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TAE STATE OF CALIFORNIA

o
")

BEFORE TEE PUBLIC UTILITIES CONuISEIO

In the Matter of the Application of
PACIFIC CAS AND SLECIZIC COMPANY and
WESTERN CANAL COMPANY for an order
authorizing the saidé Canzal Cormpany to
grant and convey to salic Pacific
Company all right end title to its
oroperties; authorizing applicants to
éxecute a mutual release of purported
obligations; suthorizing said Pacific
Conpany to assume and discharge all
1iebilities and obligations of said
Canal Company, to record said srant
ané conveyance on its booxks as

herein requested, and te maxe the
tariff scnedules filing herein
mentioned. _

Application
No. 28922
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Robert H. Gerdes, R. W. LuVa) and Frederick I. Searls,
for applicants.

QPIXLION

Pacific Gas and Electric Company, hereinafter sometimes
referred to as Pacific Company, and Western Canal Company, herein-
after sometimes referred to as Canal Company, ask the Commission

to make 1ts decislion:

1. Oranting and conferring woon the Canzl Company all
necessary nermission and authority to transfer to the Pacific
Conmpany all of its risht wnd title to its properties snd assets
of every xind;

2. Granting end conferring upon the Canal Company anc
the Pacific Company ail nccescary verzission and authority to

enter into an agreement relcusing esch other from any purported
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obligation under the agreements referred to in. paragrapsn X of
the application; |

3. Granting aad conferring upon the Pacilic Company
all necessary permission and authority to acknowledge as 1ts own
and expressly assume all obligations and liabilitles of tae Cansl
Company ané to record suid transfer of title from the Canal
Company upor: the books of the Pacific Company as requested In
paragraph XIV of the application;

L. Declzring taat tae Canzl Company concurrently with
the transfer of azll right and title to 1te properties‘tO'the
Pacilic Company, is relieved of the duties znd fuactions of a
public utility water corpcration, and

5. Authorizing the Pacific Company, upon completion of
the aforementioned transfor of title, to withdruw and cancel all
filed and effective water tariff schnecules of the Canal Cbmpany,

and to refile the same in the neme of the Pacific Compiny.

Western Canal Compuny was incorporated under the laws
of California cn Janwery 30, 1915, with an autkorized stock issu
of $200,000, divided into 200,000 shares of the par value of $1
each. At the time of its organization, thc management of the
Canal Company procecded on the theory that it was a mutual water
coanany. Subscriptions for teﬁ shares of its capitul stock wer
made by cach of its five incorsorators and first members of its
Boaréd of Directors, and were naid Jor in full. These 50 shares of
stock are now held in the name of the present circctors of the
Canal Company for the sole benefit of the Pacifié Company. Sub-
sequent to the lssue of the 50 sharcs of stock, the Ce anal Compuny

parported to issue stock as Jollows:
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1. To persons c¢claiming rignts or
interc¢sts in partially con-
structed canal conveyed to the
Canal Company , 4,175 shures

. 2. To the Bankers Trust Company as
trustee of Great Western Power
Company ‘ 194,950 shares

Total: 1 125 shares

Pursuant to the authority contaired in Deci°ion No.
6291, dated April 26, 1919, (16 CRC 712) Great Western Power
Company transferred all of its assets including its interest in
the 194,950 shores of Canal Cozpony stock, to Greut Western Pover
Compary of California. The latter cssamed all of the obligations
of the former. Prior to 1631 Creat Western Power Company of
California transferred 20,888 cheres of stock of the Canal Conm-
pany to land-ovming water users wio entered into water service

contracts wita the Canal Compar ny.

In Deedsion No. 24221, duted Lecember 21, 193%L, in
Cases No. 2847 and No. 2858 (236 CaC 895) the Commission found'

"From the entire evideace‘presented concerning the
water operations of these defendeats, it must be found thet
the Great Western Power Company of Californiz holés its
vroperty and water rights subject to the nublic use for
irrlgation and domestic purposes, and tazt this defendant
is primarily responsible for the continuunce of that
public service. Thne Vestern Canal Company is not & mutual
WaleT SOMRANY &f d¢iined in the ket for Regulation “of Vater

Comparies, and, doubtless, were it standing alene, would not
be exemptnd from the Commission's regulation. It is vested

with the legal title To a canal system, & part of walch was
from the beginning 1apressed with the public use. Eut the
faet cannot be overlooiked that It is '.'.hol.‘.y & ecreation of
the Power Cozmpany, and a device by waieh the latter has
sought to escape its publie DDll ;ation. The Caral Company
owns no water rignhts, and witbout these lts pablic utility
function must be limited to & wmere water transporting
agency. But even Zn this recpect, it is only & corporate
fiction. Its title to tac cunzl system is only & nominal
title. The original purchuse pr*Cu, as_secn above, wes peld
by the Power Company, and «ll zdditions’ thereto nave been




422922 @4 1 | ®

made by the latter. The Power Conmpuny nolds all water

rights, not only thosc¢ nurchased from the old Feather

River Company, but others acquired in pirt bty the exercise

of the right of eminent domain, and necessarily, therc-

fore, devoted to the pubiic use. Ioreover, the water

service actually rendered during the past fifteen years

must be deemed to have been rendered by the Power Conpany

alone, by reason of its complete domination ané control

over the property and affazirs of its subsidiary corporation.”

Subsequert to this decisicn, persons who held or who had

contracts tc parchase stock of the Canal Company filed actions in
the Superior Court against Creat Western Power Company of Celi-
forria and the Canal Compuny for recovery of the zmourts puid by
ther for such stock on the ground, among others, that the stock
was invalidly issuved. The court rendered a judgement in favor of
the plaintiffs. This judgement wus affirmed by the District

Court ¢f Appeals.

Pursuant to the cuthority granted by Decision No.
28517, dated January 20, 1936, (39 CAC 522) Great Western Power
Company of California transferred all of its properties and
assets to the Pacific Company, inciuding its interest in 174,062
shares of Canal Company stecxk whica it then reld. The Pacific
Compeny assumed all obligotlons of Great Western Power Cémpany of
California, including among such obligations those arising from
or through 1ts relation to tne Concl Compiny. Subsequently
Pac¢ific Company settled wrd naid all claims arising ocut of the
issue of the Canal Compuny sStock, with tue exception of 88 shares
ocutstanding in themrme of the First NationaivBank of Chico. 2nis
bank,bécame insolvent and has been ligquidated. To date the
Pacific Company has not been able to find the owners.or holders
of cald 28 shares of stock. The Pacific Company has assuméd‘any‘

obligation arising out of the 88 saares. Except for the 88
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shares, the Pacific Company is the owner of all the outstanding

shares ¢f stock of the Canal Company.

The agreements referred to in varagraph X of applicants!
petition ﬁad as their objective tne setting up of the Canal Com-
pany. Copies of such agreezents have een filed zs Zxhibits
"6"; myn o ngn and "9n, Counsel ror applicants, ufter reviewing
the provisions ol the agrecments and calling attention to the
effect of tals Commission's Decision No. 24321 und the decision

£ the Districet Court of Appeals, sald:

“The situztion in which we find ourselves can simply
be summed up by saving that the original plen for setting
up the Western Canal Company completely miscarried, the
transaction dié not have the intended legal effect, and in
our opinion the four contracts which were the basis of the
setting up of the Canal Company must be regarded 3s invalid
and ineffective and create no oblizations or liabilities on
the part of tne parties. It 1s our opinion that the Pacific
Gas and Electric Company is erntitled to recover title to the
propertics for which 1t paid; that the canal systen was ex-
tended and enlarged apparcntly under taat contract, tut in
view of the failure of that contrect, the Pacific Gas aad
Electric Company is entitled to recover what it and its
predecessors haa paid for it, and also to an accounting for
the earnings and procecds from the provnerties for whica it
had paid, and corrcspondingly, oblilgations which were under-
taken or incurred in tne name of Westera Canul Company shouald
be actually perforncd by the Pacific Gus and tlectric Com-
pany, either on its own behalf or as the successor of the
two Great Western compunies. -

"Tne present proceeding 1s reclly one to secure
authorizatlon for the nceessary formalities to clear up the
ambiguous situation waich has resulted from the failure of
tnese transactions to have the intended legal coflcet as far
2s the V%estern Canal Company is concerncd.™

It is of record that 2 small portion of thc cznal

properties was partially constructed by nredecessors of the Canal
Company and conveyed to the Canal Company in return for the pay-

ment by Great Western Power Company of $30,923.14 and the issue
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of 4,175 shares of stock of the Canal Company. The remainder of
he}Canal Company properties cnd eéquipment wes acqgired and con-
structed by Great Western Power Company, Great Wesfern Power
Compeny of California and the Pacific Company at & reported net
cost of $944,291.?3. The sum of the two amounts aggregates
$975,214.87, which the Canal Company reports as the cost of its
plant, prooerties ané equipment as of Decembder 31, 1946. Tnis.
sum is exclusive of $50 charged to organilzation expense for the
services of the five originai dlirectors of the Canal Company and
for which the original 50 chares of stock were issued to said

Canal Company.

Tn Exhibit "14", zpplicants report the Canal Company?s
1946 operating revenues at £L61,091.38 and expenses of maintenance
and soeration at £87,475.16, leaving net revenﬁe of $73,616.72.
Applicants' petition shows thot oll operating and maintenance
expences of and taxes on the Canal Company and its properties
from the time of its incepilon huve been vorne by Great western
‘Powcr Company, Great Western Power Company of Caulifernia or the
Pacific Company, ané that said companies have received éll
reveﬁuos from the sale of water from the Canal Company’S«system.
It further shows that the Canzl Company nas never nad any
employees or payroll, and ti il of the watcr business nas vedn
cdnd@cted by Greut Western Power Company, Great Western Power

Company of California or tiae Pacific Company.

The investment of the Pacific Company in the Canal
Company is, as of May 31, 1947, reported at $%02,96%.21. Uhe

derivation of this smount is shown in Exhibit "l3", and generally

spealing, it consists of the amount at whick the Canzl Company
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stock owned by Great Weétern Power Company of California at the
time that company's properties werc transferrec to the Pacific
Company, was carried on the books of Great Western, plus the net
cost of zdditions and betterments to the canal system made by the
Pacific Cdmpany from 1936 to 1946, inclusivé,‘plus the cost of
settling litigaztion and claims arising out ol the issue of the
Canal Company stock. ne Pacific Company proposes to record the
Canal Company pronerties on its books oS follows:

To tangible plant and Jixed c¢apital

accounts £935,747.95

“To intangitle plunt ané fixad capital:

Organization 39,466.92
Sub-total 975,214.87
To depreciation reserve account 72,245.66

Net cost of nropertics 560 £9.2

The amount which the Pacifie Company propoSes‘to credit
to the deprceeiation reserve iz the dificrence between the reported
investment in the Canal Company properties »y tae Pacific"Cpmpahy
and the amohnt at which the Canal Compuny properties were carried
on that éompaﬁy's books on Secomber 31, 1946. Through the yeafs
the Canal Company acerued no depreciation on 1ts properties.
Pacific Company should prepure und file witzn the Commission a
statenent shoﬁing'the estimated accrued dedreciation in the Canal
Company propertics, caleculated on a 5% sinkxing fund basis. The
cistribution of the purcaase price to primary fixed czpitul and

other accounts will be the subjeet mutter of a suppiemental order.

Tae transfer of the Canal Cozpuny properties to the

Pacilic Compeny we find is in the pudlis intercst. Henceforth
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the Pacific Company will remder public utility water service
therefrom in 1ts own name. The transfer will maxe possidble tne
unification and simplification of accounting and the preparation

and filing of reports.
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The Cemmission has considered the evidence submitted
at the hecring had on the 2bove entitled application and 15 of
the opinion that the transfer of the Western Carnal Compuny
proéerties to Pacific Gas ond Electric Company is in the publice

interest and that such transfer should e autikorized, therefore,
IT IS EEREBY ORLCERED as follows:

1. WVeztern Canal Coupany may, on or defore darch 31,
1948, transfer to Pacific Gas aﬁd Electric Company all of its
right and title to its properties and assets of every kind, such
trarisfer to be eovidenced by a deed in, or substantiélly in, the

same' form a5 the deed on file in this applicatdon as Exhibit "3".

2. Western Canal Company &né Pucific Cus aad Electric
Comp@ny may, on or beforc Harch 3i, 1948, enter into an agreenent
| rele&sing each other from any purporto¢ obligation under the
agreements filed in tals application as Exnibits mér, n7n, ngn

arld 1!!9" .

3. Pegeific Gas and Electric Company shall, prior to
or concurreatly with the trunsfer to it of the Western Canal
Company properties, acimowledge os its ovn and expressly assume

all obligations and liabilities of Western Canal Compzny, as
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provided in Exhibit "4" orn {ilc in this application.

L. Western Ciunul Company, c¢oncurrently with the truns-

fer of all right and title to its properties to Pacific Gas and
Electric Company, is relieved of the duties and functions of a

public utility water corporation.

5. Upon completion of the transfer ol the title to
Western Canal Company propertles to Pacific Gas and Elcctric
Company, Pacific Gas anc Electric Company may'withdraw and cancel
all filed and effective tariff schedules of Western Canal Conpany

and refile the same in the nume of the Pacific Gas and Electric
Co:n;;)any.

6. The ection tuken hercin shall not be construed to

be a finding of the value of the properties hereia authorized to
be transferred. |

7. The authority herein granted is effective upon the

date hereof.

Dated at San Francisco, California, this A&g'*fz day
of Decembér,'l947.

Commissioners .




