduce the strain on
limited budgets caused
by today's energy
prices.

Heve, at PG&E's
training center in
Stockton, persons em-
ployed iocally under
the federal Comprehen-
sive Employment and
Training Act (CETA) are
trained to install attic
and other insulation,
perform weather-
stripping and make
minor household
repairs.

This center in Divi-
sion Manager Bob
Martin's division turned
out 648 trainees during
1980 and class reser-
vations were booked
well into 1981

New classes, includ-
ing a solar training
program, are being
offered, also, to PG&E
employees, other
utilities, private con-
tractors and govern-
meni agencies



Looking ahead, the
Company is laying the
groundwork to
strengthen its intercon-
nections with the
hydroelectric capacity
in the Pacific North-
west, as well as with
Nevada, Utah and
Idaho, and southward
to Southern California
and Arizona.

Strong links with
other utilities increase
system reliability, help
to meet summer peaks
and permit cost-saving
exchanges of energy
that further reduce
PG&E’'s dependence on
foreign oil.

At right, Lou Kirke-
gaard follows a path
through his division
where the 500,000-volt
Pacific Northwest-
Scuthwest Intertie links

he great hydroelectric
lants of the Columbia
iver Basin with the
arge thermal generat-
;ng facilities of
alifornia.

Strong interconnections with other utilities aid system reliability.
J. Lewis Kirkegaard, Manager, Colgate Division (Marysville)

Proected 1990 Eiectric
Hesouroe Mix




Oil field cogeneration: electric generation combined with enhanced oil recovery.
Grant N. Radford, Manager, San Josquin Division (Fresno)

Cogeneration/
Wind

in California, oiimen
pump steam into oil
wells to recover the al-
most tar-like petroleum
common to the state.

While this expensive
technique is not new,
coupling it with an
electric generating
source is.

On sites like this,
visited by D« 'ison Man-
ager Grant Radford, 11
turbine-generators
powered by natural gas
or residual fuel oil
will produce power for
PG&E. Hot turbine
exhaust will generate
steam for injection
into the oil producers’
wells,

Yhis PG&E division,
covering most of the
200-mile-long San
Joaquin Valley, serves
much of the state’s rich
sgricultural area.

Its 17,000 square
mile electric service
area makes it geo-
graphically larger than
most U.S. energy
utilities.



Energy conservation
and community spirit
are at the neartof a
two-year electricity
management program
sponsored by PG&E in
Davis, Merced and
Chico.

Each community
competed to reduce
summer peak electric
use and win Company
awards of energy con-
servation goods and
services for use in
~ivic projects.

Reductions during
the summer of 1980
ranged from 13 to 22
percent.

Shown at right,
Division Manager Bob
Mullikin co-hosts a
park full of young
peopie, senior citizens,
and other residents of
the greater Chico area,
all of whom joined
in this unique pilot
program to increase
energy cornservation,

More than ever, sponsoring community programs is a PG&E hallmark.
Robert D. Mullikin, Manager, De Sabla Division (Chico)

Coal/Combined
Cycle

16 (1 [ (8] (

Solar Cell
Test Program



Nuclear fusion —one of m.any areas of research where PG&E is active.
George F. Clifton, Jr., Manager, East Bay Division (Oakland)

10

Power Sharing

Limitiess energy on
earth using isotopes of
hydrogen — that's the
potential seen by
proponents of nuclear
fusion.

Fusion has been
called the most difficult
scientific-technological
project ever under-
taken by mankind.
Nevertheless, govern-
ment and industry -
including individuai
utilities such as
PG&E — are making
progress in research.

Division Manager
George Clifton talks
to PG&E Engineer A.C.
“Chip"” Smith, who
has been assigned
by the Company to a
magnetic fusion experi-
ment at the Lawrence
Livermore Laboratory.

Based on power
sales, revenues and
number of customers
served, the East Bay
Division —scene of
busy port, rail, mill and
oll refining activity —
would rank among the
top 50 electric utilities
inthe U.S. ifit werea
separate company.




Efforts to reduce the Hydro powe~, gold mining expansion underway in California.
use of expensive oli Robert E. Metzker, Manager, Drum Division (Auburn)

and naturai gas to
generate electricity
include plans by this
and several other PG&E
divisions to build and
operate small hydro-
electric power plants,
or to buy power from
similar units owned

by others,

The Company’s ser-
vice area v '30 contains
the largest remaining
gold deposits in the
United States, accord-
ing to the U.S. Bureau
of Mines.

As gold prices in-
creased, many old
mines were reopenad
nnd a new California
gold rush was under
way. One of the areas
attracting a new breed
of prospectors and
increased mining
activity is near Nevada
City. Here Division
Manager Bob Metzker,
vi its the local mint
where gold nuggets
are being weighed.
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Another new PG&E energy source — gas from garbage in sanitary landfills.
Vernon H. Lind, Manager, San Jose Division

Methane gas tapped
from a sanitary landfill
in Mountain View,
south of San Francisco,
is now being mixed with
traditional gas in the
Company's pipelines.
It's a useful supple-
ment to the average of
2.1 billion cubic feet of
natural cas aday
presently supplied to
PG&E customers.

Now in its third year,
the project being in-
spected here by Division
Manager Vern Lind is
proving the commercial
feasibility of this aiter-
nate energy source.

Additional welis at
this site and at 13 other
Bay Area sanitary
landfills could provide
a combined methane
gas output equivalent
to about 12 million
cubic feet a day of
natural gas, enough to
serve about 58,000
average homes,

The San Jose Divi-
sion —center of
booming aerospace
and electronic indus-
tries —would rank 37th
among the top 100 U.S.
electric utilities based
on the number of cus-
tomers served.

Rocky Mountain
Gas

12

California Gas



Growers and cattie-
men generate $S14
billion a year in new
wealth and create one
out of every four jobs
in California.

A major share of
the state’s crop produc-
tion comes from nine
million acres where,
each year, water pumps
consume five bilhon
kilowatt hours of elec-
tricity to irrigate
the land.

Since 1923, Company
agricultural specialists
and pump testers have
helped farmers use
energy more efficiently.

Today, there's a new
dime: ‘ion to this utility-
customer partnership.
Here, Division Manager
Floyd Marks explains
innovative programs
to help agribusiness cut
energy costs by con-
serving and by taking
advantage of lower
rates charged for use
during off-peak hours.

Specially designed conservation programs help California agribusiness.

Floyd C. Marks, Manager, Coast Valleys Division (Salinas)

13



Birthplace and headquarters of PG&E is the City of San Francisco. Spanning one of the
J. Art Fairchild, Manager, San Francisco Division world's great harbors,

the eight-mile Bay
Bridge links San Fran-
cisco with more than
20 cities along the
eastern shore that con-
tribute vitality to this
unique metropolis.

But bridge and dis-
tant skyline, shown
here from mid-bay
Yerba Buena Island,
can only hint at the
matchliess physical
setting, mix of cultures
and bustling com-
mercilal activity of
this PGAE division
headed by Manager
Art Fairchild.

While high-rise
towers speak of San
Francisco as the finan-
cial centear of the west
and gateway te the
Pacific Basin, other
attractions — the
delights of Nob Hill,
cool summer fog, cable
cars, hotels preserving
past splendors, shops
and restaurants of
every kind - all have
made the ciky a magnet
for tourists from
everywhere.

it was here that gas
and electricity first
came o California
soon after the 49ers.

14
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As the cost of new
electric generating
facilities soars,
modernizing and up-
grading existing power
plants often makes
economic sense

Typical is the 70-year-
old Inskip hydro-
electric powerhouse,
now reconstructed to
generate as much as
25 percent more
electric power from the
same water facilities.

Inskip is but one of
three picturesque,
stone powerhouses
built between 1807 and
1910. Improvements
to our Battie Creek
hydro system added
7,600 more kilowatts
in this Northern
California division
managed by Jack
La Rue.

And elsewhere
throughout PG&E more
hydro is on the way,
ranging from a huge
pumped storage
project to small plants
located wherever
itis feasible to capture
the force of falling
water.

Modernizing older hydroelectric plants can add 25 percent more capacity.
R. J. La Rue Jr.,, Manager, Shasta Division (Red Biuff)
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California waters yie!d more than a billion pounds of fish each year.
Roy C. Atkins, Manager, Humboldt Division (Eureka)

Methane

Commercial and sport
fishing, tourism and
magnificent redwoods
- famed for their
towering majesty and
for their yield of highiy
prized lumber and
wood products —~
combine to fuel the
economy of California's
north coast.

Much of the state’s
energy-dependent
fishing industry pros-
pers in close relation-
ship with the Company.
He: 2, Division Manager
Roy Atkins observes
newly caught salmon
about to be processed
in Eurcka,

There, 2 number of
Company-sponsored
conservation programs
help canners use gas
and electricity more
efficiently.

Nearby lumber mills,
consuming vast
amounts of steam and
electricity, more
and more team with
PGE&E in cogeneration
projccts using
biomass fuel.




In a service territory
as varied a: Northern
and Central & lifornia,
itis not surprising that
Manager Stan Howatt
is involved in the
expansion of a port
located on a deepwater
ship channel 80 miles
inland from San
Francisco.

Here at the Port of
Sacramento, 2 new $10
mililon bond issue will
finance additional
cargo and storage
facilities to handle
exports of rice, wheat,
logs, wood chips and
fertilizers worldwide.
Such facilities, of
course, will require
additional dependable
energy from PG&E.

Division managers
prize the Company’s
ability to provide on
schedule ne s/ energy
service to industrial,
commercial, agricul-
tural, and residential
customers.

Inland port development goes on deep in the heart of our service area.
Stanley E. Howatt, Manager, Sacramento Division
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Pacihic Gas and Electric Company

CONSOLIDATED COMPARATIVE STATISTICS

For the Years Ended Decenber 31 1980 197g 1978
Per Common Share
Earnings § 360 $ 355 $ 318
Dandends Declared $ 260 $ 238 $ 2186
Dwadend Payout Rano 122% 67 1% 67 8%
Book Value (end of year $30.09 $29 83 $2669
Market Price — High 24% 25% 24%
Market Price — Low 19% 21% 2%
Market "nce — Close 20% 23 22%
Corstruction Expenditures .-~
Eiectric Departrment $ 973785 $ 943511 $718572 $599 12
Gas Depanment 247973 205,397 140541
Total $1,221.758 $1.149 308 $859.113 $7
Electric Statistics
et Systerr Output (Miions of KW 69,962 70.339 67 569
Net Systern Output — Percent
Hydroelectnc Plants 15.0% 16 8% 19 9%
Tnermal Eiectric Plants 50.5 59 1 495
Other Producers 305 24 1 306
Total 100.0% 100 0% 100.0%
System Capacity — KW (at annua peak
Sydroelectnc Plants (agverse condtions 2.354 800G 2.360 000 2.350.900 2
Thermal Electnc Plants 8,754 000 8612000 B.294 000 8
Other Producers (adverse condsons 3,971,000 4112900 2.791.100 3
Tota 15.079.600 15.084 900 13.436.000 13
Net Systern Feak Demand — KW 13.440 400 13.215.200 12.970.600 12
Average Annual Residential Consumption — KWH 6,535 6811 6.553
Totzl Customers rend of year 3,447,739 3 365,950 3.270.302 3
Customers Per Mie of Dsstribution Line 391 386 385
Gas Statistics
Gas Purchased for U S Operations  Thousands of MCF 779.°80 841764 709578
Source: of Gas Purchased - Percent
From Calfornia (Casoma Praducerns 16.0% 16 9% 16 5%
From Other States (at Caslorma-Anzona Border 436 389 349
From Canada (@ U S -Caraga Boroer 404 46 £ 486
Tota 100.0% 100 0% 100 0%
Average Cost ot Gas Purchased — MCF
S Dpseerate ns
From Californa@ (Casorrua Prosucers 215.9¢ 17368 158 4¢
From Gther States (ar CaWorna Anzona Border 2300 1791 1351
“rom Canada ia U S Caraoa Borger 4347 2608 2222
Average 310.4¢ 216 0¢ 181 4¢
Peak Day Sendout - MCF 3275016 3,598 281 3243552 3
Average Annual Resgental Consumpbon — MCF 8186 90 4 869
Total Customers (end o year 2858129 2805471 738767 2674 8
Customers Per Mile of Distribution Main 87.0 a7 2 897 4 97
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63.078

22.7%
439
334
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2.396.900
8,053,000
3.766.100

14,216,000
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6.462
3,006,518
37.2

876,721

15.9%
407
434

100.0%

56.7¢
727
1235
g2.2¢
3,352 881
111.1
2565216

964

O TN e R o
$ 324 $ 321 $ 3.01 $ 275
$ 188 $ 178 $ 172 ¢ 164
58.0% 55.4% 57.2% 59.7%
$28. 14 $27.78 $26.35 $24 91
4% 32% 33% 36%
17 21% 26% 28%
RREIRY . ICRNTRCT. | T TEORAAEA: . .
$536,931 $465.422 $458 817 $379.198
124857 113377 92076 84444
: { $661,788 $578.799 = $550 899_»1_%“_»_?463 642
60,932 60,572 59124 54 665
25.6% 21.5% 19.8% 25 6%
38.1 534 5§27 46 5
Tyfwi B __3_6_ 3__ T (RO _gS 1__ e _27 5 R 27 9
100.0% 100.0% 100. 0% 100 0%
2,396,900 2,384 800 2.369.800 2,364 900
7.947 000 7.841.000 7,062,000 6.956.000
2948700 2554700 2,609,900 2438700
13.292.600 12,780,500 12 041,700 1 1 759 600
11,648,800 10,867 800 10,469 800 9.713.000
6,260 6.417 6.213 6.048
2,936,106 2.854 585 2767978 2675942
U eeR o ses  8eR 34
888,193 997 912 1.031,355 1.017.045
16.5% 23.3% 23.1% 24 5%
432 379 397 40.7
403 388 - 372 348
1000% 1000% 1000% 100 0%
427¢ 37.0¢ 337¢ 317¢
558 430 394 375
56.3 3567 288 255
534¢ 38 8¢ 34.1¢ 35.7¢
3020215 3423896 3918844 3,798 462
104 5 1134 1187 121.7
2.503.203 2,443 889 2,383,609 2.317 686
96 1v 959 956 a5 0

1970

$ 247
$ 150
60.9%
$2366
35
22%
34%

$330.559
106,845

$437 404

51,277

26.9%
486
24.5

100 0%

2,364,900
6.942 400
2,098,000

11 405 300
8.807.700
5697
2597 314
348

959,669

25.0%
433
<2 i 4

100.0%

302¢

339

238
29.7¢
3633341
1077
2,258,285
941



Pacdic Gas and Electric Company

CONSOLIDATED REVENUES AND SALES

For the Years Ended December 31
Electric Department

Revenues
Resdential
Commercial
Industnal (1000 K demand or over
Agricultural Power
Public Street and Highway Lighting
Other Electric Utiiities
Miscelianeous
Other
Regulatory Balancing Account Changes

Total

Sales - KWH
Residential
Commercial
Industnal (1000 Kw demand or over
Agnicultural Power
Pubhc Street and Highway Lighting
Other Electrnic Utilihes

Total Sales 1o Customers

Gas Department

Revenues
Hesidential
Cornmercial
industnal
Other Gas IUtilities
Miscelianeous
Regulatory Balancing Account Changes
Subsidary Cormpanies

JS and Canada
Total

Sales - MCF
Residential
Commercial
Industnat
Other Gas Utilities

Total Saies to Customers
Company Use (electric generation
By Subsidiary Companies (in U S

Total

24

1980

§ 998,130
1,067,197
699,074
212,770
38.225
71,926
58,568
5,336
(223,385)

§ 2927841

19,329,190
18,283,154
14,801,260
3,540,022
431,564
1,906,465

58,291 655

§ 799307
626611
708,259
148,074

(6.560)
(133,807)
189174

§ 2,331,058

216,184
146,827
161,060

34821

558,892
202 %964
153

762,009

in Thousands
1976

$ 693368
752,359
461653
142,727

30 491
67.740
50,111
4115
2h1,281

$ 2463845

19.605 541
17.891.820
15,253,371
3.715.026

455 445
2.807,249

59.728 452

555.017
406,497
499 242
85 867
7.128
176,354
170,519

900624

o

L]
=

234 295
143.707
186.165
36,013

600,180
216.062

130
B16.372

1978

$ 720112
852 265
531593
149 986

34179
69 855
43584
3814
(306.455)

 § 2096933

18314 721
17,166,973
14,815,289
3120644

485725
2.232 563

56,135.915

$§ 432865
346,229
340 546

18.384
4315
183,960
136,141

$ 1472440

220,076
144 162
138975

9926

513,139
125636
120

638,895




Pacific Gas and Electric Company

MANAGEMENT’'S DISCUSSION AND ANALYSIS OF
CONSOLIDATED FINANCIAL CONDITION AND RESULTS OF OPERATION

The following table displays data which is disc ussed under the captions in the text below

Ir Thousands

(except percentage and per share informalion)

Selected Financial
Information
1980 1979
Results of Operations:
Rate of Return
Earned 8.6% 8 5%
Authorized 10.3% 9.5%
Return on Equity
Earned 11.7% 11.5%
Authorized 141% 12 8%
Earnings Per Common Share $3.60 $3.55
Dividends Declared
Per Common Share $§2.60 $2.38
Operaling Revenues § 5,254,899 § 4364 469
Operating Income $ 573147 $ 515903
Net Income $ 524770 $ 458234
Liquidity:

§ 1,221,758

Construction Expenditures
Ratio of Construction Work in

§ 1,149,308

Progress to Net Utility Piant 33.9% 31.2%
Net Shart-term Borrowings § 671313 § 57477
Met Short-term Borrow'ngs as a

Percent of Ti.tal Cagitalization 7.3% 6 9%

Capital Resources:
Total Assels at Year End $11,295,203 $10,310.763
Capitalization at Year End
Common Stock Equity $ 3,726,870 405% 3 3389256
Preferred Stock Without Mandalory
Redermption Provision 1,227,451 134 1,102,451
Preferrad Stock With Mand=tnry
Redemption Provision 150000 16 150 000

Long-term Debt 4087080 445 3,687 562

Total Capttalization § 9191401 100% § 8309264
Depreciation Expense § 280,710 $ 250864
Financing — Net Proceeds

Long-term Debt § 497834 $ 372404

Praterred Stock 132,306 149 383

Lommon Stock 230,746 276.564

Total Financing $ Bu_ci6 $ 798351
Resuits nf Operation

In recent years the Company has fallen far short of earning
its allowed rate of return principally because of inflation's
tremendous impact on the Company. It incicased the cost
of extending service to new customers and the cost of
providing that service. Some of the effects of inflation have
been lessened by actions of the Calitornia Public Utilitic 3
Commission (CPUC) in their adoption of energy related
balancing accounts. forward looking test years, more
timely action on general rate increases and Increases in
allowed rates of return

1978 1977 1976

8.1% 83% 7.8%

9.5% 9.2% 9.2%

10.9% 10.6% 10.1%

12 8% 12 8% 12.8%
$318 $3.14 $2 89

$2 16 $2.00 $1.88
$3.569,373 $3.629.530 $3.048.546
$§ 468.088 $ 459432 $ 421407
$ 400451 $ 365677 $ 301,465
$ 859113 $ 721324 $ 650262
27 3% 24 6% 21.9%

$ 69141 § 121724 $ 282506
09% 1.7% 4.3%

$8,665,160 $8.216.285 $7.627.834

40 7% $2995433 396% $2825650 395% $2490.367 37 6%
132 1.102451 46 Q77451 137 877 451 132
44 3 3457632 458 331680 468 3.264.427 492
100% $7.555516 100% $7.154781 100% $6,632239 100%
$ 230617 § 218,209 $ 208660
$ 249567 $ 198,393 $ 172804
132,429 106,223 105,894
58,758 225638 187,770
$ 440.754 530 254 $ 466 468

A series of balancing accounts have been established
with a view to insuring ultimate recovery of major changes
in fuel costs as well as reducing the exposure of the
Company's earnings to fluctuations in gas sales. The first
balancing account was the Energy Cost Adjustment Clause
(ECAC), adopted April 1976, which permits the recevery of
the cost of fuei used for electric generation and purchases
of electricity from other producers. As part of this procedure,
any difference between actual energy costs and actual
ECAC revenues is accumulated in a balancing account



This armount, with interest, is recovered from or refunded
to customers through periodic rate adjustments. The
allowed interest rate on balancing accounts has, since
January 1, 1980, been the current commercial paper rate.
Prior to that date recovery was limited to a fixed 7% rate.

Similar balancing accounts have since been established
to permit recovery of the cost of gas and to permit recovery
of the impact of gas sales fluctuations. The overall impact on
the Company is that earnings are not affected by variations
in those costs and revenues which are subject to balancing
account procedures provided they are ultimately authorized
to be recovered by the CPUC

A plan was adopted by the CPUC in 1977 to reduce
regulatory lag by processing general rate cases (which
address all costs other than those handled through bal-

Year Ended December 31
Electric Revenues
Rate Changes
General $ 882
Energy 891.5
Sales Volume and Other Changes (31.0)
Balancing Account Increases
Balancing Account Decreases (4@4.7)
Net Increase $ 4640
Gas Revenues
Rate Changes
General $ 680
Gas Purchased 767.9
Sales Voiume and Other Changes (95.3)
Balancing Account Increases
Balancing Account Decreases (3102)
Net Increase $ 4304
[ ) Denotes decrease

The operation of the balancing accounts enables the
Company to recover all fuel related costs as well as reduc-
fions in gas usage. However, the 1980 actual costs of labor
and materiais and financing costs such as interest and
preferred stock dividends far exceeded the estimated allow-
ance for such costs in the 1980 general rate case. To correct
this deficiency the Company filed in 1980 for interim rate

ancing accounts) within twelve months of the filing of an
application. This plan ic designed to allow major energy
utilities in California the opportunity to receive general rate
relief every other year at the beginning of a future test year.
The combined effect of these changes in regulation in
California has been to insulate the Company’s operating
income and net income to an increasing extent from changes
in the cost of electric energy. the cost of gas sold, and gas
usage and from delays in general rate proceedings. The follow-
ing table shows the major categories of changes in revenues
from the preceding year Rate ¢! ianges include rate increases
which occurred during the year at various times. The decline
in volumes resulted pni cipally from conservation due to
PG&E sponsored awareness programs, CPUC mandated
programs, price increases, and lower economic growth.

e e ——
i ARROMES .. o AT, ..

$ 42 $ 670 $ 887 $ 1468
(354 4) 218 630.7 623
147 4 (286) 539 792
569 7 249.1
SRRSO .. . MO, . .| AL
aoes  Neadn SEAE. W
$ 100.2 $ 228 § 288 § 497
1830 54 6 138 6 166 9
156.6 (92.8) (66.5) (1)
2134 356

L R o) SRR
B e NI b - L SR, A

relief and received an increase of $155.000,000 in
February 1981 This increase reduces by that amount the
size of the previously filed general rate increase of
%$1,455,000.000 to become effective in 1982. This rate case
is designed to substantially imprcve cash flow. If the CPUC
decisior: is iesponsive, it should arrest the trend of the
declining internal generation of funds.
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CONSOLIDATED STATEMENTS OF INCOME

Operating Revenues

Total Operating Revenues

Operzting Expenses

Total Operating Expenses
Operating Income

Other Incom» and Income Deductions

Tota! Other Income and income Deductions
income Before Interest Charges

Iintarest Charges

Yotal Interest Charges
Net Income
Earnings Available for Common
Average Lommon Shares Outstanding

Earnings Per Common Share

Dividends Declared Per Common Share

1980

§2,927 841
2,331,068

5,258,899

1,465,680
1,833.831
105,594
122,720
150,282
275,714
63,426

4,017,247
157,262
280,710

13,213
123,698
93,622

4,685,752
573,147

202,873

96,442
(4,991)

41,422

335,746
£)8,893

322,344
112,609
(50,830)

384,123

524,770
109,169

415,601
115,600
$3.60
$2.60




Pacific Gas and Electric Company

CONSOLIDATED BALANCE SHEETS

Decerriber 31

Assets
Ulllm Plant o orginalcost
Electric
Gas
Construction Work in Progress
Total Utility Plant
Accumulated Depreciation
Utility Plant et
Gas Exploration Costs
Advances to Gas Producers
investment in LNG Partnerships
Investment in Alaska Natural Gas Transportation System
Investment in Alberta Natural Gas Company Ltd
Other Investments
Current Assets
(:d“'-"
Short-term Investments (at cost which approximates marke!
Accounts Heceivable
Customers
ther
Total Accounts Receivable
Less Allowance for Uncollectible Accounts
Accounts Receivable — Net
Regulatory Balancing Accounts — Receivable
INvartoOres {ar averags
Fuel Ol
Gas Stored Underground
Matenals and Supphes
Iotal Inventories
Federal Income Tax Refund
Prapayments
Yotal Current Assets
Deferred Charges

Unamortized Bond Expense
Other — Net

Total Deferred Charges
Total Assets
The a NDANYVING NOtes t nsolidated inancial staternents are an integral part of thase statements

in Thousands

1980

§ 6,804,267
2,219,386
3,078,485

12,102,138
3,031,467

9,070,671
132,004
144,190
145559

33,383
21,409
2,277

1,715
66,242

489 885
79,985

569,070
5872

563,198
325,360

453,885
202 887
96,902

753,674

12,022
1,722,211

4,929
18,480

23,409
$11,295,203

1979

$ 6346657
2112778
2565813

11,026,248
2,793,716

8,231,632
83,106
103,493
117.459
23718
18,652
4522

2888
120,856

207 317
166, 552
71.188
445 057
76.000
15544

1,686,346

6218
35817
42035

$10.310.763

(R ek




December 31

Capitalization and Liabilities
Caplitalization

Common Stock (shares outsianding at December 31, 1980 and
December 31, 1979 were 123.849 412 and 113,627,542, respeclively)

Additional Paid-in Capital
Reinvested Eainings

Common Stock Equity

Preferred Stock Without Mandatory Redemption Provic.on
Preferred Ztock With Mandatory Redemption Provision

Long-term [ i

Tota! Capitaiization

Current Liabilities

Short-term Borrowings

Accounts Payable — trade creditors
Accounts Payable — other
Accrued Taxes

Interest Payable

Dividends Payable

Customer Deposits

Long-terrn Debt — current portion
Refunds Due Custormers

Other

Total Current Liabilities

Deferred Credits

Customer Acjvances for Construction
Deferred Investment Tax Credits

Deferrad Income Taxes of Subsidiaries
Deferred Income Taxes on Defense Facilities
Unamortized Gain ori Reacquired Debt
Other

Tota! Deferred Credits

Mirority Interest in Subsidiary Companies
Commitments and Contingencies (Note 7)
Total Capitalizaticn and Liabilities

In Thousands

1980

§ 1,238,494
931,526

1,556,850

3,726,870
1,227 451

150,000
4,087,080

9,191,401

737,555
452,711
59,240
244,835
29,520
76,448
15,568
10,364
25,889
62,391

1,714,921

90,667
36,187
49,007
25,703
88,743
36.476

326,783

62,008

§11,295,203

1979

$ 1,136,275
812.802
1,440,179

3,389,256
1,102,451

150,000
3,687 562

8,329,269

695,631
371679
68,530
221,563
25,270
69,273
14,827
52,015
71,939
45316

1,636,043

84189
76,201
28914
28 647
58,366
27784

304,131

41,320

$10.310,763



Pacific Gas and Electric Compary

CONSOLIDATED STATEMENTS OF FUNDS
USED FOR CONSTRUCTION

For the Years Ended December 31

Funds Internally Generated
Net Income
Nonfund ltems in Net Incorme
Depreciation (including charges to other accounts
Allowance for Equity Funds Used During Construction
Other — Net

Funds from Operations
Regulatory Balancing Accounts
Dividends on Preferred and Common Stock

Funds Internally Generated

Funds From Financing
Common Stock Sold
Common Stock Sold by Subsidiary Company
Preterred Stock Sold
Long-term Debt Sold

Funds From Financing
Tote! Funds

Other Sources (Uses) of Funds
Long-term Debt Matured
Long-term Debt Purchased for Sinking Fund (at cost
Fusl Oil Inventory
Gas Stored Underground
Net Short-term Borrowings
Accounts Receivabie
Other Changes in Working Capital
Other — Net

Total Other Sources

Total Funds Used for Construction
Allowance for Equity Funds Used During Construction

Total Construction Expenditures

*Changead! oiorm 10 the 1980 tormat

The ] HMIPANYINTg n tes !

1880

§ 524770

284,634
(202,873)
8,354

614 885
296,782
(4n8,099)

503,568

209,296

27,450
132,306
497 834

866,886
1,370,454

(51,482)
(51,997)
(246,568)
(36,335)
96,538
(159,339)
91,935
5679

(351,569)

1,018,885
202,873

§1,221,758

insolidated financial statements are an integral part of these statemants

In Thousands
1979*

$ 458234

254 068
(169,669)

23,570
576,203
(623.602)
(340.358)

(287,757)

276 564

149 383
372 404

798 351
510,594

(100.628)
(43 680)
(52.812)

(4.462)
506 634
31,869
115,399
27,825

479,045
989,638
159,669

§1,149,308

1978*

$40C 451

234 049
(125,625)
3511

512,386
122,256
(296.856)

337,786

58,758

132,429
249 567
440,754
778,540

(74117)
(35.108)
94 556
(53.384)
(46,192)
(54,878)
112.844
11,227

(45,062)

733,488
125,625

$859,113




Pacific Ges and Electric Company

CONSOLIDATED STATEMENTS OF COMMON STOCK EQUITY
AND PREFERRED STOCK

For the Years Ended
December 31, 1980
1979, and 1978

Balance
January 1, 1978
Net Income - for year
Preterred Stock Sold
(5,000.000 Shares)
Common Stock Sold
(2489 160 Shares)
Cash Dividends Declared
Preferred Stock
Common Stock

Common
Stock

$ 983901

24 892

Balance
December 31,1978
Net Income — for vear
Preferred Stock Sold
(1,500,000 Shares)
Common Stock Sold
(12,748,253 Shares)
Cash Dividends Declared
Preferred Stock
Common Stock

1,008,793

127,482

Balance
December 31,1979
Net Income — for year
Preferred Stock Sold
(5,000,000 Shares)
Common Stock Sold
(10.221,870 Shares)
Cash Divigends Declared
Preferred Stock
Common Stock
Increase from Capital
Transaction of
Subsidiary Company

1,136,275

102,219

Balance,

December 31,180 §1,238,494

The ac

Additional
Paid-in Capital

$623 042

7.429

33,866

664 337

(617)

149,082

812,802

7,306

107,077

4,341

§931,526

In Thousands

Reinvested Cormmon Stock

Earnings

$1.218,708
400 451

(81,196)
(215,660)

1,322,303
458,234

(90.041)
(250,317)

1,440,179
524,770

(106,502)
(301,597)

$1,556,850

Equity

$2.825 651
400,451

7,429
58,758

(81,196)
(215.660)

2,995 433
458 234

(617)
276,564

(90.041)
(250,317)

3,389,256
524,770

7,306
209,296
(106,502)
(301,597)

‘03‘1

$3,726,870

ompanying rotes 1o consolidaied inancial statements are an in'egral part ol these stalements

Prelerred Stock
With Mandatory
Hedemption Provision

Preferred Stock
V/ithout Mandatory
Redemption Provision

$ 977451 $

125.000
1,102,451
150,000
1,102,451 150,000
125,000
$1,227.451 $150,000



Pacific Gas and Electric Company

NOTES TO CONSOLIDATED FINANCIAL ETATEMENTS

For the Years Ended December 31, 1980, 1979 and 1978

Note 1
Summary of Significant Accounting Policies

Accounting Records

Tne accounting records of Pacific Gas and Electric
Company (PG&E) 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 Commission (CPUC)

Principles of Consolidation
The consolidated financial statements include the
accounts of PG&E and its whoily owned and majority owned
subsidianies for all periods presented. In consolidation all
significant intarcompany transactions and wccounts have
been eliminated

PG&E's major subsidiaries are Pacific Gas Traiismission
Company (PGT), which transports and sells natural gas
outside California, Alberta and Southern Gas Co. Ltd. (A&S),
whose principal functions are the acquisition of gas in
Canada and arranging for its transportation to the U.S
border, and Natural Gas Corporation of California (NGC),
which ie a natural gas exploration and producing company.
Cubsidiaries of PG&E engaged in projects that are still in
the development stages include four subsidiaries formed to
engage in the delivery of liquified natural gas by ship to
California; Eureka Energy Company, prima ly a coal-
owning and producing company. and C~.» ;ka Energy
Company. a member of the partnership 1. construct the
Alaskan portion of the Alaska Natural C.as Transportation
Syatem for the transportation of nah ., al gas from Alaska to
the coninental United States. The investment in Alberta
Natural Gas Company Ltd (a 45% owned subsidiary of
Pacific Gas Transmission Company), whose principal
function is to transport gas for A&S to the Canadian-U.S
border is accounted for in accordance with the equity
method of accounting

The financial statemenits of Alberta and Southern Gas Co
Ltd. and the equity in Alberta Natural Gas Company Ltd
are translated from Canadian dollars into United States
dollars in accordance with pronouncements of the Financial
Accounting Standards Board

Revenues

Revenues consist of billings to customers and changes

in balancing accounts. Billings to customers are included in

revenues as meters are read on a cycie basis throughout

each month. in accordance with orders of the CPUC, the

Company has established balancing accounts for electric

energy costs, gas costs and gas sales. Operating revenues

include changes in these balancing accounts These
hanges represent amounts authorized by the CPUC to be

racovered from or refunded to customers. The effect

of using these balancing ascounts is that changes in costs

to the Company of electric energy and gas. and fluctuations

in gas sales do not affect the Company's earnings.

Utility Plant

The cost of additions to utility plant and replacements

of redrement units of property is capitalized. Cost includes
labor. material and similar items and indirect charges

for such items as engineering, supervision and transpaortation.
Cost also includes allowance for funds used during con-
struction, at rates calculated in conformity with FERC regu-
lations, for the imputed cost of equity investrment and a net
after-tax amount for borrowed tunds. The equity component
of allowance for funds used during construction is included
in other income and the borrowed funds component net

of federal and state income txes, is recorded as a reduction
of interest charge~ Costs of depreciable units of plant
retired are =liminated from utility plant accounts and such
costs plus removal expenses less salvage are charged to
accumulated depreciation. Costs of repairing property and
replacement of minor items of property are included in the
Consoudated Statements of Income as maintenance

Depreciation

For financial statement purposes, depreciation of utility
plant is computed on a straight-line remaining life basis at
rates based on the estimated useful lives of properties

The annual provisions for depreciation expressed as a per-
centage of the average balances of depreciable plant were
3.4% for 1980 and 3.1% for 1979 and 1978. For federal
incorrie tax purposes, depreciation is generally computed
using the most liberalized methods aliowed by the Internal
Revenue Code
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Income Taxes

The CPUC requires that deterred taxes r.ot be provided on
centain iming differences in connection with depreciation
and cverhead costs of construction. The CPUC alsc requires
that investment tax credits be applied as a reduction of
federal income tax through the use of a two-year moving
average method in 1980 and a five-year moving average
method in 1978-19739 Customer rates authorized by the
CPUC refiect these requirements. Deferred taxes are
provided primarily on changes in regulatory balancing
accounts and gas exploration costs.

Bond Premium, Discount and Related Expenses

Bond issuance premium or discount and related expenses
are amortized over the lives of the issues to which they
pertain, The gain or loss on reacquisition of bonds to satisfy
sinking fund requirements is amortized over the remaining
iife of the reacquired issues. The tederal income tax on such
gain is recognized over e life of the remaining property.

Earnings Per Common Share

Earnings per common share are computed by dividing earn-
ings avallable for common stock by the weighted average
number of common shares outstanding. The weighted
average number of common shares outstanding 1s com-
puted by dividing the aggregate of the number of common
shares outstanding at the beginning of each month in the
period by the number of months in the period

Research and Develonment

Research and development (R&D) costs related to specific
construction projects and a portion of general engineering
research costs are capitalized. Total research and devel-
opment costs incurred during the years 1980, 1879 and 1978
were approximately $79.000.000, $76.000,000 and
$60.000.000 respectively. of which $61,000,000,
$60.000,000. and $47,000,000 were capitalized as part of
the cost of construction projects. Other R&D costs are
charged to expense as incurred

Gas Exploration Costs

Gas exploration costs are capitalized under a modified full
cost’ method of accounting as authorized bv the CPUC.
Unsuccedstul project costs, current operating costs and the
financing costs of the gas exploration program are
recovered through gas exploration development balancing
account procedures. The success, or lack of success of the
Company's gas exploration program does ot affect the
Company's income because of the operation of the Gas
Exploration and Development balancing account.

Note 2

Common Stock

Common stock, par value $10 per share, authorized
200,000,000 shares, outstanding at December 31, 1980
and December 31, 1979 wer,» 123,849 412 and 113,627,542
respectively

Note 3
Preferred Stock
The redeemable preferred stock ($25 par) outstanding.
with no mandatory redemption provision, is subject to
redemption, in whole or in part, solely at the option of the
Company upon payment of the redemption price plus
accumulated and unpaid dividends to the date fixed for
recemption. The redemption premium per share declines
in accordance with terms of the speciic issue. The involun-
tary liquidation preference of the preferred stock is par
value ($25) plus accrued dividends

The redeemable preferred stock ($100 par) outstanding,
with @ mandatory redemption provision. is subject to
redemption through the uperation of a sinking fund at the
sinkiny tund redemption price of $100 per share, or at the
option of the Company upon payment of the redemption
price of $100 per share plus a premium, plus in either event
accumulated and unpaid dividends 1o the date fixed for
redemption The redemption prernium per share declines
annually. For the purposes cf the sinking tund the Company
must set aside in cash, annually, commencing with



November 15, 1985, and ending on November 15, 2004

an amount sufficient to redeem 75.000 shares at the sinking
fund redemption price This provision is cumuiative There
are no redemption requirements for the years 1881 through
1884 The Company has the nght. at s option, 1 redeem
at the sinking fund redemption price, on November 15

1985 and on any Novernber 15 thereafter, not more than

75,000 additional shares. This right is nol curnulative
Optional redemptions at the sinking fund redemption price
are imited 1o an aggregate of 562.000 shares. The invol-
untary liquidation preference of this stock is par value ($100)
plus accrued dividends

Dividends on preferred stc ok are cumulative Total
preferred siock outstanding at December 31, 1980 was

n Thousands

Shares Issued and
Outstanding Included
Under ‘Capaaizaton

in Baz ‘v Sheat

Croitiend Redgempton Shares
Pgr Srare  Price Per Share Authorzed Number Amount
Preferred Without Mandatory
Redemption Provision
Par Value 525 Per Share
Non-Redeemable
6% $1.50 4212 4212 $105 292
5 50% 1.375 1.173 1173 29329
5% 1.25 400 400 10.000
Total Non-Redeemable 5,785 5785 $144 621
Redz2emable
12 80% $320 $3070 5.000 5.000 $125.00
10) 46% 2615 0.10 3,500 3.500 87.500
10.28% 257 3000 5.000 5.000 125,000
10.18% 2 545 30.00 4,000 4.000 100,000
9 48% 237 29.50 3.000 3.000 75.000
9 30% 2325 29 80 4 000 4 000 100 000
9 28% 2.32 27.25 707 707 17,674
9% 2.25 29 25 881 881 22027
8 20% 2.05 29375 2.000 2.000 50.000
8 16% 204 2B 875 3.000 3.000 75.00G
8% 200 29375 2,000 2000 50.000
7 84% 196 29 00 2000 2.000 50.000
5% 25 26.75 2 BE1 2 861 71524
5% — Seres A 25 26.75 1.750 1.714 42 985
4 809 1.20 27 25 1517 517 37 934
4 50 1.125 26 00 128 128 28786
4 36% 1.08 25.75 1.000 000 25.000
nciassified in Series - 25871 - -
Total Redeemable 69.215 43513 $1.082830
Totul Preferred Stock Without Mandatory
Redemption Provision 75.000 49098 §1,227.451
Preferred With Mandatory
Redemption Provision
Par Value S100 FPer Share
Redeemable
9% $900 $100.00 500 1,500 $150.000
Unclassified in Series - 8500 ~ -
Total Preferred Stock With Mandatory
Redumption Provision 10,000 1,500 $150,000



Note 4
m Debt

The First and Refunding Mortgage Bonds of PG&E

are issued in series, bear annual interest from 2%% to 12%%
and mature from June 1, 1981 to August 1, 2013

Subject to indenture provisions as 1o earnings coverage
and bondable property available for security, additional
bonds may be issued up to an outstanding aggregate amount
of $5.000.000.000. The Board of Directors of PG&E may
from time to time increase the amount authorized. All real

Maturity

Pacific Gas and Electric Company
Mortgage Bonds

1981

1982

1983

1984

1985

1986-1995

1996-2005

2006-2013

Total Mortgage Bonds

Current Portion Net of Reacquired Bonds
Included in Current Liabilities
Unamortized Discount Net of Premium

PG&E Mortgage Bonds Included in Long-term Debt

Pacific Gas Transmission Company

Mortgage Bonds 5% % Series, due January 1986

Mortgage Bonds 8% Series, due November 1990
(Net of Bonds Held in Treasury)

Subordinated Debentures 5%

Total Long-term Debt
Unamortized Discount, 8% Series
Current Portion Included in Current Liabilities

PGT Long-term Debt included in Long-term Debt

Alberta and Southern Gas Co. Ltd.
Bank Loans — Canadian prime rate plus %%, due 1981

Eureka Energy Company
Notes Payable — 10.5% Interest, due 1982-1996

Total Long-term Debt of PG&E and Subsidiaries

PG&E is required, according to provisions of the First
and Refunding Mortgage, to make semi-annual sinking
fund payments on February 1 and August 1 of each

year for the retirement of the bonds ot PG&E equal to

% of one parcent of the aggregate bonded indebtedness
outstanding on the p-eceding Movernber 30 and May 31,

properties and substantially ail personal properties are
subject to the lien of the mortgage

PGA&E's securities representing investments in subsidirries
are pledged as collateral for PG&E bonds. The morgage
bonds of PGT are issued in series, bear annual interest from
5%% 10 8% and mature from 1986 to 1990. Ali real properties
and substantially ail personal properties and long-term
contracts for gas purchases, gas sales and gas transporta-
tion of PGT are subject to the lien of the PGT mortgage.
At December 31, 1980, long-term debt of PG&E and
subsidiaries was:

In Thousands

2%% o
3u%

$ 21117
60.895
55,288
49,631
18.083
21,005

$226,019

4% 10
6%%

223,293
430,590
2870

| $656.753

Th%to
12%%

$ e
160,000
16,700
16,700
200,350
87,500
1,112,434
1,594 750

$3,178,434

Total

3 215
210,895
71,988
66,331
218,433
331,798
1,543,024
1,677,620

4,061,206

(6.457)
(24 ,546)

4,030,203

21,092
18,316
408

39816
(58}
(3,807)

35,856

17,476

3645
$4.087,080

respectively. Bonds of ary series may be used to satisty
this requirement

PGT's First Mortgage Pipeline Bonds and subordinated
debentures, which are solely the obligation of PG1, are
subject to redemption, at specified redemption prices, through
the operation of a sinking fund or in larger increments
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at PGT's option, depending upon the series and redemption
date The debentures are subordinated 1 right of payment
to mortgage debt and certain ot er indebtedness.

The Comgany's combined aggregate amount of bonds
maturing and sinking fund requirements for the years 1981
through 1985, calculated on the basis of bonds outstanding
“t December 31, 1980, are $68.407 000, $257,306.000.
$115.806.000, $109,056.000 and $260.181,000,
respectively

Note 8
Taxes on Income
Taxes on income gene’ ally reflect amounts currently
payable with the exception of taxes related 1o changes in
regulatory balancing accounts, investment tax credits,
and subsidiaries' gas exploration costs. Changes in electric
and gas balancing accounts are not included in federal and
state income tax returns until such changes are biliad to
customers The net unbiled amount includea in the
balancing accounts at December 31, 1980 was approxi-
mately $325,000,000 which will result in an additional tax
payment of $166 000 000 when billed. This amount is
included in Accrued Taxes. In addition, the Company has
avallable investment tax credits of approximately
367,000,000 to reduce federal income tax payments for
years after 1980

The reasons for the differences between the reported
income tax expense and the amount computed by
applying the federal income tax rate of 46% for 1980 and
1979 and 48% for 1978 to income before taxes are

in Thousands
1980 1979 1978
Computed provision $274674 $250,943 $244 450
Increases (reduchons)
resulting rom
Investment tax credits (55,669) {37.920) [28.709)
State tax on INCoMe 14,225 13.165 13126
Allowance tor
equity and
borrowed funds
used during
construchon (116,703) (B9 .607) (74.712)
lax depreciaton in
excess 0f Dook
depraciation (521) (10.836) (20,692)
Other overhead
CONSIrUCHon cOss (20.788) (18.167) (17.328)
Repair aliowance (11,500) (11.270) (16.656)
Prosanty taxes (5.486) (2874) 15028
Property remova!
ey penses (5.520) (5.080) (6,280)
Other - net (365) i’ 081) 594
Tota! $ 72347 $ 87293

$108.820

Income tax expense (credit) s included in the financial
staternents as follows:

- ~ -~ in Thousands v
1980 1979 1978
Includad in operating
expenses §123.698 $100,071 $133.264
Inciuded in otrer
income (61,351) (12,778) (24 444)
§ 72,347 $ 87,243 $108.820

Total

The components of income tax expense (credit) are.

e |0 ThOUSANYS —— — e
1980 1979 1978
Current
Federal $72138 $(76.000) $108.951
State 50,775 - 41249
Canadian 1454 121 234
Detarred
Tax rglated 'o changes
n regulatory
balancing accounts
Federal (35.811) 100,349 (40,207)
Slate (28,249) 20816 (18,773)
Invesiment tax credi
Federal (5,078) 24 265 17,348
Amaortization of
deferred taxes on
defense faciites
Federal (2,694) [2.694) (2.694)
State (261) (251) 1261)
Other deferred
Federal 16,382 16,303 (334)
State 4,068 5812 130
Canadiai (387) 570 167
Totat § 72,347 $ 87293 $108 82
Note 6

Compensating Balances and Short-term

Borrowing Arrangements ‘
The Company maintains ines of credit with twenty-three
banks, principaily to support the sale of commercial paper.
At Decernber 31, 1980, these lines of credii !otaled
$608 925 000 At no time during the year were the lines of
credt used for direct bank borrowings

The Company also maintains a credit arrangernent with
five banks totaiing $160.000,000 for the discounting of
bankers acceptances which are used to pay for Canadian
natural gas The usual terms of bankers acceptances are
for no more than 60 days and 10 to 90 days for commercial
paper Alberta & Southern also maintains a ine of credit
totaling $10,088 000 with four banks.



In addition to the above lines of credit, on December 17,
1980, PGT entered into a $160,000,000 financing
agreement with nine banks for the Western Leg Prebuild of
the Alaska Natural Gas Transportation System. This
financing will be available either to support commercial
paper sales or for direct borrowing until it converts to a
sever-year term ioan aiter the completion of construction.
As of December 311980, none of this line of credit
was utilized

The Company compensates banks for lines of credit and
other banking services by fee payments or by maintaininrg
cas balances. The cash balances m#'ntained at the banks
are not legally restricted

Short-term borrowings and interest rates thereon we: -
as follows:

= In ThOUBH DEE -~
"Except Percentages)
For the Years Erded December 31 1980 1979 1978
Balance of Short-term Borrowings
Quistanding at End of Period
Commercial Paper $5919558 $677.882 $68.235
Bankers Acceptances $110,000 - -
Bank Loans $ 35600 § 17749 % 1404
Waighted Average Interest Rates
or Short-term Borrowings
Ouistanding ut End of Penod
Commercial Paper 17.9% 1o 8% 102%
Bankars Acceplances 16.1% - -
Bank Loans 14.1% 15.6% 11.9%

On February 4, 1981, the Company entered into an
agreemernit to sell and leaseback nuclear fuei for use at the
Diablo Canyon Nuclear Power Plant with Pacific Energy
Trust (Energy) On that date, the Company transterred to
Energy its title and interest in the current nuclear fuel
inventory, which at December 31, 1980 was $216,900,000
inciuded in Construction Work in Progress. When the
nuclear fuel is generating heat, the Company will make
quarterly payments to Energy for the cost of fuel consumed
which will include costs arising out of the ownership of

the nuclear fuel. The Company also has a provision with
Energy to borrow at any time ar amount equal to the
difference between $300.000,000 and Energy s

investment in nuclear fuel up to a maximum of $120,000,000
(in addition to all the above mentioned lines of credit).

Note 7
Commitments and
Construction expenditures for the year 1981 are estimated
to be $1,394,000,000,

The Company is a member of Nuclear Mutual Limited
INML), established by the utility industry to provide insurance
coverage against property damage to members' nuclear
generating facilities whether under construction or in
operation In the event of property damage to a nuclear plant
of a member utility, the Ccmpany may be subject to a maxi-
mum assessient of approximately $21,000,000 if losses
exceed premiums, reserves and other NML resources.

The Company advised the Nuclear Regulatory Commis-
sion's Atomic Safety and Licensing Board that a final
decision to restart the nuclear power plant unit at Humboldt
Bay will be deferred until retrofit requirements are defined.
The riet investment in the power plant is approximately
$52,000,000. if a decision is made not to restart the nuclear
unit, subsiantially all costs are expected to be recovered
through future regulatory proceedings.

See the Capital Resources section of Management's
Discussion and Analysis of Consolidated Financial Condi-
tion and Results of Operation for information relating to the
policy of the CPUC regarding recovery of costs of unsuc-
cessful projects.

The Company is required to make advaiice payments to
gas producers if it does not take the contractual minimum
annual volume of natural gas during a contract year
Unless export licenses from Canada are extended, or large
cales agreements are entered into, or the Company is
successful in negotiating the reduction in the required mini-
mums, the Company may not have the opportunity to fully
recover the valume of natural gas not taken under these
contracts.

Trie Company has entered into various arrangements to
lease automotive equipment, computer equipment, office
equipment and other incidental equipment and property
which are accounted for as operating leases in accordance
with CPUC ratemaking practices. The annual lease
expenses are not material




Note 8
Segment Information

For the Years Encded December 31,

1980
Operating Revenues
Intersagment Sales,

Total Operating Revenues

Depreciation
Taxes on Income,
Other Operating Expenses,,,

Total Operating Expenses
Operating Income

Construction Expenditures

Utility Assets, 5

Construction Work in Progress 4

Total Assets

1979

Operating Revenues
Intersegment Sales,,

Total Operating Revenues

Depreciation
Taxes on Income,,
Other Operating Expenses: s,

Total Operating Expenses
Operating Income
Construction Expenditures, s
Litiity Assets, -

Construction Work in Progress,»

Total Assets

1978

Operating Revenues
Intersegment Sales.

Total Operating Revenues

Depraciation
Taxes on Incomes
Other Operating Expenses,

Tote! Operating Expenses
Operating Income
Construction Expenditures, ;

Utility Assets, ,

Construction Work in Progress, 4

Tola! Assets

Electric

$2.927 841
4,549

2,932,390

204,878
65,803
2,256,563

2,527,244
$ 405146
$ 973,785

$5,615,192
2,985,187

$8,600.379

$2,463 845
3,440

2,467,285

183,885
63,168
1,834 935

2,082,098
$ 385187

$ 943911

$5.257.874
2,621,809

$7.779.683

$2.096.933
3.774

2,100.707

167,014
104 346
1,461 448

1,732,808
$ 367.899
$ 718572

$4 605.656
2,008,144

$6.613.800

in Thousands

Gas

$2,331,058
812,833

3,143,891

75,832
57,895
2,842,163

2,975,890

s 168,001

§ 247,973
$2,601,526

93,298
$2,694,824

$1.900,624
556,354

2456978

66,869
36,903
2,222,490

2.326.262
$ 130716

$ 205397

$2.487 076
44 004

$2.531,080

$1.472 440
305,088

1,777 528

63,603
28918
1584 818

1.677.339
$ 100189
$ 140541

$2 025,286
26,074

$2.051.300

intersegrment
Elkminations

§(817,382)

(817.362)

(817,382)

(817,382)

$(559,794)
(659,794)

(659,794
(659,794)
3

$(308.862)
(308,862)

(308.862)
(308,862)
3 i

Total

§ 5,258,899
5.258,899
280,710

123,698
4,281,344

4,685,752
§ 573,147
§ 1,221,758

$ 8,216,718
3,078,485

§11,295,203

$ 4364469

4. 364 469

250,864
100,071
3497 631

3,848 566
$ 5159803

$ 1,149308

$ 7.744 950
25658183

$10.310.763

$ 3569373

3669373

230677
133,264
2,737,404

3.101,285
$ 4680°8
$§ 859113

$ 6630942
2034218

$ 8665160

1) Intersegrment sales for 1980, 1979 and 1976 represent 26%. 23% and 17%, respectively. of Total Gas Revenues and less than 1% of Total Electnic
Revenues Intersegment Electric and Gas Sales are accounted lor at tariff rates prescribed by the CPUC
#1 Tawes on Income and general corporate expenses are allocated 10 departments in accorgance with the Unilorm System ol Accounts and requirements

ot the CPUC

1) Includes allocaton of Common Uity Plant

CG o e




Note @

Retirement Pian

The Company provides retirement plans covering substan-
tially ail employees. The cost of these plans charged to
expense and utility plant for 1980, 1979 and 1978 was
$75,000,000, $69,000,000, and $63,000,000, respectively.
These amounts include amortization of past service cost.
Costs of the retirement plans are accrued in accordance with
an actuarial cost method (entry age normal method).

The Company makes contributions to the plans equal to the
amounts accrued for pension expense. A comparison of
accumulated plan benefits and plan net assets for the
Company's defined benefit plans is presented below:

The assumed rate of return used in determining the actuarial
present value of accumulated plan benefits was 7 percent

in 1980 and 1979. The actuarial present values are based on
historic pay as (. rescribed by the Financial Accounting
Standards Board.

Note 10

Financial Data (unaudited)
Quarterly financial data for the four quarters of 1980 and
1979 are shown in the table balow Due to the seasonal
nature of the utility business, operating revenues, operating
income, and net income are not generated evenly by

In Thousands - quarter during the year. The Company's common stock is
January 1 1980 1979  traded on the New York and Pacific Stock Exchanges.
s : . The approximate number of common stockhoide(s of
olen Barlits i record as of December 31, 1980 was 261,000. Dividends
Vested $693,000 $606 000  are paid on a quarterly basis and there are no restrictions
Nonvested 53,000 48000 on present or future ability to pay dividends.
Total present value of accumulated
plan benefits $746,000 $654.000
Nt assets avallable for benefits $797 000 $652.000
In Thousards
(except per share amounts)
4th 3rd 2nd 1st
1980
Operating Revenues $1.485740 $1,280,296 $1,163,692 $1.329 171
Operating Income $ 133,128 $ 140,193 $ 146,103 $ 163,726
Net Income $ 123,377 $ 145133 $ 124,705 $ 131,566
Earnings Per
Common Share $ 80 $ 1.00 $ 86 $ 93
Dividend Declareu $ 65 $ 65 $ 65 $ 65
Cormmon Stock Price
High $ 2¢kh $ 24% $ 24% $ 23%
Low $ 19% $ 21% $ 20% $ 19%
1979
Operating Revenues $1,243,282 $1,086,595 $ 980513 $1,054.079
Operating Income $ 117.006 $ 140538 $ 129,540 $ 128819
- Net Income $ 101,264 $ 123312 $ 118,000 $ 115658
E Earnings Per
" Common Share $ 71 $ 98 $ 94 $ 92
Dividend Declared $ 61 $ 61 $ 58 $ 58
- Commaon Stock Price
 High $ 23% $ 24 $ 24% $ 25
- Low $ 21% $ 22% $ 21% $ 22%
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wmmu
Financial Accounting Standards Board
Statement No. 33 (Ur audited)

For many years the purchasing power of the dollar,
measured by consumer and wholesale price indices. has
declined each year This decline in purchasing power of
the dollar is commanly called “inflation’”

Many compiex theories have been proposed in an
atternpt to elirminate the inflation component from reported
net income, but no solution has emerged that commands
general acceptance. In 1979 the F.nancial Accounting
Standards Beard (FASB) issued Staterment of Financial
Accounting Standards No 33 requiring that certain
supplemental financial information be printed showing
historical information converted tc two bases — constant
dollars and current costs — using specified techniques.

Constant dollar amounts so required and as reported
herein represent historical amounts conver'ad to dollars
having approximately the same purchasing power as the roal
dollar had in mig-1980 as measured by the Consumer
Price Index for All Urban Consurners

Current cost dollars as required by FASB No. 33 purporis
1o represent the price in currerit dollars the Company
would expect to pay for its assets if it could obtain them at
today's prices Because of siting, environmental and other
problems involved in constructing property today that were
not present when the Company s plant was originally

constructed, there is no reasonable way ior the Company to
estimate the cost of replacing its assets. Therefore, for
purposes of the current cost calculation, the
Handy-Whitman Index of Public Utility Cons*ruction Costs
for the Pe~ific Coast Division was applied to historical cost of
surviving piant in developing the required current cost.

This results in current cost calculations being computed

from a construction index whereas constant dollar calcula-
tions are computed from an overall index.

Foliowing FASB No. 33 requirements, the only amounts
adjusted in arriving at the net income amounts adjusted for
changing prices were net utility plant and depreciation
expeises. As prescribed in Statement No. 32, income taxes
were not adjusted.

The current year's provisions for de preciation on the
constant dollar and current cost amounts of utility plant
werg determined by applying the Company's depreciation
rates to the constant do'lar and current costs

The Company has serious reservations as to whether the
required supplemental financial information is appropriate
for measuring the impact of intlation on a utility regulated,
as PG&E is, on a cost-of-service basis. This information is
presented solely because it 1s required 10 be presented
it should be clearly understood that the required information
15 complicated, difficult to understand and because of the
perrnitted subjectivity inherent in developing this prescribed
information unwarranted comparisons and inferences
may result

Consolidated Statement of Income from Continuing Operations Adjusted for Changing Prices

As Required By FASB Statement No. 33

For the Year Ended December 31, 1980
Operating Revenues

Operation, Maintenance and Other
Depreciation

Total

Income from continuing operations
(excluding adjustment to net recoverabie cost)

Increase during the year in specific prices of
utility plant**

Adjustment to net recoverable cost

Eftect of increase in general price leve!

Excess of increase in general price ievel
over increase in specific prices after
adiustment to net recoverable cost

Reduction of purchasing power l0ss
through debt financing

Net

In Thousapds
Conventional Constant Currant
Historical Cost Dottar Cwl
$5,259,000 C$5.259,000 C$5.253.000
4 453,000 4 453 000 4 453.000
281.000 632 000 856.000
4,734,000 5.085.000 5,309,000

$ 525000 C$ 174.000* C$ (50,000)

C$1 543,000

C$ (666.000) 215000
(2.200,000)

(442.000)

656,000 656,000

C$ (10,000) C$ 214000

08 - Dollars having approximately the same purchasing power as the real doliar had ,m mid 1980
sincluging the adiustment 1o net recoverable cost. the 108s from continuing operatons on a onstant dollar basis would have teen 8492 000 GO0
»A; Jecember 3. 1980 cu-rent cost of utility plant net of accumulated depreciation was C$19 566,000 000 wrile historical cost of

net cost recoverable through depreciation was $% 071,000 000




Five-Year Comparison of Selected

For the Years Ended December 31,

Operating Revenues

Historical Cost Information Ad,usted

for General inflation

Income from continuing operations
(excluding adjustment to net
recoverabie cost)

Incurne per common share (after
dividend requirements on prferred
stock and excluding adjustment
to net recoverabie cost)

Neot assets at year-end at net
tecoverable cost

Current Cost Information

Income from continuing operations
(excluding adjustment to
net recoverable cost)

L.oss per common share (after dividend
requirements on preferred stock)

Excess of increase in general price level
over increase in specific prices after
adjustment o net recoverable cost

Net assets at year-end at net
recoverable cost

General Information

Reduction of purchasing power i0ss
through debt financing

Cash dividends declared per
common share

Market price per common share
at year-end

Supplementary Consolidated Financiai Data Adjusted for Effects of
Changing Prices As Required by FASB Statement No. 33

In Thousands
(Except per share amounts)

1980 1979 1978 1977

1976

C$5,259,000 C$4,954.000 C$4,508.000 C$4.236.000 C$4.414 000

C$ 174000 C$ 244000

Cs 56 C$ 1.356
C$3,559,000 C$3.640000

Cs (50,000) C$ 11.000

Ccs (1.38) Cs (.90)

Cs (442,000) C$ (651,000)

C$3,659,000 C$3 640000

C$ 656,000 Cs$ 720000

§ — Dollars having approximately the same purchasing power as the real dollar had in mid 1980.

varage consumer price index
Base year 1967 —100

Ccs 260 C3 270 C§$ 273 C$ 272 C$
Cs 19.58 C$ 2470 C$ 2706 C$ 3182 C$
246.8 2174 195 4 181.5
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