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—T ST ILmaAmoT o
Increase
1878 1877 (Deciease)
Operating Revenues $3,433,232,000 $3,500,781,000 (2)%
Net [ncome S 401,584,000 S 358288000 13%
Eamings Available for Common $ 318,247,000 S 282395000 13%
Earnings Per Common Share s3.20 . 5318 2%
Declared Dividends Per Common Share $2.16 $2.00 8%
Total Assets $8,502,072,000 $7,998,013,000 6%
Capital Expenditures S 807,996,000 S 690,324,000 17 %
Sales of Electniaity to Customers (KWH) 56,135,915,000 58,071.027.000 (3)%
Sales of Gas to Customers (MCF) 513,139,000 557,889,000 @)%
Total Customers 6,019,135 5,864,170 3%
Number of Stockholders 384,133 358913 7%
Number of Employees 26,445 25,837 4%
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We are pleased !0 report
that the improvement

in the Company's financial
results dunng the previous
'woe years continued dunng
578 Earnings per share

of common stock vere
33.20. up S cents from 1977
sarmngs.

The dividend was raised
i January to 58 cents per
share effective with the
Apni 16, 1979 payment.
This was an increase of
4 cents per share over the
gquarrerly rate in effect
since the first quarter of
last vear The new annual
amvdend rate becomes
$2.32 per share.

The dinidend increase
reflects the increased
investment by common
stockhoiders through
retained earnings, the
\mproving reguiatory cli-
mate in California during
the past year and the
prospec: of a more stable
and progressively improv-
iNg earnings pattern in
the future

Improvements in
Rate Regulation

The California Public
Utlites Commission

CPUC) has continued tc
recognize that the needs
of ocur customers for reli-
able and reascnably
priced energy can best
oe sanusfied  PC&E re-
mains a financially strong
:cmca"v

The CPUC's plan to
reduce reguiatorv lag 1n
Jeneral rate cases was
mitiated i the Companv's

«ast case. Sut was not fuly

effective tecause of a
delayed start However
our now-pending case for
a general increase !n rates
18 on schedule. and if
decided gy the end of the
year as amc pated. should
enable the Company to
eamn :n 980 the full auth
rzed rate of return More-
over. the Commission has
recognized in wo recent
decisicns nveolving other
companies that returns on
equity igher than that
\ast allowed PG&E are
warranted in today’s eco-
noruc chimate

{n additen to expeditung
general rate cases. the
CPUC adopred last year
a spec:al procedure o
stabllize gas revenues
during the current period
of reduced indusmai sales.
and has anncunced that
it will consider making
nmely and appropriate rate
adjustments when major
new faciities, such as our
Diablo Canyon nuciear
units, are placed in service

Growth Continues
Your Company mill con-
nnue its efforts 'o build the
new power olants neces-

sarv 'o maintain the reliable
service which has been
a PC&E hallmary

The rshability was high-

lighted when. last summer
We met 3 record peax
iemand in our service
area Curren: forecasts
nalzate that peax _:z:
1otal energy demands mil

to gres

sohtinue w for the
naxt sev 9'3 years at ageour
three ana cne-half cercent

velesl

a year. This contrasts wmth
grewth rates of from five
0 seven percent in past
decades

These [crecasts take

Into account the increasing
effectiveness of our con-
servation and peak-shaving
programs and the ex-
rected addituon of neatly
one millicn more electric
customers over the next
15 vears

This more modest
grewth in electric demand
has the posiuve effect of
reducing our financing
reguirements fcr new gen-
eranng faciities. Even with
reduced growth, however.
substantal additions to
ejecmc generating capac-
ity are needed o meet

ur customers’ \ncreasing
elecwic needs

Similarly, we must pro-

cure supstantial new gas
supplies and build majer
new gas delivery facilines
1o meet the future needs
of our gas customers. ~

Resource Development
Plans
For electnc supply. th
immeadiate centerpiece 1s
our Diabic Canyen nuclear
piant, the first unit of which
We 2Xpect ¢ be aperational
in 1879

Alsc in 1978 three new
*ec'*er'.'.a. units should
tecom erancna. nd
sther un .ts mll follow By
1984 The Cevsers could
supply as much as eight
sercent of cur toral gen
araung capability
Major adaition

far the mud anc
dwe T LGS Qe
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In this vast and procuctive
region, with its unexceileg
simanc advanrages. {orest
ana mneral rescurce

and opporturuties {or
{urther agnicultural and
industal development,
upplies gas and

growing popuiaten.
Twelve thermal stations,
a geothermal compiex
of 12 generating unts and
84 hydroelectnic plant
send power through
13,400 miles of rransmussion
lines and nto an 85.7200-
e distribution system
WO major interconnections
link our svstem to the
Faciic Northwest and the
southwestern Unitec States
Natural gas from Canada
and the Soutawest. aiong
mth gas purchased from

-~

California producers. flows
through the Company's
4,700 miles of transmission
lines which, in turn, are

connected 1o more than

A AR e
28.000 miles of gas
distribution lines

— PG&E Service Area

Electric Generating Plants
@ Hydro
® Fossil
©® Gectharmal
@ Nuciear

Electric Intertie Systems
- PCA&L

-« Cther

Gas [ntertie Systems
— PG&E
wos PO&E Alfillates
-« QOther




Finance and Rates
Net income increased
approximatelv 13 percent
1n 1978 to $402 muilion.
However, because of a
greater number of com-
moen shares outstanding
earnings per s“zare grew
only 2 percent or S cents
per share, to 33.20

Of greater significance
'ran the absolute increase
in earnings were the
reasons underlying the
improvement, for they
augur well for the future.

First, the Califormia
Public Utlities Commussion
(CPUC) on Sep*ember 8
granted PG&E a general
rate increase of S138.5
miilion based on a 1978 test
year. This was in addmcn
to the $71.2 million pax
general increase in giec-

ic rates, which had been
in effect since January L.

This was the first rate
case processed under the
CPUC's plan to reduce
reguiatory lag and its final
decision came within the
12 months allowed by
the plan.

We now are confident that
rate increase applicatiens
can be handled in an
expediticus manner and
that with proper schedul-
ing, increases can pe
placed i effect by the

start of the test year The
CPUC's plan 1s an impor-
tant step in affording the
Company the cppormnity
to earn the return found
falr and reascnaple It
sheould further improv

eamings in e vears

~Y
-

Capital Expenditures

‘Millions of Dollars)

® [nternal Funds

immediately anead.

Second, in May the CPUC
adopted a procedure
kncwn as a Supply Adjust-
mer: Mechanism (SAM),
which adiusts gas :ares
sezianaually to stai::"
revenues despite fl c" a-
tons in sales

As a result the adverse
IMpact on 2arnings expe-
nenced dunng the first
five months of 1978 be-
cause of declining gas
sales wiil not be repeated
in the future

Future Rate Increases
Needed

To cifset the higher costs
of caputal increased wage
axpenses and the need o

~
frimm oA ~ v & SARN.
unc e companys con-

gy ler Lalnlileliodadetal
iually expanaing con-
Struchon and eneray
stucton ang ene

e

sonservanon ‘:.':Z_!I&!T.S
for ad

‘we have zpphed !

tional rate increases of
$343.8 million beginning in
January 1980.

Cur reguest calls for
S127 4 million annually in
nugher gas rates and 3216.4
million more in electnc
rates

The amounts requested
are based on a 1880 test
vear with a 10.7]1 percent
return on rate base and -
1S percent return on equut,

nearxras are schedulea

com.aence w1 March and,
;r. acccrdance with th
CPUC's plan to reduce
regulatory lag, a decision
1S expected beifore th
end of 197%.

Other Rate Developments
The remainng significant
categories of cost are asso-
ciated with purchased
natural gas. fuels used fo
eiectnc generation and
purchased power

Durning 1978, the CPUC
authorized an increase o
$90.3 million annually in
gas rates 10 offset higner
crices charged the Com-
pany by suppliers of

naturzl gas

In November. PG&E
acpled 0 Increase natural
Jas rates hy an addiucnal
5:31 6 muilian annually

Thus fiing wil offset higher
orices {rcm supphers
adjust for lower sales, and
will cover & inancing charges

arafnnan ~ras o
icraton grolects
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Service to Customers

nng 1978 we contnu
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Pacific Gas and Electric Company

For The Five Years Ended December 3], 1978

1978
Operating Revenues
Electric $2,096,933
Gas 1,336,299
Total 3,433,232
Operating Expenses
Operation
Cost of Electric Energy 912,873
Cost of Cas Sald 1,018,233
Transmussion and Distnbution 127,475
Other 317,428
Total 2,377,009
Maintenance 120,509
Depreciation 220,105
Taxes on [ncome 129,120
Property and Other Taxes 133,491
Total 2,980,234
Operating Income ) 452,998
Other Income and Income Deductions
#llowance for Equity Funds Used During Construction 109,082
Other-Net 64,817
Total 173,869
Income Before Interest Charges 626,867
Interest Charges
[nterest Expense 255,252
Allowance for Borrowed Funds Used During Construction  (29,969)
Total 225,283
Net Income 401,584
Preferred Dividend Requirements 83,337
Eamings Available for Common S 318,247
Average Common Shares Outstanding 99,580
Eamings Per Common Share $3.20

Dividends Declared Per Common Share

S2.16

InThousands
(Except per share amoun.s;

1977 1876 1975

S2385,133 $1820848  $1,293551
1,145,648 1,110,551 839,820

3,500,781 2.931.488 2233371

1,184,961 873,220 477,546
906,965 831,881 675.609
121,823 114810 101,710
288,115 252,634 219,336

2,501,884 2072615 1,474,201

110407 86.277 90,883
208,227 189,481 178,978
16,564 16,579 13,783

158476 142,667 128303
3,086,568 2527629 1,886,118

444213 403870 347,283
75,827 80,558 S0916
55,984 42,207 38,420

131811 102,786 89,336

576.024 506.636 436.589

245431 223,255 204,445
(25,708) (18,603) (19.435)

218,72 204,652 185010
356.298 301,984 251,87
13903 63,685 48301

S 282395 S 238299 S 203278

88,728 82,138 76,265

S3.15 $2.80 S2.67

S2.00 Sigs S1.88

1974

S1.104,718
622,040

1,726,755

285,122
395,924

83.432
187,204

961,682
20,631
166,605
54,203
123,025

1,386,146
330,608

41,687
42,549

84,236
414845

169,519
(18811)

153,608
261,237
45,283

S 215984

86,146
3327
S1.88



Summary

The Company’s financial results during the previous five
years have been impacted dramatcally, and in recent years
favorably, by vanous ratemaking mechanisms adopted

by the Califormia Public Utilites Commussion (CPUC).

First, a senes of “palancing accounts” have been
established with a view to insunng uitimate recovery of
major costs as well as reducing the exposure of the Com-
pany’s 2arnings to fluctuations in gas sales. The accounts
are: (1) An Energy Cost Adjustment Clause (ECAC), effec-
uve Aprnl 1976, which accumulates differences between
the fuel costs of producing energy or the cost of producing
such energy and the portion of these ceosts billed to
customers. (2) A Gas Cost Balancing Account (GCBA),
effecuve August 1976, which accumulates the differences
between the costs of gas purchased and gas costs billed
to customers. (3) A gas Supply Adjustr.ent Mechanism
(SAM), effective June 1978, which accumulates differences
herween billed revenues and revenues that would have
been generaied U sales volumes used to fix rates in the
most recent gas rate case had been realized. (4) A Tax
Change Adjustment Clause (TCAC), effective July 1978,
which accumulates changes in property taxes along with
changes in cther taxes. licenses or fees imposed by local
governments, thus assunng that only net reductions result-
ing from Proposition 13 are passed to customers. The
accounting treatment for such accounts is described under
“Operating Revenues” To mumimize the frequency of rate
adjustments, accumuiated amounts in balancing accounts
are generally recovered from customers through semi-
annual rate adjustments.

Seccnd, adoption by the CPUC in 1977 of a plan to
reduce reqgulatery lag by processing general rate cases
(which address all costs other than electnc fuel costs and
purchased gas costs handled through tiie ECAC and
the GCBA), within tweive months of the filing of an appli-
cation mplementation of this plan resuited in the granting
of parhal electric rate relief \n January 1978, and a final
dec:sion on the Company's 1978 test year electnc and
gas general rate case 1n September 1978,

The combination of these ratemaking mechanisms
accounted for the improvement of 25 cents per cocmmon
share to S3.15 for 1977, and an addincnal 5 cents per share
to $3.20 for 1978.

The eamed return on common equity improved to

10.9% in 1978, up from the 10.6% level expenenced in 1977.
In subsequent years, full implementation of SAM and

the Regulatory Lag Plan will greatly enhance the

Company’s opportunity to eam the return found reasonable

by the CPUC.

Operating Revenues

Operating revenues for 1978 amounte:: .2 33.4 billion,

a decrease of $68 mulior or 2% from 1977 Zlectnc
revenues contributed about 61% of the total, and gas rev-
enues 39%. The significant changes in operating revenue
In recent years are due primarily to increases in rates
and to balancing account actmvity. The following takle
sets forth the amounts by which the Company's electric
and gas revenues dunng each of the last four years
increased or decreased from the preceding year, -
together with estimated changes attributabie to the major
factors. Additional informaton about the Company's

1978 rate increases can be found in the “Finance and
Rates” secuon on Page 12.

Year Enced Decemper 31
1978 1977 978 1978
Electric Revenues Millicns
Rate Changes
Cast of Energy $ 218 S8307 S$8523 S 940
General §7.0 887 1468 344
Sales Volume and Other Changes  (28.6) §39 792 604
Subtotal 60.2 7733 2783 1888
Balancing Accounts Actunty (318.4) 2381 2491
Net [ncrease (Decrease) $(288.2) 355342 88274 Siss.
Gas Revenues
Rate Changes
Cost of Gas Purchased S 548 51388 Si688  S291.1
General 28 288 487 134
Sales Volume and Cther Changes (100.1) (712} 815 133
Subtotal 22.0 02 1381 3178
Balancing Accounts Actavity 2134 (88.1) 388 -
Net [ncrease $1902 S 381 $i1707 331738

From April 1976 through July 1978 activity in the balanc-
ing accounts described 1n the “Summary” above were
recorded as deferrals of costs of electnic energy and
costs of gas sold. Commencing in August 1978, such




differences have been recorded as additional revenue
or as deferrals of revenue, as appropriate.

Balancing account activity in financial statements
for the first seven months of 1978 and the years 1977 and
1978 has been reclassified to be consistent with the
current preserniation. Operating revenues (and expenses)
fer the vear 1977 were decreased by $4.8 million; and
operating revenues (and expenses) for 1978 were
increased by $284.8 million. Operatng income and net
mcome were unaffected by these reclassifications.

Operating Expenses
The costs of purchased gas and the costs of producing
elecmic energy have mcreased in recent years. The limited
availability of natural gas for use as bailer fuel and the
drought-induced reduction in hydroelectric generation in
1977 required the Company to increase its use of high
cost low-sulfur ol in the generation of electnic power.
However, the improved water conditions in 1878 made
it possible for the Company to increase its hydroesectric
generaton, and to purchase low-cost hydro power from
others. The following table shows fuel oil burned, power
purchased and natural gas delivered to the Company,
mth the average prices of natural gas and fuel oil.
Year Ended December 31
1978 1977 1978 1978 1974

Fuei O1l Burned

Thousanas of Barreis) 2882¢ 3858928 27852 11822 11421
Average Cost

Par Barrei of Fuel

i Burned S1540 1428 S1486 S1480 S1088
Power Purchased

Thousands of Dollars) S142942 5235528 S147455 S106480 568904
Power Purchased

(Malions of YWH) 15018 9.792 13112 18287 17242
Narural Gas Delvered

Thousands of MCF 676288 792521 332202 860178 333127

Average Cost of Gas
Delvered (Par MCT s1.38 $1.50 S132 S98 SST

Other operation expense mcreased by $29,000,000

in 1978 and $35,000.000 in 1977 In 1978, customer reiated.
expenses, especially conservation programs, contributed
S11.000.000 and admunistratve and general expense
contmbuted 516,000,000 to the increase. The increased
cests of admunistrative and general expense in 1978 were

due primarily to higher wages and the increased costs
of employee benefits. In 1877, admunistrative and generai
expense contributed $29,000,000 of the increase because
of the increased costs of employee benefits, wages and
city and county franchise taxes.

The increase of 14,000,000 in maintenance :xpense
in 1977 was due pnmarily to the costs of maintaining
electric production and distnbution facilities.

Property taxes in years prior to 1978 were i an upward
trend due to increased assessed values and an expanded
investment base. The implementation of the Jarvis-Gann
Initative in 1978, limiting property taxes, resulted m a
property tax reduction of $28,000,000 from 1977 which
represents the tax reduction for a six month period.

Costs of electric energy and costs of gas :iold are
deducnble on federal and state mncome taa .eturns in the
year such costs are incurred and revenues are taxable in
the year they are billed to customers. [n computing book
income taxes, however, costs of electric energy and costs
of gas sold as well as gas and electnic revenues are
included only to the same extent they are included in the
statement of income. The difference in taxes is included
m accrued taxes payable. A discussion of cther factors
that contributed to vanatons in income tax expense can
be found in Note 3 of Notes to Financiai Statements.

Cthker Income and Income Deductions and

Taterest

The amount of allowance for funds used during con-
struction ' ADC) has increased in recent years primar.y
due to the construction of Units | anc 2 of the Company’s
Diablo Canyon nuclear generating plant. The amount of
ADC recorded in 1878, which is estimated to be appiic-
able to construction planned for compieton in 1979, 1980,
and 1981 is $68,000,000, $50,000,000 and $8,000,000,
respectively. Substantaily, all of the ADC applicable to
jobs planned for compietion in 1979 and 1980 represents
ADC for the two nuclear units at Diablc Canyon.

The increase in other-net for 1978 was pnincipally due
to increased tax benefits resulting from an increase in
non-utlity tax losses. The increase in other-net for 1977
was due to increased interest :ncome and hgher samings
of subsidianes. See Note 5 of Notes to Financial Statements.



Pacific Gas and Electmic Ccmpany

For the Eleven Years Ended December 31, 1978

Per Common Share
Eamings
Dmdends Declared
Dividend Payout Rato
Book Value (end of year)
Market Pnice-High
‘arket Price-Low
Market Pnce-Close

Capital Expenditures (Thousands)
Electnc Department
Cas Department

Total

Electric Statistics
Net System Output (Millions of KWH)
Net System Qutput-Percent
Hydroelectric Plants
Thermal Electnc Flants
Other Producers

Total i
System Capacity-KW (at annual peak)
Hydroelectnc Plants (adverse conditions)
Thermal Electnic Plants
Other Producers (adverse conditions)

Total

Net System Peax Demand-KW
Average Annual Residental Consumption-KWH
Total Customers (end of year)
Customers Per Mile of Distribution Line
Gas Statistics
Gas Purchased (Thousands of MCF)
Sources of Gas Purchased-Percant

From California

From Other Ttates

From 7 ax-.a

Total
Average Cost of Gas Purchased-MCF
From Califormia
From Other States (at Calif -Anz. border)
From Cana:!a (at Calif.-Ore. border)
Average
Peak Day Sendout-MCF
Average Annual Residental Consumption-MCF
Total Customers (end of year)
Customers Per Mile of Distribution Main

o
ta

$ 320
$ 216

$29.76

21%
22v4

16.7%

S 318
S 200
83.5%
$28.78
252
22%
24

$589,126
g1.198

$680.324

85.428

9.2%
724
184

100.0%

2,350,900
8,284,000
3,302,900

13,947,800
12,191,800
6.408
3,179,362
381

800,980

16.4%
370
468

100.0%

112.1¢

1100

2180
160.7¢
3,186,229
80.5
2.674.890
97.2

1976

$ 290
S 188
64.8%
$28.18
248
20
238

S518.398
80.880

$599,278

66,416

122%
620
258

100.0%

2.413.900
8,261,000
3,743,400

14,424,300
12,245,800
6,509
3,087,300
311

836,333

18.8%
382
450

100.0%

96.1¢

830

192.1
1342¢
3.348.809
1008
2,611,851
96.8

1875

S 287
S 188
70.4%
S21.71
2342
1843
20%

$540.790
89,790

5630588

83,402

226%
436
338

100.0%

2.396,900
8,053,000
3,766,100

14,216,000
11,632,800
6.462
3005518
312

861,860

18.2%
414
424

100.0%
56.7¢

e B
72.7
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Pacific Gas and Electmic Company

[n Thousands
Increase (Decrease

Percent

Electric Department
Revenues

Residential S 720,112
Commercial 852,265
Industmal (1000 Kw demand or over 531,583
1 | Power 149,986
nd Highway Lighting 34,1719
Dthe mc U 69,85%
Miscellaneous 43,584
Other 3,814
Regulatory Balancing Account Changes (308,455)

Total $2,096,933
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Pacific Gas and Electric Company

For The Years Ended December 31, 1978 and 1977

Operating Revenues
Electric
Cas

Total
Operating Expenses

Cperation
Cost of Electric Energy
Cest of Gas Sold
Transmission
Distnbution
Customer Accounts and Services
Admunustrative and General
Other

Tetal
Maintenance
Depreciation
Taxes on Income (Note 3)
Property and Other Taxes

Total

Operating Income

Other Income and Income Deductions

Allowance for Equity Funds Used During Construction
[nterest Income

Equity in Earnings of Subsidiary Companies (Note 5)
Other-net

Total
Income Before Interest Charges
Interest Charges

[nterest Expense (principally mortgage bonds)
Less Allowance for Borrowed Funds Used Dunng Construction

Total
Net Income

Eamings Per Common Share
Dividends Declared Per Common Saare

InThousands
(Except per share amounts)

1978 1977
$2,096,933 $2,355,133
1,336,299 1145648
3,433,232 3.500,781
912,873 1184581
1,019,233 906,965
29,865 30473
97,610 81,350
101,284 280,481
178,508 162,122
37,636 38512
2,377,009 2,501,894
120,509 110407
220,195 209,227
129,120 16,564
133,491 108476
2,980,234 3,056,568
452,998 444213
102,052 75827
22,927 29,185
19,579 13.609

22,311 13,1
177 369 1313811
626,867 576,024
255,252 245431
(29,969) (25,705)
225,283 219.726
S 401,584 S 356,298
$3.20 S3.15
$2.16 $2.00

' 21 these statements



Pacific Gas and Electric Company
December 31. 1978 and 1677

Utility Plant - At Onginal Cost
Electnc
Gas
Construction Work in Progress

Total Utility Plant
Accumulated Depreciaton

Utility Plant - Net
Investments in Subsidiaries Mote §)

Current Assets
Cash

Shert-term Investments - at cost which approximates market
Accounts Receivabie (less allowance for uncoilectible accounts:

1978, S5.161; 1977, $5.120)

Matenals and Supplies
Fuel Qil

Regulatory Balancing Accounts-~recoverable
Gas Stored Underground
Prepayments

Total Current Assets
Deferred Charges
Total

Capitalization

Common Stock -at par (Schedule I)
Additonal Paid-in Capital
Reiwnvested Earmings

Common Stock Equity
Preferred Stock -at par (Schedule I)

Total Stockholders’' Equity
Mortgage Bonds (Note 2)
Total Capitalization

Current Liabilities

Shert-term Borrewings (Note 4)

Accounts Payable

Accrued Taxes Payable

Regulatory Balancing Accounts -refundable
Dinidends Payable

Mortgage Bonds - current portion (Note 2)
Cther

Total Current Liabilities
Customer Advances for Construction
Deferred Investment Tax Credits
Other Deferred Credits
Deferred Income Taxes on Defense Facilities
Total

InThousands

1978 1977
$5,963,193 $5.635911
1,811,672 1,725,285
2,038,986 1,680,303
9,813,851 9,.0581.508
2,471,222 2,278,894
1,342,629 8772815
116,505 126,821
23,800 25,466
- 6,993
417,709 347540
47,099 30,535
154,405 24858

129,668 285,20
162,090 108,706
36,788 32,172
971,559 1,085.603
11,379 12774
$8,502,072 $7,9688013
$1,008,793 S 983901
664,337 623,042
1,329,072 1224344
3,002,202 2831287
1,102,451 . 977,451
4,104,653 3.808.73R

3,364,758 3.232.8C
7,469,411 7041545
38,990 97,628
332,487 284.287
221,229 178.206
31,128 54424
54,442 45374
12,921 56,695
71,648 54289
822,845 789883
75,912 86,081
51,936 343588
50,378 31.369
31,590 34,537
$8,502,072 $7.988013

:5 The accompanwnng notes 'O nanciai statements anc schecule are an tegral CSart ol these stalements

e



Funds Provided

- v enved frc

S 401,584

223,152
(109,052)
(18,708)

496,376

Sold -net proceeds 58,758
¢ Sold -net proceeds 132,429
ld ~net proceeds 249,567
Accounts Changes -net 122,256

-ne 13,154

$1,073,140

n
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Funds Applied

Capital Expenditures S 807,996
Allowance for Equuty | l D (109,052)

698,944

(94.556)

“hased for Sinking Func - -5,108

jage Bonds Retred 47,600
preferred and common stock 296,856

- ar ~

Other Working Capital [tems (a) 89,1&3

§1,073,140

S 70,1u)
53,38 :
(43,023)
(48,200)
58,638
(1,780)

S 89,188

Cchecule are an inregral car




Pacific Gas and Electnc Company

For The Years Ended December 31,1978 and 1977

Balance, January |, 1877
Net Income~for year
Preferred Stock Sold (4.000,000 Shares)
Common Stock Sold (9,279,518 Shares)
Dividends Declared-Cash

Preferred Stock

Common Stock

Ba.uiice December 31, 1877
Ne’ Income~for year
Preferrad Stock Soid (5,000,000 Shares)
Common Stock Sold (2,489,160 Shares)
C wvidends Declared ~Cash

Preferred Stock

Common Stock

Balance, December 31, 1978

Preferred

S 877.481

100,000

977,451

§1,102,451

hn

InThousands
Common Additonal
Stock Paic-in Caputal
S 886,106 S 488976
6,223
97,795 127843
583,901 823,042
7,429
24,892 33,868
$1,008,793 5664,337

Reunvested
Earmngs

$1.120.301
356.208

(72,352)
(179.903)

1,244,344
401,58

(81,196)
(215,660)

£1,329,072

The accompanying notes to financial statements and schedule are an integral part of thase statements.



Pacific Gas and Elecmc Company

December 31, 1878
InThousands
a e Qutstanding - Held by Pubiic
Price Authorized Shares Amount
Common, Par Value 510 Per Share 125,000 100879 $1.008,783
Preferred, Cumulative, Par Value $25 Per Share
Redeemable
10.46% (S2.618 a share) $30.10 3,500 3,500 S 87500
10.28% (S2.57 a share) 3000 5,000 5.000 125,000
10.18% (S2.545 a share) 3000 4000 4,000 100,000
3 48% ($2.37 a share) 3025 3.000 3,000 75.000
3.30% (S2.325 a share) 2980 4,000 4,000 100.000
9.28% (S2.32 a share) 28.00 707 707 17.674
9% ($2.25 a share) 29.28 881 881 22.027
8.20% (32.05 a share) 29378 2,000 2,000 50,000
8 16% (£2.04 a share) 28875 3,000 3,000 75.000
8% ($2.00 a share) 298.375 2000 2,000 50,000
7.84% (S1.96 a share) 28.00 2,000 2,000 50,000
5% (S128 a share) 26.75 2861 2,861 71524
5% -Senes A (S1.25 a share) 26.75 1,750 1719 42385
4.80% (S1.20 a share) 21.25 1,817 1517 37834
4.50% (SL125 a share) 26.00 1,128 1,128 28,186
4.36% (S109 a share) 25.75 1,000 1,000 25,000
Unclassified in Senes - 18871 - -
Total Redeemable 54215 38313 957,830
Non-Redeemable
6% (S1.50 a share) 4212 4212 108,292
5.50% (S1.375 a share) 1,173 11T 29,329
5% (S1.25 a share) 400 400 10,000
Total Non-Redeemable 5785 5,785 144821
Total Preferred 60,000 44,008 $1,102,451

The accompanying notes to financial statements are an integrai part of these statements and this schedule.



For The Years Ended December 31, 1978 and 1977
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Accounting Records

The accounting records cf the Company are mainta ned

in accordance with t2.2 Jniform System of Accounts
prescribed by the Federal Energy Regulatory Commission
(FERC) and adopted by the California Public Unlites
Commussion (CPUC).

Utility Plant
The cost of additions to utlity piant and replacements
of renrement units of property is capitalized. Cost includes
labor, matenal and similar items and indirect charges for
such items as engineernng, supervision and transportation.
Cost also includes an allowance for funds used dunng
construction (ADC) for the imputed cost of equity
investment and a net after-tax amount for borrowed funds.
The equity component of ADC is included in other income
and the net borrowed funds component is recorded as
a reduction of interest charges. Costs of depreciable units
of plant retired are eliminated from utility piant 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 Statements of Income as maintenance.

Research and

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

Inventories
[nventories of matenals and supplies, fuel >il and gas
stored underground are stated at average cost.

Revenues

Revenues consist of billings to customers and activity

in balancing accounts. Billings to customers are inciuded
in revenues as meters are read on a cycle basis through-
out each menth. [n accordance with orders of the CPUC,
the Company has established balancing accounts for
electric energy costs, gas costs, gas sales, and property
taxes. Since August 1978 operating revenues have inciuced
all acuwity in these balancing accounts. This acawvity
represents amounts authonzed by the CPUC to be recov-
ered from cr refunded to customers. Prior to August 1978
activity \n balancing accounts was included in cost of
alectic energy or cost of gas as well as revenues. Bal-
ancmng account acuvity dunng the years 1977 and 1976

as well as dunng the first and second quarters of 1978 has
been reclassified to revenues. The effect of using these

balancing accounts is that changes in costs to the Com-
pany of electric energy, gas, property taxes, and fluctu-
atons in gas sales no longer affect the Company's eamings.

Depreciation

For financial statement purposes, depreciation of utility
plant is computed on a siraight-ine remainng life basis
&t rates based on the est nated useful lives of propertes.
The annual provisions for depreciancn expressed as a
percentage of the average balances of depreciable plant
were 31% for 1978 and 1877

Income . ixes

The CPUC requires that the Company inciude in net
income the current tax c.fferences ansing from certain
aming differences in connection with depreciation, ADC
and other overhead costs of construction. For federal
incom2 tax pwrposes, depreciation is generally computed
using the most liberalized methods allowed by the Internal
Revenue Code. Investment tax credits are applied as a
reduction of federal mcome tax expense through the use
of a five-year moving average method. Such tax differ-
ences are reflected in customer rates authonzed by the
CPUC. In computing book income taxes, costs of electric
energy and costs of gas sold, as well as gas and electnc
revenues, are included only o the same exrent they are
includec in the Stztements of Income. (See Note 3.)

Bond Premium, Discount and Related Expenses

Bond issuance premium or discount and v 2lated expenses
are being amornzed over the lives of the issues to which
they pertain. The gain or loss on reacquisiton of bonds

tc sausfy sinikang fund requirements is amoruzed over the
remainung life of the reacquired issues. The federal
income tax on such gain is recogruzed over the life of the
remaining property.

Retirement Plan

Retirement plan costs are accrued in acccrdance with
an actuanal cost method (entry age normal method). At
December 31, 1878, the value of retrement plan assets
exceeded the estimated vested cenefits of the plan.

Investments in Sabsidiaries

Investments in subsidianes zre stated in accordance

with the equity method. The assets, revenues, and earnings
of the subsidianes are not significant in relation to those

of the Company. Approximately 61% and 63% of the cost

of the Company's natural gas purchased m the years

1978 and 1977 were from Pacific Gas Transmission
Company, a 53% owned subsidiary. The prnice paid is
regulated by the FERC.




Eamings Per Common Share

Eamings per commeon share were computed by dividing
earnings avaiable for common stock by the weighted
average number of common shares outstanding. The:
weighted average number of common shares outstanding
is computed by dividing the aggregaia of the number

of common shares outstanding at the beginnng of

each month during each year by twelve.

At December 31, 1978 the First and Refunding Mortgage
Bonds outstanding held by the public were as follows:

2-3/4% 10 4-l/4% w0 T-1/2% 0
Marunty 3-3/4% 8-7/8% 988% Total
Thousands

1873 3 88973 $ 66973
1880 31,408 51,408
1981 21117 2L11T
1982 83,750 S 150000 213750
1983 35288 18700 71,988
1984-1993 94,588 S2%8.528 208,300 581.424
1594-2003 539,388 609.834 1.148.223
2004-2011 2870 1,318,600 1.321.470
Total Mort-

zage Bonds $383.129 $800.787 S2.303434  $S3457350
Morigage Bonds includea in Current Liabilites 72921
Unamortized Discount Net of Premium 19871
Morgage Bonds inciuded in Capitalizatnon 53.364.758

Subject to indenture provisions as to earnings coverages
ind bondable property available for secunty, additional
bonds may be issued up to an outstanding aggregate
amount of $5,000,000,000. The Board of Directors may from
ume to ime increase the amount authorized. All real
properues and substannally ail personal properties are
subject to the lien of the mortgage. Securities represent-
\ng investments \n subsidiaries are pledged as coilateral
for the bonds.

The Company is required, according to provisions
of the First and Refunding Mortgage, to make semiannual
sinking fund payments on February | and August | of each
year for the retirement of the bonds of any series equal
to ~z of I's of the aggregate bonded indebtedness out-
standing on the preceding Novemier 30 and May 3L
respectively. Bonds of any senes may be used to sausfy
this requirement.

Sinking fund requirements due in 1979 for bonds
outstanding at December 31, 1978 amount to $35.000,000.
This amount, less treasury bonds of $29.052,000 plus
Senes M Bonds of $66.873,000 matuning on December 1.
1978 is included in current liabilites.

The combined aggregate amount of bonds maturing

and sumking fund requirements for the years 1979 through
1983, caiculatec cn the basis of bonds outstanding at
December 31, 1978, will amount to $101.973.000. $85.438,000.
$54.280,000, $246,115,000, and S101,815,000, respecuvely.

Taxes on income generally reflect amounts currently
payable with the exception of investment tax credits and

-adjustments to balancing accounts. Investment tax crecits

reduce federal income tax expense through the use cf a
five-year moving average. Costs of electric energy and
costs of gas sold are deductible on federal and state
Income tax returns in the year such costs are incurred and
revenues are taxable in the year they are billed to cus-
tomers. (See Note ).

The net unbilled amount inciuded in the balancing
accounts at December 31 1978 was approximately $88,000.000,
which will resuit in an additicnal tax payment of apprux-
mately $52,000,000 when billed.

The reasons for the differences between the reported
income tax expense and the amount computed by applying
the US. federal income tax rate of 48% to mcome before
taxes are as follows:

1978 1877
Percent Perceni
of Pretax of P v ax
Income Income
Computed provnision 48.0% 480%
Increases (reductions) resulting from
nvestment tax crecits [E 5] (58)
State rax on income 28 i8
Allowance for borrowed and equity
funds used dunng construction (13.2 (11.8)
Tax depreciation i1 excess of
book deprecianon “@.n 50
Other overhead construction costs 3.4 (38)
Repair allowance 3.3 24
Property taxes 3.0 2.1)
Property removal expenses (1.1 (14
Cther-net 2.2) 24)
Total 20.6% 18.3%

Income tax expense is'included in the financial statements
as follows:

1978 1977
The .sands
[ncluded in operafting exvenses

Tax on operating income $132,088 379.509

Amornzaion of deferred taxes on
Jefense iaciliues (2,945 .2.848)
Total 129,120 78584
Includec in other :ncome 24.772) 12047
Totai $5104,342 S84517

3l
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Electric Operations
Managers:
W.H. Steam Generation
W. A Flowers,
Hydro Generation
D. H Colwell
System Protection
T. R. Ferry, Commuaications
E. F Kaprielan, Pcwer Control
F. C. Buchholz. Transmission
and Distribution
J- N. Ylarraz, Substations

Gas Operations
*fanagers:

} Stoutamcre,

Gas Distnbution
P C Heumann, Sas Utilizaticn
L C. Odom,

Gas System Planning
F. ]. Parsons, Gas Control
C.] Tateosian,

Gas System Design
W.E. Ross,

Natural Gas Froduction
C. A Miller.

Mpeline Operations

Gas Supply
Managers:
E.G. Culp,
Contract Administration
D E. Fissell Exploratnon,
Pacific Region
J.KX A Harral Cas Resources
M Kunz, Gas Procurement
L. McLeod, Cas Purchase
J. L. Wroble, Exploration,
Rocky Mountain Region

LNG Companies
K. L C.Dorking, General

Manager

Coal Supply
]. C. Osmend. Manager

Engin

Chiefs:

G H. Aster, Design-Drafting

R. V. Betunger, Civil Engineer

W.R. Johnson,
Elecmcal Engineer

D. V. Kelly. Mechanical and
Nuclear Engineer

I . McCann,
Engineenng Services

G. V. Richards, Engineenng
Quality Controel

]. ©. Schuyler, Nuclear Preject
Engineer

cmm

Managers:
]. S. Cooper. Energy \
Conservation and Services
]. G. ONeill,
Customer Services
J. M. Stearns, Commercial

Gaysers Project

F. ? Wischow, Manager
In:eornal Auditing

E. C. Suess, Manager

Planning and Resecrch
Chiefs:

R.F. Cayot,
Engineenng Research
E. E. Hall. Siting Engineer
H. R Perry, Planning Engineer

Rates and Valuation

Managers:

SM ew, Economics and
Statistics :

H. E. Crowhurst, r, Valuation

LR Gardner.” =2

s

Cérporato Accounting
A W. Defoe, Disbursement

Accounting
H. W. Gleason, [ncome Tax
N. D. Hennings,
Plant Accounting
R. E. Paimer, Property Tax
E. M. Schroeder, Customer
Accounting

Law
M. H. Furbush, Associate
Ceneral Counsel

Assistant General Counsel:
C.T Van Deusen

P. A Crane, Jt

H |. LaPlante

R A Clarke

1. B.Gibson

A L Hillman

R Ohlbach

C.W. Thussell

Computer Systems and
Services

G. A. Maneatis, Manager

Stock Transfer
W. Roby, Manager

Insurance
W.P. Nocne, Manager

Treasurer
Managers:
W. M Cracknell, Credit and

G. E. Lavenng, Banking and
Mcney Management

Personnel and General
Services

Managers:

L ]. Abell Automotive and
Equpment

R H. Cunningham, Personnel
Relations

L W. Bonbright, Industrial
Relations

]. W. Page, Land
Genaeral Construction

Managers:

R S. Bain, Station Construction

L C.Beanland General
Construction Perscnnel

W. Funabiki, Gas Construction

R.F. Irons, General
Construction Services

W. M. Stubbiefield, Line
Construction

G. S. Bates, Civil-Hydro
Construction

Safety, Health and Claims
R W. White, Manager

Materials
R. P. Benton, Manager

Public Relations

Managers:

D. ]. Baxter, Public Information
R H Miller, Adverusing

R L Sawyier, Public Activities

Government Relations

G. A Blanc, Assistant ‘o the
President

R B. Dewey, Assistant 1o the
Chauman of the Boarad

K. ]. Diercks, Manager.
Governmental and
Public Affars

]. A Fraser, Executve
Representanve

DIVISION MANAGERS
Coast Valleys
F C. Marks, Salinas

Colgate

J. L. Kirkegaard, Marysville
De Sabla

R D. Mullikin, Chico

Drum
R E. Metzkar, Aubum

East Bay

G. F. Clifton, Jr. Oakland
Humboldt

R C. Atkans, Eureka

North Bay
R A Draeger, San Rafael

Sacramento
S. E. Howatt, Sacramento

San Francisco
J. A Fairchild, San Francisco

San Joaquin

G. N. Radford. Fresno
San Jose

V. H. Lind, San Jose

Shasta
R |. LaRue, Red Bluff

Stockton
C. R Martin, Stockton



Consuitant, Systron-Domner . (.

Corparaton
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Chamrman ¢! the Bcardand. ¥

« Chef Execntive Officeg,  *
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