
BEFORE THE RAIlROtJ) CO!l.~SIor~ lJF THE ST~TE OF CALIFORNIA 

'" 
, , 

. In the 1!a.tter or, tlie 'Application of' .) 
, THE RED RIVER tTMSER C01.1> ~-Y, a ) @£kJD@DuW~! 
corporation in li<J,uidation) ·and PACIFIC ) 
GAS ,AND ELECTRIC., CO}~PJ!Y, 'a corporation, . ) 
£0;: an order' auth.orlZing' the sale' a,no. ) 
~t~r~==~f~er~o~f'~c~e~~~~_·n~p~ro~~~rt"~_·~~'~.~ ____________ ') 

Application 
'No. 26910 

AtUN 'P. !~';, SCOTT 'EtDSR, ~.~CCUTCHDJ, THOr.~, l:ATTHZ'i, 
GmFITF.s ano. GRSENE, and' DANA. C';' roTH, and CAbPBEtL, S}:;r,TH 
& CAMPBELl, for A?,licant The Red :~ver,L~er ,Co~~i7~ , 

R. 7:. Dv'VAL, for Applicant ?aci~ie Gas and Electric Cot:lpany .. 
, , , . 

HILLYER BRO~, for'California Pacif'ic utilities Com~. 

T. K. otrVER, tor Fruit Growers. Supply and Northern Counties 
Utility Company. 

ROWELL, "COW.~SSIONER: 

, ,Q,l: I ~ 1 .Q li 

'I~ this' application, 'Pacific G\:l.s and Electric Cocpany(l) sceks author-
',I· • l" 

ity to purchase ce~ain eiectric pro~erties ~no. rights from the Red River Lumber 

~o~(2). The 'ratter joins in thc' apPlica:tion~ although i~S electn:c pro~r-
. . ,- .,. , . 

ties were 'never h~ld to be 'devoted'to'pu'olic utility use. 

Pacific has agreed to pay Red'River $2,5~,OOO for all the properties 
, . 

and. right:s deserib~d in the application. Of t~s SU.'n, $793,832 rel'::-esents that 

portion of the total consideration allocated to the acquiSition of those olectric 

production, transmission and dietribution facilitios located in the ~·iest ..... 'OO<i area 

, (1)' Pacl.fie Cas and EleCtric Company and/or Mt. Shasta Power Corporation, its 
subsidiar.y and predecessor in' i~tercst in the area. involved, ~ill heroinaftor 
'00 referred to as Paci.tic,. ' .. . 

(2) Red River Lumber Cor.lpany will horcinafier be referred to as Red River. 
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or Laszen County .which .wc:-o ~.;lstrueted. by, Rod .. River ~, until' recently, .used in 

conjunction with its l~ering.·llnd ::i~ opcr~tionz.· Th~ rem.Uning ~l~ 730,,268 
I I ' • 

to be paid 'oj Pacific is· in.· scttle:::lont or cortnin contract obl.igntions incurred . . 
in 19~, when, Pp.cif'ic, then undcrtaldng tho.development of tho Pit river and i~ 

.tributnries,az a.so~ce of· hydroelectric-power, ~grood \ilth Red ~ver to supply'it 

with power:in exchange for. -certain la.."lds .md right., • 

. 'the proposed acquisition of. the. electric ',f:.cilitics -in the ~~cstwood :::.rc"~ 

docs n<?t require extensive CisCt;s:sion ,in thi~ .opinio::.. '."70 rl3.vc·no doubt t:'la'lt,the 

ex\:.(!nsion of Pacific f s utility serv:icl:;: bY' !":lO':""'.S of these 1"~cilitic3' will ~rtord. 

.3. more satisfactory service to ·thoso 'l'me .heretofore ho.vc ..relied upon power su?!>li~ 

by Rod River.. Pacific f:S proposal to D.llo'Cr;1.te $793,,832 of tnc totnl s urn :b.zing -p.-iid 

is a renection of the estim:lted origir..:J. cost at 1:...."de, .rights Md structures 'in 

the. ~'lostwood area and. doc., r;ot give me to ·:lnY partieularproblom in the cst."l.b-

lishmont o£pro,PCt' Ctl.pit~l records.. Ho,,:evor, in ord.cr to c:.'Xpl::dn ju.st wh~t P.:cl!ic 

will nQw :l(:quiro inthc ~~y or prorx:rt.ies :-.!'ld ri;;:'l.ts i.1'1 ,consiclcr;!·tion or th\l ~ddi-
• ., " I' .; • 

tion.:..1 po.ymcn.t 01' $1,,730,168 for th~ PU%?ose of ~xtinguishing :lll f.'urthe'r o::'li·gz.-
• . '·f 

tions ~der tho 1920 contr~ct :l.OoVC referred to, :l ro.t'her eomploto rcv:tcw'Of tho 

purpose ~d. t~rm.s of .t.hat .o.gx'CCQor.t snoulc. be set forth.. 

P~ei!ic 'obta~ed the Commis~ion's ~uthority to proceed with t~e Pit river 

hydr.ocloetric developm'::llt by Decision No. 8.2l2 issu(.>d october 6, 1920', (18 C.R .. C. 
.' I·'· # 

984). It then contempl~tedthc co~truction of ~ series or gcncr~tlng p~ts so ~a . . 
to uti~izc tho w;atorshods of the. Pit river, Md of its tribut~ries, Fall river ~d 

Hat crook. It und.crtook the Zlcquisi tion or {loll ncecsso.r.{ rights to th¢ usc 01' 

t~.o~c w:lters,,: 'th.c first plo.nt to 'oe eor.structed was knorm. noS Fcll Ri-:cr Pl~nt 

No. 1 (l~tcr termed· Pit No .. 1), tl·.~ opcr~tior.. of which. required the diversion of 
to .•• ~ 

tho wntcrs of Fll~ river ~ di:tru:.cc or ."l.I",roxir.'..ltclj 2; m:Uc::r above the confluence 

or thn~ st~C:!m with the Pit rive~. As the.: Pit No .. 1 pl.'\r.:t '~s loe-':'.tcd .o.oout 6 

miles below t.hc confluence o£.- tno two strc:'!.~,) there: also resulted. o.n imptimcnt 
I - ,\, , 

in the natural now or th~ Pit river for tMt. di-st:mce.. Rod Ytivcr then owned the 
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,beds and banks of about two:"t~rds or this total streaallength. On~ section or . , 
the Pit owned by Red River ,afforded a potential power site capable or developing 

approx!.Jnatel:r40, OOO, kilowatts 1 Red. River l'l6.ving :l.cqlJired th'ese water rights some 
, ..". . • . . • • . : ~ \ . I.. .,' 

years before for the purpose of' developing the power requirements needed !or its 
. . 

extensive lumbering 'azxi milling'operations. 

In Application !-1~' 6444, !il~ with the 'Co~:s~l.on December 29, 1920, , 

Pacific sought the approval of a ccntr~ct it had'eons~ted \~th Red'River rela-. , 

tive to its,acquisition of all the latter's' rights on'the Pit and F~ riv~~s. 
. ., . . 

It was ,declared that Red ?iver was' unwilling to dispose of those rishts except 
'.j', . . ,~..". ,.. '. 

upon the basis or an exchange!or an ass~ed ;md p'eroancnt power supply adequate 
, " .• i.. ' 

!~r its needs. Pacific, ~thererore, felt 'compelled to agree to the execution of 
• • ' ~, 1 ." ,I ~ 

an .lgreement under, which 1:t became obligated 'toconstruet at its own ~"Pense two 
.' . ; . 

hydroelectric pl..o.nts 'on iHat c:'reeklwhich flov:s north,:rerG Md converges with the 

Pit at a point some distance below t.he Pit r:o; 1 Plant~ and. these two p~ts "/ere 

to b¢deeded to Red River. How~ver; they were to b~ oPe~ated and maint~L~cd by 
, ., 

.. ' \, ',. . ,.' 
Pacific as lessee,. and Pacific became oblig.lted to supply tim power as ,required 

by Red River to Cl ClaXiJmlm of 9500 h.;p. The execution or that contract ~s 1luthor-

iz.ed by:, the Commission in i'ts Decision No'.' 11036' of Septe:b,e~ 29_' 1922. 
" 

In, accordance with the terms or that 1920 D..?eec:ent, P~cific, in 1922" 
• I . '. \. ~ 

completed the constrllction or: those hydro plant~ known a~ Hat NQ~' 1 and HIlt No,_' 2" 
, . 

.lnd deeded. them'to ,Red 'River. Their costs, as' Ncorded 'by' pacific~' idciu~ addi-
. . 

tions and betterments to August .3l, '194'5~ 'were $1;.305" 5.35 for Hat r!o .. 1 and 

$1,485, 499 ,for &t, No.'. 2 •• In retUrn~ Paci!ic 'obt;:lined 'an unenculnbe~ed title to 

cert.ain right:! or way; fce land for Pit ~~o. '.3 'project,' ~~ 'to all Roo '~ve~':s 
. ~. 

owner~p in bed ~d banks alone tne Ftlll' 3.."\d Pit rivers. By 192;, Red River .had 

completed the construction or Co transrnis~ion line frOm Hat No. 1 to Westwood, 
". .. 

th~reby maldng its power enti'tl:ement' .:lvail,,"ole for use at' its ~estwood mill .. 'Over 
.' .\ 

the years " such entitlement has averaged fully 60%' or'the output of the two H.3.t 

creek plants.". Paci!ic' s obligation under that lease 1lgre~ent is peX-petual, orily 
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Red. River having, th~ right to termiri.o::c· the lease •. R¢d. River, c~uld. do so either 

by }XLying Pacific the e.si~t:ed depreciat·~d.' reproduction cost of, tb:e two pl:mt~.f 
, . 

less $500,000, or by deeding nat No: 2 to Pncii'ic:- nnd retD.Wng Hat No.1. 
J 

The re~ord. in Application No. 6444 of 1920 cleD.rly ~eveals that Red 
. -,' , . 

R1ve~ r.ei'uscd t~ entert.:i~ any proposition to dispose of its rights on the Pit 
• ", I 

river fora CAsh considero.tion. It insisted tho.t the c.egot~tions .'be fro.med solely 

on the basis of ~n exchange of those 'rights 'for 0. -power. supply. Accordinglj'" the . ~ . '" 
'.' , . : # 

p~rtie~ ,themselves did not as!ign o.particular·z:.onetary.value to. the l~ds ~nct . , . 

rights which Pacific acquired. Nor could Po.cific ostima.t~ ,the. origincl cost of 
, , 

those lands and rights o.s lot'lg as Red River retained title to both tho Hat creek . . . 

plants. o.nd did. not elect to exe~cisc' itz option to' extinguish the ~e.:se by deeding 
, . . . 

,0 •• 

one plo.nt to Pacifi c M.d retaining tho' other for its· ov.'n use .cxclusi vely. Under 
, , '. . . 

the agreement before u.s for consideration today" PAcific wi~ obtaintitlc to 
. , . 

. ,both those plants, end will no longer be o'bligo.ted to, su,pl; power to Red !liver .. , , , 

.axeept 0.5 an ordinary public ~tiiity" unc.crt.lk:i.ng. Thi.> evidence convinces u.s that 
.' . ' 

it will be distinctly to the interest of' Pacific l:.."1d the publi~ for .it to con-
• • : .' f \ • ill 

summat~ such purchase agreement,' fo~ the ¥.at creck . plants .::lnd rights .::lrc <),,"1 in-

tegral pa.rt of its hydroeicctrlc development and should be ownod' and opcro.tcd by 
. \, '. .' ,'. 

it as property fully devoted" to tho' 'public usc. Therefore" the only quostion re-
" . , . . . 

m.lining is one or proper .lccounting on p:rcific r:s books to, rcnoct tho investment 
, ~ . . : 

made' in the various" properties' .. ind 'rights acqW.red from Red. Ri v~r un~cr the agrec-
• t' 't "', ment of 1920" as well as that now submitted for o.pp;roru. 

t '. t \ 

. , ,~itnesse~ for both Pacific .ind Red 'River presented stu~e~" b~sed on 

v~~ous assumptions, to shoVl the 'present value of(9SQO h.p. 0:£ electric c!l.ergy. 
. '. , .. " . . ' .. 

They testified that Pacific would be justified in ~ying at least ~2"OOO,000 for 
, . .' ··f 

j ,. 

release ~f its obligations to deliver. ::ouch' ,:' Ci.u:l!ltity or power. PacifiC" therc-, , 
", . . 

ro~e" ask~ the Commi~~ion to o.cecpt its proposed' aS5ie~ent'or $1,730,l68 as an . . . , . ,'" * 
Il.ppx:oprillte entry upon it:! books to record the ,acquisit~on cost of t,hc lands and 

rights obt3.ined l.l."1der the 1920 contract; However, the proper treatment of the 
, , , 
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." I. 

transaction for accounting purposes -requires us to 'deteroine the original cost to 
.' ... , . 

Pacific of those lands, 'and rights, rat~1er -than their present acquisition cost~ . 
, .' 

The original cost may, be estimat.ea i~ net ·,knoW. ' .,,' . 

, ", 
accl.U'acy the ,0.t?-g.i~l. c:o~t c£ the Pit. river lands' ana -right:l acqUired !rom Red 

ru. ver. Pacific, presented evide:lce, showing the. a.ctual cost' of simiiar adjacent: . 
lands and rights. on the Pit and Fall rivers' acquired 'oyit at approximately the 

" . 
same time. Based. upon the act:.w.l C:O.5t. of those similar lands :):nd riShts; the 

reasonab~e estimated historical C03t of the production rig."lts" only would be not' 
,I • ,,' ,_ 

less than $1,;48,000. , This is exclusive of cerUlin tranSmission rights o! 'viay 
- , ' 

d.eed.ed 'by Red River, the, estimated cri!)inc.l costoi' "Jlhich i~ :~139,l6S'. We are or . , 

the opinion, howeyer, t~t the cost of simi1ar'lands and 'rights should not be 

accepted .:l.S the sole me~s~e of the estimated' origi.llal' cost or the' lands' ind rig.."lt.; 
.' '. .' . 

here involved. We teel compelled to- gi. ve' consideration 3.lso 'to thea'ctMl 'cost in-
. . 

curre~ ~~ Paci1'i~ ,in constructing -r{.lt No. 1 .plant in compliance- With' 'the 1920 
, . . 

contra~t. By the ~?rms of that contr-ct, Red Rivereow.d' have elected to' retain 

Hat No. 1 plant and deed Hat No ... 2 plant, to Pacil'ie. ; Had suCh option been exer-

ci3cd., it is obvious that the cost too, Pacii'ic of' 'cerustruetin,e' Hat No.1 -..:ow.d have 

oeen tho mea~ure 01' it~ investment in,the lands and right$ received 'from Rod River • 
• ! 

The record shows that ,the historical costo! Hat !~o. 1 with additions ~d bcttcr- . 
" .. . , 

ments to Augu~, 1945, is ~,305,535" which $1.ltl. i'3 not matcriall..~'~'·:cxcess of th~' 
, 

original c~st at the time t~1e pla."1t. v.-:;I.S pJ.acedin ·oper.:ltion •. There ::I.1so 'wns placed 

in evidence,the a~sumed cost or cor.structir~ pr¢duetion plant$ c~pablc or'deliver-

ing 9500 h.p_ -of firm power, as well as data upon which ~ might estiln.:l.te the 
- .. 

proportionate part of :the actUoll, cost ~f the twO·Hat creek 'plants that, on the 

basis of their actual output" ~ be co~fdercd' as ha.'\ri."\g boen dovoted' primarily 

to the delivery' ~f such quaz'?ti~y of ,power. ' 

The Co~ssi~n ca~ot accept P~cifi~'s request for authority to add to . ' , 

its capital ~pCO\U'lts the .full. sum o.f: ~l" 730,l68 ~~ the, 'eo5t or acquisition covering' 
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, ' 

the lands ~nd right~ obt~in~~ ·£rom ~cd River purs~,nt to the 1920 a~cmont~ After ... ~ . . .' 

giving consideration to all the £:ct& of r~cord·bcaring upon'th~ costs i~eurrcd 
.,. .. ... \ " 

during the two years succe.edins the. exocution of' th:lt ~groemQnt, it. is o~ con-
~ . '. . . ~ ~ . 

elusion that the ac~~t o!.$~,439,168should'be entered upon its books as the 

c~timat~' Origi.~ cost. of :thos~ lands .:nd rights~' The cJirforoncc of :$291~OOO 
. " 

• I ., 

". . 
. rcprusonts the coat of obtaining tht: eancolla.tion 'or its obllg:ltion to deliver 

~ . ~\. , . , 
'., . ' , • I' ! \.. • • 

power to Red River "Nithout. chArge. Boc."luSC of 'the benefits accruing' in tr.e futuro 
" . . . 

by' reason of its disCMrg~ from that, obliso.tion, we believe ·th."t P<!.cifie .should be 
, . 

permitted. .:ln~ directed to <'lccount for such dir!e~nce ~s a ch .. :;.rgc to' operations 

over 0. p¢ri~ not to exceed. th.ree :rc~rs. . 
. . 

"'ith rospoct ~o the sum IJ! $793,7832 lft'..±:hP.::.ciric alloc~tcs to the Coc-
,. . 

, 
in the Westwood <'lrca, it asks th.-~t. 3360,146 be cnt~rcd' uPon its bocks IlS tho cost 

of lands and rights, ~d ~33,686,ns the'estimated dc?rcci~tcd\cost of the struc-
~ • • III " • 

. , 

tur.ll propertiC'S. Although we de not wholly concur'in thc:r.ethods by wl"'.ich the 
... . '" , 

" .' 

historical .. ap:praisal ~f the ,structur:.ll propt;:rt±es :::.nd the cstl.nl.'\to of ,depreciation 

were derivc:d" we aro of the: opinion th.-'1t the ,'\bove' amounts,rc:!3ono.bly repr<.:scnt 

the estimated original cost ,of these pro~rtic5 lcss;de~reeiation. 
. . 

'I' '. .. " 

,'~i.th.thc completion ot,the"prcsent sSole, 'RCa River will have dispos~d 
.~. " . 

, 
of all its t:lectric .facilities. '.In Decision No., 37498 'of' November' 22, 1944, th\: . , . ., I . , , 

Commi;sion a~thorized. Nor1:-hf;;rn Co).Ult~e:5 Utility' Camp,u.y to ac'quire' from Rod. .Rivor ., '". . 
. .. . ., '~ ... 

those facilitieS': needed ~or .,the rendition of electric '·serV5.ce l in' ~!cst~od., Rcd 
~ .' 'J .. 

, . . 
_River now supplies the last Il3med ,utility, . ~ '''!cll ::1.5· c'liiro'rns.:i 'P~cific Utilities 

• • /. • ~ ~ ~. ..: • • I ' .' " • 

Company, llt contr(let ~tos •. Other:$· ... D.lso rely upon power- t~:rnishcd 'by Red P..iver" 
, " .' . , , 

".' " • ~ .. j • • • 

some Tccei Ving ~crvicc ct i'ixe.d ~tes ~,ne. others without' payment of any ci'l..'lo.rg..::. 
,.. f. I,. 

. , ' .. 
\. '. ',' . to apply the s.lme .'Ch.3rgc~ ::I..~. M.VC, beon, ~d:c by Red Ri vcr until it presents for the 

Commiszion' 5 aypro:val ~ Clore ~pp;,:~priate schedulo of" r:itQ~i. ' 

., .. 
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A hearing having been 'had upon the above ~pplication). the evidence eon-

sidered) and it being roun~ by~the Commission ~~t-the acquisition' from Red River 

.t: Lumber Company by Pacific, .Ga:$.and Electric Company '01' the propertie.; and rights 

speci1'ieally'described in that agreement· ~t~ehed to and made a part o1'-the appll..;.· 

-eation' as . Exhibit . "A!' 01' Exhibit· ''7" is Tea:sonatile and in the public interest, . 

now- there1'ore 

IT IS "HEREBY ORDERED .as 1'ollo~:' 
i 

. 1 •. Red 'River . Lumber Compo.n:r my sell .lnd transfer to· Paci1'ic Gas and 

Electric ,Company and Pacific Gas nnd Electric, Comp;l.nY maY' acquire the. properties 

des crib cd. in tho agreement attached.. to tho Ilppllcation' a.s Exhibit '''A'' 01' ·Exhibit· 

"7" •. 
2.- P~.ci1'ic ~s and.: E1ectricCor:lpaIly shall render electric service in 

tassen and P11llXla5 Counties -by-.means 01' such acquired 1'acilities and -normal addi- . 

ti.01'l.5 mde thereto) and shall :,assume the servi'ce contracts ruld ob1ig~tion.s 01' Red ' 

River Lumber Company speCi1'ied in se.id ngrce~cnt" :lncl( zh<ul rile with tho COin-' 

mission upon one d.lY's notice.the nccess:l.ry amendment of it3r~tes) rules an~ 

reguhtionsto make such charges ei'i'ccti vc upon acquisition or' said. properties., 

. ,. Pacific Cas: and; Elcctri'c COl:.pc.ny' 'sh..'\ll account, ror the tlcq,uisition 

cost 01' $2,524,000' in the following 'manner: . 

(a). By ~rging to ~ecount 320)' rl.'!nd :-.nd L:\nd Rights) tho sum.:> 

of $1)4:3.9)168 ::.nd -$360,111.46 !.ssocir..ted with,thc-l<lnd <lnd'lc.nd rights 

acquired ·und.er the agrocm~r.t or 'Au~t 27) 1920; Md"under the ,CUT-

rent negotiatio~i 

(b) . By Ichnrging' :t.otho ~pproprio.t¢ olc:ctric' plant t\.ccounts the 

tot<ll sum. or.:$1)OS6';405 rcpresc."lt~ the' cstim;ted'original cost or . ~' . 
the, :structural .proporti..::s to be ,o.cq1rl.rcd· 'from' Rod. River) .:md 'by' 

crediting~to ~=-count: 250, Reservo for . Depreciation of Electric ·PJ... ... nt) . 

the, sum or $652)73..9 j • 
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(c) 'By'ehargtng to account 146" Othor Dcrorre~'Dcbits, the' . 

rernairo.ne $291,000; which "$291,000 Pacific' Ca~ ilnd 'Electric Company , 

may amortiz() on' or oefore Januar.rl, 1949, 'by charges to aeCOllnt '. : 

740, Othe,r Expenses, 

4. 'Pacific Gas and Electric CO:lp3.!lY'· shall rile with the Railroad' Com- • 

mission a copy of the account'ing ontries by Which' it records' on it,,' books tho ac-

quisi tion or said: properties 1 "uch entrios to' be tiled within sixty (60) days 

aft or the acquisition of the 'propertio:S. 

5 •. Pacific' Ca" and Electric Compa.n;y' sOOll within sixty' (60) ,·days af'ter 

purChaSO or said propcrtio~ rile 'with the Commission a copy or all dccc:i.s .and in-' , 

strumcnt,,' under which it ~cqUir(ojd ~d holds title" to said properties and ,rights. . 

6 •. The action 'taken herein :sball not be constrJ.ed to: oe a finding of. " 

value tor any purposo othor than the procoeding'horoin L~volved •. 

7. 'The! eft~cti vc date ot this order i~" the d::ltc' hereot.: . This' opini~n 

and order 'is filed as tne opL~on and order of the Rdilroad Comois~ion of the 

Stato' of California. . 

Datcda~ 
~1.1945.· 


