% 26920 - e )

I

" Decieion W_.QS%

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA

. In the Matter of the ‘Appla.catn.on of » @L?ﬁ @ i Z/U
'THE RED RIVER LUMBER COMPANY, a
corperation in liquidation, "and PACIFIC Application
GAS -AND ELECTRIC. COMPANY, a corporatn.on, . " No. 26910
for an order authorizing the sale and
transfer of certain proverties,

m P. MATTHEW, SCOT? 'ELDER, MCCUTCHEXN, TROMAS, LATTHEY,
GRIFFITHS and GREENE, and DA.NA Co SVITH and CaJ»‘PBpLJ.. S":'LTH
& CAMPBELL, for Apolicant The Red River Lumber Co-ﬂpany. ‘

R. 7. DUVAL, for Applicant Pacific Gas and Zlectric Company,-
HII.LXER BRO"‘I» for California Pacific Utilitles Company

‘T, K. OLIVER, for Fruit Grov»crs Supply and Northern Counties
Utility Company.

ROWELL, COM/ISSIONER:

"CPINION

&y

In tl'u.s apphcation, ‘Pacific Gas and Electric Corpany seeks author-

ity to purchase certan.n electric promerties and rn.ghts from the Red Rwer Lumber
Compa.zv(z); 'l‘he latter 50ins in the application, although 11:5 elect.nc proper—
t‘ie's v_;rére‘ ;wver held to be devoted to- public utility use.

. ?acific has agreed to pay Red River 32,524,000 for all the properties
ahd right.;s. descr:ib‘:zd in the application. Of this sum, 793,332 represents that
port.:.on of the total consideration allocated to the acquisition of theose c:.;cctrlc

production, transm:.ss:x.on and dietribution i‘ac:.ln.t:.cs 1oca’c.«.d in the Vestwood area

(1) Pacific Gas and Electric Company and/or Yt. Shasta Power Corporation, its
subsidiary and predecessor in intcrest in the arca involved, w:z.ll hcrc:.naf‘hor
be referred to as Pacific, .

Red Rivcr Lumber Compahy will hore¢inafter be refe:rcd to as Red River.
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of Lassen County which were constructed by Red River nnd, until recently, used in
conjunction with its ludbering and =illing operations. ‘The remaining 32,730,168
to be paid by Pacifiec is-in.scttlement of cortain contract obligations incurred
in 1920, whén,Pacifif:,.then undertaicing the develepment of the Pit river and its
‘tributaries.as a.source of: hydroclectric-power, agreed with Red River to supply it
with power in exchange for.certain lands arnd rights.

The proposed zcquisition of the elcetric facilities-in the Yestwood ares
docs not require extensive discussion:in this ;opinion.‘ Tie have no doubt that -the
extension of Pacific's utility scrvice by means of thesc facilitics will afford
a more satisfactory service to-.those whe.herctofore have welied upen power susplied
by Red River. Pacific's proposal to alloeate $793,822 of thc total sum being paid
is a reflection of the estimated original cost of lande, rights and structurcs in
the Vestwood arca and does not give rise to .any particular prodlem in the cstabe-
listimont of proper capital rccords, However, dn order to explain just what Pacific
will now acquire 4n the way of properties and rigats in consideration of the addi-
tionzl payment of $1,730,168 for tic purposc of vxtingwishing 211 furthor oblige-
tions under the 1920 contract above referred to, a rather complete roview of the
purpose and terms of that agreement should b¢ set forth. |

Pacific obtained the Commission's authority to procecd with tac Pit river
hydroelectric develoémept by Decision No. 8212 issued Octeber 6, 1920, (18 C.R.C.
984). It then contemplated the construction of 2 serics of goncrating plants so 2s

to utilize the watorsheds of the Pit river, and of its tributarics, Fall river and

Hat creck. It undertook the acguisition of all nccessary rights to the usc of

thosc waters. The first plant to be constructed vas known as Foll River Plant

No. 1 (later termed Pit Yo, 1), thc operation of which required the diversion of
the waters of Fall river a distance of apnroximately 2} miles above the conflucnce
of that stream with the Pit rivem, As the Pit No. 1 plart was located about 6
miles below the confluence of- the two streams, there also resulted an imjap.imcnt

in the natural flow of the Pit river for that distance.. Red River then owned the
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beds and banks of about two-thirds of this total strean length. One section of

the Pit owned by Red RiVer»afro}ded a potential power éite capéble of‘develOpihg
approximately 40,000 kilowatts, Red River having Acénifed thése water rights some
~ years before for the purposé of‘déveldping'thé péﬁef'reéﬁireiénﬁshhé;ded for its
extensive lumbering and milling operations.

In Application Nov bhbk, ‘filed with the Ccmm:.sslon December 29 1920
Pacific sought the approval of a contract it had consummated wmth Red R;ver rela-
tive to its acquisition of all the latter's rights on the Pit and Fall rivers.
It vas declared that Red River was unw1lling to dlspose of those *1ghts excent
upon the basis of an exchange for an assured and permanent power sucnlj adequate
for its needs. Pacific, 'therefore, felt ‘compelled to aéfee‘to fhe execut;on of
an agreement under which it became obligated to conéfru&t 5& gts Séﬁ'eﬁpense’two
hydroelectric plants on Hat creek, which flows northimrd add'cén&eféeé‘witb ﬁﬂe
Pit at a poimt some distance below the Pit Foi 1 Plgnt, and tnege two plants were
to be deeded to Red River. However, they were £o be opera*ed and malntamncd by
Pacific as lessce, and Pacific becane obligated to supply flrm power as rqulred
by Red River to a maxtmum of 9500 h.p. The executicn of that contract vas author-
ized by the Commission in its Decision No. 11036 of Septe*ber 29, 1922.

In accordance with the terms of that 1920 ugreemert, Paclfzc, in 1922,
completed the construaction of those hydro planto known as Hat VQ. l and Hat No,- 2'
and deeded them to Red'River. The;r costs, as rscorded oy Paclfxc, includlng addl—
tions ;nd betterments to August 31, '19A), were vl,BOS,SBS for Hat No. "1 and
81,485,499 for Hat' Nos.2.+ In return, Pacific obtained an unencumoered tltle to
certain rights of way, fee land for Pit No.‘B‘projecﬁ,'and to all Red River's
ownership in bed and banks along tie Fall and Pit rivers. By 1925, Red River had
completed the construction of & transmission line from Hat No; L to Wbstﬁood,’
thereby making its power entitlement available for use at:its'”éstW6od mili iOver
the years, such entitlement has averaged fully 60% of’ the output of the two Hat

creek plants,. ,Pacific's obligation under that lease agreement is perpetual nly
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Red River having the right;'to terminatc the lease.. Red River could do so either

by paying Pacific the es'*t;..'imz;t.ed' depreciated’ reproduction cost of the two pla.ntS _,.
less $500,000, or by dccd.\.ng Bat No. 2 to Pacific and retaining Hat No, l. |
The record in Apphcata.on No. b4l of 1920 clearly reveals that Red

River refused to entert...m any prop051t:.on to dispose of its rights on the Pit
river for a cash cons:.deration. It insisted that the negot iamcn.s be fra.m\.d solely
on the bas:.s of an mcchange of those ‘rights for a-power. su‘.:ply. Accordingly the
parties themselves did not assign a part:.cxﬂar monetary .value to, the l...nds uﬂd
nghts which Pacific acquired. or could Pacific estimate the original cost or
‘those lands and rights las iong as Red River rctained titde to bot;h ‘1‘;hc Hat cfcek
plants and did not elect to exercisc its option to extinguizh the lease by dééding
one plant to Pac:.f:z.c and retzu.ning the other for its-ovnm use cxcluua.vely Un&cr
the agreement bcfore us for consideration today, Paecific w:.ll obtain titlc to
_both those plant,s ’ and will no longer be obligated to supply power to Hed River
exeept as an ordinary pﬁblicitiii‘ty"underte&dng The evidcnce convir;ccs us that
it will be d.:.s'ca.nctlj to thc intercst of Pacific and the public for J.t to con=-
summate such purchase agreemcnt, for the Fat creck . plants and r:.ghts are an in-
tcgral part of :.ts hydroelcctnc development and should be owned and opcratcd Yy
it oes propcrty mlly devoted to the publlc usc. ' Thercfore, thc only qucstion re-~
. maining 13 one of propcr accoun’c:.ng on Picific's books to reflect tho invcstment
. made in the vanous propert:.es nd ‘rights acquired from Red River under the agree-
zent of 1920 as well as that now submitted for. approval. |

T \a.‘cnessea fo. both Pacific¢ and Red River prusentud ""udies R bused on
various assumpt:.ona, to show the present value of ‘9500 h.p. of clectric mcrgy.
~They teatlficd that Pac:.f:.c wiould be justified in paying at least 32,000,000 for
' ,rglcasg of :1.ts obl:.gc.t:.ons %o dcl:.ver_ such 2 guantity of power. Pac;fa.c, there-
fore, asks thel éomxni:ssi;an‘té a‘c'ccpt its proposéd' assiznmnent ‘or 51 '%30,168 as an
appropriate cntry upon its books to record the . acquisition cost of the lands and

rights obtained under the 1920 contract: However, the proper treatment of the
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transaction for accounting purposes requires us to-determine the originé.l cost to

Pacific of those lands and rights, ratier than their present acquisition cost.

The original cost may.be estimated ‘5.{ no{ 1«\0’4&
'Ihere is ev:s.dence of record walch permits us to ‘estimate with reasonablo

accuracy the original cost of the Pit. river lands and’righta acqu:.red from Red
River. Pac:x.f:xc presented evideace .showing the actual cost of sz.:n:.lar adaacent
lands and rights on the Pit and. Fall rivers:acquired by it at apprommacezy the
same time. Bﬁsed upon the actual cost.of those similar lands and rights, thc
reasonable estimated historical cost of the production rights’ only would he not r
less jchaq $1,548,000. .This is exclusive of certain transmission ra.gpts of way )
dcedéd by Red River, the estimated original cost"og which is 5;3139 »168. We aré gf .
the opim.on, however, that the cost of similar’'lands and -rights should not be
accepted as the sole measure of the estimated original cost of the lands and nghts ﬂ
here :.nvolved We feel compelled to give consideration also to the actual cost in-
curred by Pac:.f;q in constructing Hat No. 1.plant in compliance with tne 1920
contract. By the terms of that contract, Red River could have elected to reta:.n;
Hat Né. l plant and deed Hat No. 2 plant to Pacific. :Had such option beeﬁ exer—
cisc&, it is. obvious that the cost to:Pacific of ‘constructing Hat No. 1 would have
been the measure of its investment in the lands and rights received from Red River.
The rccord shows that ‘the histo"ical cost of Hat No. 1 with additions and bcttcr—‘
ments ‘co August, 191;5, is 31,305,535, which sum i% not materidlly in' excess of the h
original cost at the time the plant was placed in operation. - There also wos placed
in evidcn;:e'the assumed cost of constructing production plants czpable of dclivei;-
ing 9500 h.p. -of firm power, as well as data upon which wc might estimate the
proport.ior‘xate part of the actual cost of the two Hat creck plants that, on the
basis of their actual output, can be considered as having been dévotcd'pi-imarily 'b
to the &elivery of such quantity of power. -

The Commission camnot accopt Pacific's request for authority to add to

its capital accounts the full sum of 31,730,168 as the-‘cost of acquisition covering




A 26910 - DMC .

t.hc lands and rlghts obtcined from Red River pursuant to the 1920 amemcnt. After
g:.v':.ng cons;derat:.on to all the facts of record bean.ng upon the costs incurrcd
dmng the two years succeedmg the exccution of that ...grccment, it :.s our con—u
clu..ion t.ha‘c. t.he amount of . "’l,a39,168 should be entered upon its books &3 thc
.estimat.cd origmal cost of those lands 2nd rights. The ch.fi‘orn.ncc of 3291.,
‘ rcpruscnts the coet of obta.:.n;ng the cancellation of its obl..g'xta.on to dol:.vor
rpower to Red R:.ver without charge. Because of ‘the bcncf::bs accru:.ng in tre futt..re
by reason of its discharge from that obligation, we belicve ‘that Pa c:.fa.c should be
permitted and directed to account for such difference 23 a charge to opera‘c.a.ons
over a period not to exceed three years. |

With rospect to thc sun of $793,832 which Pacific allocates o the ac~ h
quisitiorx of thosc structures, propertics, lands and rights of Red R:.vcr located
in the uestwood area, it asks that, $360,146 be entered upon its bﬂcks as the cost
of 1a.nds and r:.ghts s and $433,686.as the estimated depreci ated cost of thc struc-
tural propc.rtn.cs. Although we de not wholly concur’ in the rethods by w":ich tnc |
his'cor:.cal appran.sal oi‘ the structural properties and the estimate cf dcprcc:.ation’
were dera.ved we are of the cpinion that the above' amounts: roz sonably rwr\.sent
the estim...ted ongine.l cost of these propertics less: depreciation.

A !\I:.th.:ppe completion of thepresent sale, ‘Red River wi’ll ‘have "disposéd \
of all its electric facilities. - In Decisica Nou 37496 of Novemoer 22, 19Lk, the
Commi.l-,.sion authorized Northern Counties Utility: Compary to acquire from Red Ri\yrer.
those facilit:.es nccdcd for the rendition of clectric ‘sérvice'in ‘"estwood. Ré&‘
River now supplles the last named utility, as-well as Californis P..c:.flc Ut.:.ln.t:.cs
Company, at contmct rates. . Others.alse rely upon pewer i‘urm.s"i»d by Red °~in.:' |
some 'ruce...vmg sc.r'vicc ct fixed rotes and others without payment of 2ny cn':rgu..
Paca.f:.é oﬁ:crs to assune ll such outstanding contract znd service obliga'c.zor.s > and
to applj thc same chargcs as have been, made by Red River until :x.t. prcscnts for the

-

Commission's appreval o more appropriate scheduld of" rates.
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QBDER

‘A hezring having bveen had upon the above appli;ation,. the evidence con;-
sidered, and it being found byithe Commission that'the acquisition' from Red River
Lumber Company by Pacific Gas.and Electric Company 'of _thc prépert.ies and rights
specifically described in that agrecment attached to and madé a part of'the appli-é.-
cation.astxhibit."AT' of Exhibit: "7" is veazsonable and in the public interest, .
now therefore |

IT IS HEREBY ORDERED .35 follows::

" 1.. Red River Lumber Company may sell and transfor to- Pacific Gas and
Electric -Company and Pacific Gas and Elcetric. Company mey acquire the. propertics
described .in the agreement attached.to the application:as Exhibit "A" of ‘Exhibit
. .

2. Pacific Ges and:Electric Company shall render eléctric sexrvice in |
Lassen and Plumas Countiesr-by-.means of such acouircd‘facilities and normal addi--
tions made thereto, and shall :assume the servzce contracts and oolig,tlons of Red -
River Lumber Company specified in said agreement, and shall f:.le with the Com--
mission upon one day's notice.the necessary amendment of its rates, rules and
regulations to make such charges effective upon acquisition of 'said propertics.,

. 3. Pacific Cas: and Ei.ectri-c Coz.pany"smll account - for the acquisition
cost of $2,524,000 in the following manner: -

(a) By charging to account 320, Land and Land Rights, the sums

of $1,439,168 and §360,146 associzted with-the land and land rights

acquired under the agreement of August 27, 1920, and. under the cur-
rent negotiatiom;

(v) - By .charging %o the appropriste clectric plant accounts the
total sum of-§1,086;405 rcprcscnt:mg the estimaped: omg:mal cost of
the. structural .properties to be- a.courcd i‘rom Red River, and by -
crediting:to ascount. 250, Rescrve for.Deprecietion of Electric-Plant, .

the sum of $652,719; -




A 26910 - DMC ‘

(e¢) - By charging to account lhé, Other Deforred Debits, the - -
remaining $291,000; which $291,000 Pacific’ Gas and ‘Elcctric Company
may amortize on or before Janwary 1, 1949, by charges to account-:

TL0, Othc‘f' Expenses.

L. ‘Pacific Gas and Elcctric Company shall file with the Railroad Com- -
missiorl a copy of the accounting cntriés by which'it records on its books the ac~ .
quisition of said ‘propertics, such cntrios to‘bg’ filed within sixty (60) days .
after the vauisitzon of the proocrtios. :

5. 'Pacific Cas and Elecctric Company shall within sixty (60) -days' after
purchase of said propertics file with the Commission a copy of all deeds and in-.
strusents under which it acquired and holds title to sald propertics and rights. .

6. 'The action taken hercin shall not be construed to:be a finding of -
value for any purpose other than the procceding herein involved. .

| 7. "The effeetive date of this order is the dete horeof.: .:rhis' opinién .
and order 'is filed as the opinion and order of the Raiiroad Commission of the

State of California.

Dated étMA—UWA California, this 'M'zz_c-lay of

W o 1945, - %/

MW
Mm

.Commis sioncrs. .




