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Decision 84' 06 087 JUN S 1984 

EEFORE XRE PUBLIC UXILIXIES COMMISSION OF 

In the matter of the application 
of the Little Lake Water Co. for 
authority to increase rates and 
charges for water service in the 
City of Willits and vicinity in 
Mend~cino County. 

) 

Application 82-10-47 
(Filed October 19, 1982) 

Graham & James, by Thomas J. KacBrideJJr., 
Attorney at Law, for Little Lake Water 
Company, applicant. 

• 

Peter W. Hanschen and Andrew L. Nevin, Attorneys 
at Law, for Pacific Gas and Electric Company; 
Earr~ Wood, City Attorney, for the City of 
wlIIlts; B. David Clark, District Engineer, 
for California Department of Health Services; 
and Steven A. Geringer, Attorney at Law, for 
California Farm !ureau Federation; interested 
parties • 

Lester J. Ma'l"ston, Atto'rney at Law, for Little 
Lake County Witer District, intervenor. 

F. Javier Plasencia, Attorney at Law, for the 
Commission staff. 

o PIN ION ..... -- ..... - .... ..-

Statement of Faets 

In 1944, as part of an acquisition' of a number of Mendocino . 
County electriC public utility properties and businesses from 
California Public Service Company, Pacific Gas and Electric Company 
(PG&E) also acquired certain water public utility properties and 
businesses. Because it is' a water corporation only inCidentally and 
in most areas does not wish to· remain in the water bUSiness, PG&E 
from time to time has sold portions of these water acquisitions. One 
of these 1$ the Willits Water System (the system), which Yas sold 
under the ~ollowing circumstances . 

• 
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Under PG&E's operation of the system, incidental to its 
electric and gas business, the people of Willits and vicinity had 
enjoyed very cheap water, having had no change in rates for 26 
years. But then, in 1978 PG&E determined that the system should pay 
its way and provide a reasonable return on investment. Accordingly, 
by Application CA.) 50629 filed in Januar.y 1979 it sought a 368% 
incree.se in rates to generate additional revenues of $627,190. After 
hearing, by Decision CD.) 92192 dated September ~,. 1980 the 
Commission authorized a 3-step increase to yield $249,.000 additional 
revenues. Meanwhile, concluding that the system was not of use in 
its local electric and gas bUSiness,. and would 'not provide sufficient 
revenues to earn what the utility considered to be a reasonable rate 
of return on its investment, PG&E de~ermined to sell the system. 

A Redwood City, California investor, business consultant, 
and former business management professor,. Clifford V. Horn, and his 
wife negotiated a purchase contract for the system, and in July of 

•
1980 by A.82-10-47 PG&E and the Horns sought Commission authorization 
~or the sale and trans~er. 

Under the terms of the proposal presented to the 
Commission, the Horns were to pay for the system by conveying to PG&E 
their interest in certain Hawaiian properties understood to be worth 
$1.7 million, and by giving PG&E a 25-year ~1rst deed o~ trust 
bearing a variable interest rate ~or the balance. 

At conveyance time, however, it was ascer·tained that the 
Rawaiian properties were valued at $1.4 million, which would have 
resulted in a larger mortgage than cash flow stUdies indicated the 
system could carry. Accordingly, changes to the proposal before the 
Commission were proposed. The result was a.n ex pa.rte order, D.92921 

• 
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dated April 21, 1981, by which the Commission sanctioned the sale and 
transfer with the understanding that Horn's note would be reduced to 
S1.1 million through elimina.tion of certain substa.ntial capita.l 
expenditures budgeted for 1981 and 1982, and that for a 10-year, 
period PG&E would pay Horn timber revenues aecrued a.nnu~lly from the 
1980-61 timber harvest from the utility'S 3,189 acres of timbered 
watershed lands, and that these payments would be applied toward 
operating oexpenses and taxes of the system. 

But then, without advising the CommiSSion or securing 
Commission authorization, PG&E and the Horns changed the deal, 
reducing Horn's note to $647,560.13 by applying against that note the 
full discounted value of the net 10-year timber revenues- ~he 

parties then comple~ed the sale and ~rans:f'er in June 1981, and the 
system was thereafter operated by the Horns as a sole proprietorship 
under the name of Little Lake Water Company (Little Lake). 

Unfortunately the utility did not prosper atter Horn's 
.takeover. Latent problems long inherent in the use of the MorriS Dam 

reservoir and in the system itself turned chronic. Dril11ng ventures 
tor alternate or supplementive water sources were unsuccessful. 1 

Operating expenses inereased substantially while water revenues 
failed to mee~ the predictions which had been adopted in the 1980 
rate proceeding. The resulting negative cash flow left· Horn unable 
to meet his mortgage payments and other financial commitments. Storm 
damage neceSSitated immediate costly repairs. Service problems 
mushroomed. PG&E started foreclosure proceedings. Consequently, 
Horn tiled this application seek1ng a 269~ increase in rates. 
Failure to follow the Commission's Notice of Intent procedure 
resulted in delay. Intense local interest rapidly developed and 
dismay over the size of the 

1 ~hese ventures were begun atter the Department of Health 
Services in 1981 requested that Horn discontinue commitments for neW' 

•
service connections until additional drinking water resources were 
realized. --- ... 
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requested increase stunned the community. ' In March 198~ Horn 
petitioned the Commission for immediate interim relief. 

There was no question but that Little Lake faced an 
emergency. To keep service going pending a thoro~gh hearing of all 
the issues surfaeing an im:ediate improvement in cash flow was 
essential. Accordingly~ the Commission by D.8;-07-011 dated July 20, 
198~ au~horized an interim increase averaging ;2.8~~ adopting. staff's 
estimate of current operating expenses as contained in a June 17, 
198~ staff report prepared after a field investigation, and using 
current water revenues. 

Thereaf~er, duly noticed public hearings were held before 
Administrative Law Judge (ALJ') John ::B. Weiss, in Willits on 
August 24 p 198;p and in San Francisco on September 27, 198;, 
October 17,198;, November 7,198;, November 8,198;·, and 
November 23, 198~. Submission was to follow final briefi·ng after 
receipt by ~he parties of transcripts. During the hearing extensive 

• testimony and numerous exhibits were introduced by the general 
public, the applicant, interested parties, intervenor, and our statf, 
covering all aspects of the June 1981 sale and t·ransfer involving 
PG&E and Horn, Horn's operation of the utility, public health agency 
concerns, staff studies, and local public opinion. As the hearings 
progressed, it increasingly became apparent that the most 'appropriate 
resolution of the entire complex matter would probably be aoquisition 
of the system by a local public entity. Horn's local credibility was 
seriously if not irretrievably eroded, the public was fed up and 
wanted change, ~G&E elear1y wanted to stay out, and the city and the 
water district sensed an opportunity. Against this· backdrop both the 
City of Willits and the Little Lake County Water District entered 
negotiations with Horn • 

• 
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,: . :" < :"~.~ :'::,,!.:\~::>:';];~:< 
. ... Consequently, On Novctloer 29,,.. 198, the Ci·ty or' Wil11te··a.n~:';;:':~::.?'t:: .. ~~~: 

, '. ,_. '",,: ," ". " ,It I " ... .,,' .~ .. '. :'-'1 :', . , ... ·,'.:.1 ... , 

'the Horne made an agreement whereby the c1 ty, provided,;··it. :"~~uld; by' :·~-~~ .. ~I"',.<':"·~'-:r.. 
"> .', '., .. ', ,,~;~,I;I:" ',' " .. , , ,I' ... r." .',. t.I'I';\~ 

Feoruary 28, 1984 obtain fina.ncing, would acquire .~he·: system' t'rom . 'the: ;' '.~.""~::>~~ 

Horne. tor $1.4 million (with e.ppropriate zubordin3.~e tr~Ga~t:10ne· ... ··.:.:·r:~~~:S/~ 
~ • .'.:,. " " ,,0- ••• ~JIt '.1~·1 ',,~ :·I'·'i .... ' •... 

agreed upon t¢ cover such matterz as materials and 3u:pp11es~ main.:·\ ".'.::.<~j 
." . .... .. ,.. ,"8··' 

extension a.greemen'ts, incidental capital obliga.tions;. a.ccounts·.:: ., / ... ·.:,»·~r;~Z'::·J: 
"", : '. ,,' I',' c ... ' ·oJ,." . 1, I..f '.' ,"; .... ,..' • .;~ •• ~~:. 

rece1vab~1.e, eClu1,ment leases, existing purchase. ~ont~aet~,.~ e~:?,.t, .. ,. ~<'I.:~.·.>~;:.: t~~~: 
the city would assume all tlmounts due or payaolc'under B:'orn~~~·;~G&:E·:··.'.';'·>·:·~:::> 

. . '. w'" . • " ',~ ,.' ", ",1', " ,_' •• ~, , 

mortgage. The oi ty agreed to diligently l'\1r~ue to' "jud~en·t.an '. .',.?::, 
, ' ,.".. "" --'till, 

3.ction 1n etiinent domain to condemn Li ttlo La.ke for the :purpoee··o~. :; ... "'>~(.' 
• f, , " '4 ' ~ ,> ~:"'.".'::;; ,", 

itself owning, operating, and maintaining the sy;stem'Qs a .public.· .'. ~'.' . 
water taoi11 ty, and to obtain judicial confirma.tion :'of the a.gree.d~ . " .. . , , " 

upon acquisition price as b~1ne just compensation·tor the- a.ssets.'to 
'be acquired. Escro~iI' was to 'be esta.'bliohed with a. lod3i ti tl~ compa.ny .. ,.., 
to close on 0: 'bef'o:e March 30, 1984. 

In its turn, on December 8, 198;; PG&E, by a lette.r of .... that· 
date to the Willi t 's City Manager, D.grecd, in the event the city 
acquired the system pursuant to the terms of the November 29, 198~ 

City of' Willits-Born agreement, to reduce the principal amount.of' the 
Horn note to PG&E :from $647,560.13 to $400,000, and upon receipt of .. 
payment of that amount, to reconvey the Deed of Trust to the city, 
and to qUitclaitl in favor of the city those mineral rights below soq 

feet which had been reta.ined by PG&3 when in 1981 the utility h .. ad. . ...... ,p.":" ........ ' ..... : ... ~.; .. 
sold the system to the Horns. . 

Kept apprised of progrese in the negotiations, and desirous .;. 
of sparing the parties the substantial legal expenses that would be 
involved with posei bly unnecessary 'briefing, on January 10, 1984 ALJ.. 
Weiss suspended the briefing schedule to a.vai t the outcome of~ the 
escrow on March 30, 1984. 

On January 26, 1984 the City 

in eminent domain in Superior Court in 
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pursuant to Section 1250.020 of the California Code ot Civil 
Procedure. ~he city having been successful in its endeavors to 
obtain the necessary financing, in March the parties in Mendocino 
County Superior Court Docket 48706 filed a stipulation to entr,y ot 
judgment in condemnation and final order of condemnation. On 
March 29, 1984 the Superio'r Court.. Judge Arthur :8. :Broaddus 
presiding, issued its Pinal Order of Condemnation. On March ;0, 1984 
Earry Wood, the City Attorney for City ot Willits, formally advised 
ALJ Weiss that escrow closed, and that as of March ;0, 1984 Willits 
had taken over as owner and operator of the system. Horn's attorney 
also advised the ALJ that upon acquisition of the system by the city, 
it would be appropriate for applicant to withdraw its a.pplication. 
Immediately following the acquiSition, HorD asked that he and his 
wife be relieved of their public utility responsibilities. 
Discussion 

Now that the City of Willits has acquired responsibility 
.for provision of water service and ownership of the system, it would 

seemingly be appropriate to permit applicant to withdraw its 
application and to relieve the Horns of their public utility 
responsibilities.. However, before disposing of this applica.tion and 
granting Horn's request, it is necessary that the CommiSSion make 
certain determinations and affirm certain previous act,ions: as follows: 

• 

The 1981 PG&E - Horns Sale and Transfer 
Section 851 ot the Public Utilities CPU) 'Code, as relevant 

here, provides that: 
"No public utility ••• shall sell, lease, aSSign, 
mortgage, or otherwise dispose of or enenmber the 
whole or any part ot its- •• system, or other 
property necessary or useful in the performance 
of its duties to the public or any tranehise or 
permit or any right thereu.nder, ••• without first 
having secured from the commiSSion an order 
authorizing it so to do. Every such sale, lease, 
asSignment, mortgage, disposition, encumbrance, 
merger, or consolidation made other than in 
accordance with. the order ot the commission 
authorizing it is void ••• " 
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In D·92192 oated September ;, 1980 the Commission noted 
that the timbered watershed of this utility was in rate base and 
concluded from this that the net yield from the 1980-1981 harvest of 
timber from this watershed was utility property, and reasonably 
should be a:mcr'tized.and included in estimated revenues; that '£or test 
year 1980 the appropriate amount to be included would be one-tenth 
otf the projected net yield, or $172,658. Proceeding further, the 
Pro Forma Operating Results set forth on page 4 of D.92921 da.ted 
April 21, '981, which were relied upon in reaching tha.t decision, 
indicate that those amortized timber harvest revenues were included 
as anticipated revenue from PG&E in computing the total operating 
revenues. Therefore, it was clearly contemplated that these timber 
harvest revenues would be counted upon for a.pplication to offset 
system operating expenses, taxes, etc. in the 1980 and subsequent 
operating years. The sale and transfer of the system from PG&E to 
the Horns was authorized with that disposition of' the timb~r revenlles 

.property in mind. 
:But without authorization from this CommiSSion, in 

concluding their transaction transferring the system to the Horns, 
the Borns, with PG&E's concurrence, changed the terms of the deal and 
otherwise disposed of this utility property previously determined to 
be necessary and useful in performance of the utility's obligations 
to its ratepayers. Xhey applied the full discounted value ot this 
propertyp calculated a.t $806,218, against th.e $.1,453,778 amount- of 
Born's obligation, thereby reducing the mortgage reqUirement, but 
losing the ti~ber revenues except as an amount to be imputed for 
ratemaking pUTposes. This change constituted a disposition of 
utility property. Any such disposition other than in accordance with 
an order of the Commission authorizing it is void • 

• 
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Unless this unauthorized disposition of that timber revenue 
property can be ratified by the Commission, the disposition of the 
timber revenue property being void, the 1981 sale and transfer of the 
system by PG&E to the Horns must also be null and VOid, andPG&E must 
remain as the de jure owner of 'the system. In this latter event, the 
March 1984 Mendocino County Superior Court condemnation action, 
having been entered against a party not being the legal owner of the 
system, must also be null and void. 

Fortunately, so drastic a denouement and resolution of this 
problem is neither required nor to be recommended. Section 853 of 
the PU Code, as relevant here, provides that " ••• The commiSSion may 
from time to time ••• exempt any public utility from the provisions of 
Sections 851 ••• if it finds that the application thereof with res·pect 
to sueh public utility ••• is not necessary in the public interest .. " 
Such is the situation here. 

First, it must be understood that it was contemplated that 
• the rate of return requirement was to have been the same under either 

the full note method or under the discounted note method. Under the 
full note method the timber revenues would actually have been paid to 
and reeeived by Little Lake and would have been included for 
ratemaking purposes as operating revenues. Under the discounted note 
method while the timber revenues would have disappeared, they were to 
be imputed for ratemaking purposes as though received. Further, the 
method of payment on Horn'e note 
determination of rate of return. 
substantially insulated. 

would have had no-effect on 
~hus the ratep~ers were to: be 

• 

Seeondly, in the context of the impaet to the system 
itself, an economic comparison introduced by PG&E's economists of the 
cash outflow requirements Little Lake faeed under the full mortgage 
method contemplated and authorized by D·92921 , as contrasted to those 
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under the discounted mortgage method adopted in practice, produces 
mixed results, depending upon the aspec~ from which it is viewed. 
The system under the Horns was operated not as a corporation but as a 
sole proprietorship. But whether considered in either context, with 
allowance for the differing appropriate tax consequences, the PG&E 
economic comparison of the cash flow required to meet the PG&E 
mortgage showed that While for the first two years of the 25-year 
mortgage the cash requirement would be substantially greater under 
the discounted note method, in all succeeding 2~ years the cash 
requirement woul~ be less, and especially far less after the tenth 
year. 

While these economic comparisons are certainly subject to 
exceptions and open to differing interpretation (for example, the 
premise of the 2S-year mortgage changes it a future 1990 harvest year 
yield were then used to retire or reduce the remaining mortgage 
(again, assuming there was a timber ha.rvest available in 1990; tha.t 

•
appropriate permits to cut could then be obtained so as to obtain a 
similar yield, or any yield; that environmentalist OPPOSition did not 
successfully intervene, etc.)), the comparisons do serve to 
illustrate that the discounted mortgage method adopted, albeit 
without Commission authorization, was not unrea.eonable per Be. 
Indeed, had the water revenues forecast in '980 come up to. the 
forecast, had Horn's management been more conservative and aware of 
public utility limitations, had the weather been more normal and 
cooperative, had Horn been willing and able to inject more tunds in 
the enterprise to get it over the initial years of his operation, 
etc., the ope~ations as cast might have been finanCially successtul. 

~he uncertainties are legion, tbe "i~s" we might consider 
are also numerous as the lengthy record of six days o~ hearing 
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'·"'''1' 
" , "',"~'" ~: ',' " • " t- I • 

,. I ~~. 

'. • ". • ~ }, 't, / ; I '\0 

:\ ":, / • I· ": ,01 <.1'l,~~,,~ .... '.,~. ~ ":'1""<; . '''''.,~ j' • I 

a.ttests, but clea.rly, given the systf91ll' s future 'needs'/, lim1:t.a.tione', J' , " ' 
.~t:'I. . ,.... . "·':~.#""r: ~.' .. ~ ,.',~"'.,: ""*","',,,'''';''1,., ., .. ~. 'h./· ... ' .. ' 

and':potenti'al, the consumer attitude in Willi ts" the'~',unb'r:1a:geable,,:';;:;:~,: /<;~:..:~;:~ 
,,_ ~, "",' "'r'I/'::~'/:',,:/j)~"'"'' ., ........ ,.".~~"~,~:" "'I',)~l'~~I.':.l 

antagonisms' opened., the local polities involved, ,t,he, Departm~:nt of,"'::. ::,:~'.' 
, • '.. . .• ~ "",' ' "f&-~ '/'.''''' ! , ... I '. .-

l3:eal1;h 1nte.rests, PG&E' e strong intention to c'ompleteii'"d!.aengage ~":>"'~/ . . ' 
the local, water purveyor, and the oppo'rtuni ties her~,,~~.uni~u.elY .~,,,;~/<,::, ,{'. ,,: ' 

". . ,", ',' "I;., '. "',:':1,", . I~'~'.(~"~",.: ,I, 

opened by 10¢a.l, ci t:r ownerehip and m'1na.gement· now, ,it, is. he~v1Iy:." <~:';":: ... '" 
. ~ ,'",' ""'j.";.":,~:-:-' .'.T'····'· r,j .... • ",,,"&~"., 

to the, public interest to e:r.empt PG&Eand' Li ttle Lake~'·,~~om:',;the.:/. ,~,>.;~,'" ,-:;:~';::/: 
, ", ',' ':I .. ·~.·:, .• t<:·~,·~:'41:"";;"~I.~)_'I,~:'~'j, ",.:~-.' ,~ .. ",";",;-,~,~!'.~, 

provisi~ns of Se.ction 851 through exercise of our .authorlty,,::,under.",;,,!:'~ :::.:~ .. :..': •.. , 

Sect 1 on 855. ,:. ....:' :,',' ~ :.,:;;:;, ;,::;:~:;·.yci::;:."~ .... 
Accordingly, the Commission will ratify ,tl'le,.June 1,ge,1'~"."·;·>"rr'~~"'" 

a1 teration of .. tho terms of the sale and transfer '~uthO~1zed: by":,:::,,, .,.':>:~~'»~::'::>:'/'~ 
. " ;",,:' .,' .' ,:," ~,' ""'t :--/ '/0"'':;,,' t. '.: •. ,: ........ ". 

D.92921, by which alteration Horns' remaining ':rina:lda.lob11g.at10zi',~'.,;':"".':~'~(:':::? 
'. ,,', .... '. .. I' , '. ". ~ 

after application of the Hawaiian property proceeds,.'~was reduced:.' t¢":'· '.::~".~ 
$647, 560.1 ~ by application o-! the then present Value,:' of the'·;·:t;'inb~r',,':~.::_~" "~~,,:,:":~ 
revenue from the 1 980-81 harvest of the water8hed~' timber. We,: do 'this' ,:-.? :,:>:' :~' 
to remove My impediment to the Horns' title Wh1ch-'~rise~·:f'roIrJ.:,"any ." ':, ' 

.... ',,,,j. ,': • 

application of Section 851 to the 1981 sale and' transfer.' ." .' 
, 

The Interim Increase Granted by 
D.e~-07-011 Dated July 20, 1983 
The Commission views an interim ra,te increa.se as 

anemergeney measure, applica.ble only in the instance where the 

:linimum financial obligations of a uoti11 ty c3,nnot be met prio'r to tbe', 

establishment of de:f'ini ti ve rates e,nd where such 1~'lcrea.se 1s 
.:. 

necessary to protect integrity of service. Characteristically" 
" 

",' 

....... 
interim increases are granted upon a truncated showing of . , 
justification. However, in this instance although' applica.nt "sought 

26~ increase, the interim ra.te relief granted by D.8~-07-01,1. was· 
based on conSiderable information relativ~ to operating ~esults 
alreedy in hand, including n a curren~ detailed staff report ma.de 
after field investigation, so tha.t the interim increase served to 
support a rate of return previously determined to be reas¢na.'ble .. · 

'0" a w .... :, " ,,'. " • 1"1,';·// 

.. '-
• ...1" ... 

, ,~ .. ,' 
. " .-.~ . , 

". . " 
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~ • S27{?~~7\ . ~l~ I e~ ~.-';: . . . ... .' .... '; /: "']j~~~~;:'-:':~:~;;J~6i;'::- '. 
• . As a consequence of the March 2984 condemnation,.' or~~,~.-/O!>:'.'i:.)-::'-:;::~;:,::' 

., .' . . I I ", 1'1.' '.-'J . I"~' "; :",,;.~:~.:'(I'I{:'; . . ~.~.t ~ .. :t!,.·t! :<,".j~'·~~l';~>. 
the. Me~,docfno County 'Supe:-ior Court, the Commis.o10n was,~reli.eved·;'ot: :.i: < .:;:~;';!~~!~. 
jurisdiction over this system et!ecti ve March .,29,1984~".:·· A~,~:O~d.1~eiY:::::;::Z:~~~ 
the ."1~ter!~' rates established by D .83~07-011 dated .. Juii'~~20-~~:}~ej: :a~;t:t4' .-~;:,{ 

. '. . . " " ~'J./.",;(... t"," \' .' ,ft •t • " ~'.. ,~- ,-'" "'I,If 

confirmed as"being the tinal ra.teo establish'cd' under·'Comm:1:Ss.iou'::.:: ::~:'.l. ~'.~'<~.;.~. 
juri·sdiction.;· ,. . ." ".:', .:~:,:' ~~,':::<- ,':,<;:';> ' ...... :~ ... /:; .,:~:;S~;; 

Termination or the Hor'ns' Public U'til'i tY';Respo'nsibfI'1tiee'" ;':, '.' ":.~:~?';:i::; 
Inasmuch as tho coneemnat'1on order of the'·~~end~iA?3:>q~Un~~;-<:.,"~ir,.~ 

., ~ • "\ T , 'I .. , ',t . ,-",' ,,,,,f :1#, " , 'f.", • i.. I , :., I, ... , 

Superior Court haa enabled the City of W1llite to:;a.equi.r,e the',:s:rstem/ .. :;::.,;':~" 
, ", .\~ /'".' ,:,.;' .~. '",<'. ,,~"", "', •. ~,'.. ';":", 

by eminent domain effective March 29, 1984 ,a.s of '.ths:t\-dete' :tbe':a:ornej;;~:~;' /,,"'~~" 
.. . .: .c~1·:/;.· .,,;,"':1, .. ,. '('Itt~ ",' ,,~~~~~I ... >.I., ':' .. ',1,/ I!~ 

no longer own; operate, control, or manage 0. system.: for, the" , .. ',i~I': 
• ,,'/' '."' .: 'I ' . 

production, transmission, or !urnishing of yater dil"ectlyor:~:.:· .' 
• ','. , .. '," ,' •• ' " • '1) I ".f ," ..... ,"/ I '. 

indirectly to the public in and a.bout Wil11t6.~' Accordingly;" :they no.:~;,.'· .:'>~.: 
, ,a." .' 1'''' (' '., '''. ,. .,"" ,f .- " '14':.-' 

longer are public utili ty ope~$.tors ane. should tormally~"be, relieve~ : .... ' . .;;::, . ,;.; ,;. 
of their public 'Utility obligat10ns. . ,.,,< ' . .>,::.;';~:::: :;,;;"" 

• I, "'._ 

Howeve:-, 1 t ml,lst be noted tha.t water ut.ili ties.sub'jeet to" ,;: .. : 

• 
the jurisdiction ot this Commission were ordered oy the, Legislature' .... ,' <-
beginning Janua.ry 1, 198~ to impose a user's 'fee 01".1·-1!2%on.,-·'" .' 

• 

c'.lstomer's bil10 (See Chapter 2.5 Public Utilities Cocmis5ion 
Reimbursement Fees, Sections 401 et seq., PU Code). As Little,Lake 
has gross intrastate revenues of less than $750,000 annually, payment 
of the resulting fees to the CommiSSion is to be made. on an" e,nnual: .. ;' . , 

basis on or betore Jan'.lary 15 following the year ot collection. Horn' 
collected and remitted the $5,127 collected for 198;. With the end 
of this Commissionts jurisdiction March 29, 1984, collection of-this 
fee will no longer be require~, but for the period January 1,' 1984 
thro\lgh March 28, 1984 that obligation was in eXistence, and 
presumably Horn collected the user's fee during that quarter. It has 
not been remitted to the Commission. As soon as Horn remits those 
first quarter 1984 fees to the CommiSSion, the Horne Will. be relieved 
of their public utility respcneibilities . 
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The Status of Application 82-10-47 
~he City of Willits having taken ownership and operation of 

the system effective March 29, 1984 by eminent domain under 
provisions of the Condemnation Order No. 48706 of the Mendocino 
County Superior Court, this Commission has lost jurisdiction over the 
system and the application for rate relief becomes moot. 
Accordingly, it will immediately be dismissed with prejudice. 
Findings of Fact 

1. The water utility system at Willits, for years owned by 
PG&E, has, during that period, been a public utility operation under 
the jurisdiction of this Commission. 

2. Ey D.92192 dated September ;, 1980 the Commission 
determined that revenues from timber harvesting of system wa.tershed 
lands were properly to be applied as operating income to offset 
operating expenses of the utility. 

;. I~ June 1981 the Horns acquired the system from PG&E under 
.color of authorization granted by the Commission in D.92921 dated 

April 21, 1981 in A.59792 .. 
4. In consummating the sale and transaction authorized, the 

Horns and PG&E did not adhere to the terms upon which D.92921 was 
premised in that the timber revenues to be paid by PG&E to the 
utili ty were instead applied to reduce Horns' note to. PG&E·, a note 
given as partial payment for the system. 

,.. As the a.pparent consequence of realization of less water 
revenues than forecast, much higher-claimed administrative and 
general expenses than .forecast, severe storm da.mages, etc., and loss 
of the timber revenues from PG&E, the system fell into serious 
financial difficulties, leading to this tiling for substantial rate 
relief • 

• 
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6. Considerable opposition to this requested rate relief, and 
wide intervention developed, threatening prolonged hearings and delay 
in resolution of the many corollary issues being introduced. 

7. Because of the emergency financial situation and the threat 
to continued ability to serve, as well as substantial evidence that 
some rate relief was in order, the Commission on July 20, 198, by 
D.83-07-011 granted an interim rate increase. 

8. Before conclusion of the extended hearings it became 
increasingly obvious that harmonious resolution of the issues would 
be impossible, seriously threatening the future' of the utility, a.nd 
that a takeover by the City ot Willits would be in the best interests 
of the parties. 

9· After prolonged negotiations, the City of Willits and the 
Horns, with. the cooperation and participation of PG&E., reached an 
agreement by which the city would acquire the system under terms

p 

conditions and purchase price acceptable to the pa.rties. 

• 
10. Appraised of progress, the ALJ suspended the briefing 

schedUle in this proceeding pending resolution of the negotiations 
and subsequent finanCial and court proceedings. 

11. ~he city commenced an action in e=lnent domain in Mendocino 
County Superior Court in January 1984. and, subsequently, pursuant to 
stipulation for entry of judgment based on the'~arties' agreement, 
the court on Marcn 29, 1964 issued its order of condemnation. 

12. On March 29, 1964 the City of Willits assumed ownership, 
management, and operation of the system, and this CommiSSion's 
jurisdiction over the system ended. 

1;. The 1981 unauthorized disposition of the utility'S timber 
revenue property (previously determined to be necessary and usetul in 
performance of the utility'S obligations to its ratepayers) to reduce 
the Horns' obligation to PG&:E Violated Section 851 ot the PU Code, 

• 
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• 

.• ','''''''',.' ./
1
., .'",*,,:,.~)-> . .,~ '"~';'~''''' 4iI. ·".'l""" ~r' rY, I'u"}' ~'~'~""" I ..,....·'1·( '''f''!'I~,'tJ('Jf4'''''~+J'/ 'T~""JII)':'"" .. ~~" .... , ~~'~~1~;~«:':!'::';~~~~~~0~>'~~~~~~r~,~::~~;~~~~~~, 

,j. i.,,::; ,':'"" - ,," " , . I /: '~,:' I,. ~ jI ,: ~"'4" .:: .. .' \/' 

A. 82~1 ~~\'~lJ I ee· " . '. ::·::S:·:'dt{,:~;~.::;:.::;~.;<::,/; ,.'n'_,,";;~.:. .. ' ...... 
and th.erefore. vas void, thereby making the 1981 '. sa.1e ' and:' ·:trans:f"er '01: 

" • ~ , .~: .. ~I' ":'. ,'/' "':If .. ~"'';-<. 'TOI":',,, .'~.'; '.':. "';)~": .. I' . 

the system. to the Horns Do nullity, a.nd leaving" PG&.l: '·'tht-'d~>jure-::."ow:ne!.;,,:>~:,' 

o~ the .. ~y~t~.o .: .. :.: " •.. ~:'~.:. " ·:.;:,.:f,·,:···· .'::.,.',": ... ~:?>\; ·:(i~~/'.I 
14. . Should PG&E be left stane:tng as the o~er' o:f'. the:; sy,s:tem, < ':i;'~" ,:,~;;-;.:'}:~;il 

~ . ,.1 , : ,j.~" ',: •• 'y ..... i"'. '. '~,~: .• ': ,. I,,, I".· ... ' ;.~ 
tbe 1984 eminent domain action taken by Willits in .,Mendocino·;. C'oun~Y' ' I,····,.,..;·~;~.r"· 

t ' " "', ','.' •• "' •• \;~ ';~'f ".',/ ·r,··~:. 

Superior Court, 'being entered against the Horns, wa.s . not 'teJcen <. ., ·':.{·\~b' 

against the lega.l owner of the system, a.nd therefo~e' must ),~,\1,,'::. ' :',:. ",' ~·;:,7~.~;)': 
• I I : .. " 

nu,lli ty.. . ",.,' , 7· ... ~: ,~. ::·X~::~ 
, 5. Section 85~ of the PU Code permits the Commission'to exempt';/':,': ',:.,:~.:: 

a utility from the provi6ionc o'! Section 851 ... where ~;ppiiC8.tiO.n :'of' ';:':.' :;...,' ::'::.;; .. 
Section 851 would not be necessary in the :publicint.ere.~~ _ .. ':,'. ';, :,<'" 

16.. The economic consequences of disc~untir.g, ~he )~i'm~~.r:, . ,:".:"(,"':-:-.;,.:;, 
revenues to apply them to reduce Horns f note provide>oene!1:ts:' as well'",.,:,' :':.'t'. 
as disabilities, and balancing these indicates that· the .. ·~ipp~i·~atio~ ,'< :,:,~: >,{~~: 
actually aeopted was not per se unreasonable. ' ''. "'", .. : .' ··,,:·'·.n .. ;~:·~, 

17.. Accordingly, taking into consideration a.ll the' :f'acto-rs . ' .. 
involved, and in the overall public interest, the Commi.Ss1'O·D, 'nUnc ':p~o.' ':';' 

• t, ' ,. '. ". " • ..', ••. " • " , ~ ... ' • ,. 

'tune should ra:ti:fy the J\:tl'le 1981 use of the timbe:, revenues ·'property;·:; .. . 
to reduce the Horns I note, thereby remo'V'ing s:nYimpedimen~?~o' th~' .: .... : .. 

, I ' '" ,I . '~'"'" :. ,. '.... . 

title to the system the Horns 3.cqu1red in June 1981, and leaving the- ", 
"I" .' ~ • 

Horns as the appropriate owner-defendants 
brought by '111111 ts in 1984. 

to the condemn~tion action.: . 

18. ~he Commission no 
application for rate relief 
prejudice. 

longer having jurisdiction,' .this 

should immediately be dismissed with 

19. ~he interim rates established by D.S3-07-011 da~ed July 20~ 
1983 should be confirmed as being the fin~l ra.tes established. under: 
Co:mission juriseiction. 

20. The Horns, hlwing had responsi bi1i ty 3,a the sole proprietor 
owner-operators of the system between Januery 1, 1984 and March 28, 
1984, to collect the water utility user's tee mandated by the 

.' 
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A.82";;10-47 ... :A1J/ec * 

'. ' 
"~ I 

", ... 
- , , .... 

, '.' I~., 

.• :1:;;' '::'~::r-:~';~"~JAa:)~; .,~ 
'. ~~~' • " .... F. ;.,~ • ,'. ," r" ',,""'. 

. . ':"":'/' I': .' .~(;"._'.l . . <. 
Legislature, ,~ema.in re3ponsible a.s truetee~ o~ .'tbese fu%l"ds;.,~X:,,, 

remi'ttanceto . 'the Commission. .,' , .. , .... '. ~:?::.,:~; :' :.:-' ~;>:'~~t~i~~~:': .;,. . 
21~: As the Horne as of March 29; .1'984 no 1.ongel' own~' :operate", '~.~':';;~:.':.~~:::';';~ 

control,. or. manage a public utility wa.t~r system~t Willi t.~,;" ~p¢~ . > .... ~ ~>:;:~.<,~ 
". ~. • .. , .,', ' • I " ".',:' • , " ~ • ,:' r~ .... 

receipt by the Commission of these user fec"·tunds· for the t'irat,,'three"~:··,·,',:::·;·rt. 
... .'.- '-:" ,' ..•. : ">~ ... ' ", " ... ~ .. 

months of 1984, the Horns should· be relieved of their publ:i.e;,ut111'tr " ':":',.,'.';.:, 
, .... . ' , .,;' ~ .. ,., ..... ' 

res:pons1bilitie~ for that zystem. I"',' ", ' .. ,': ,"I:., '. 
,~~,}:~, ,. . ~ ~.' 

conelu~~on:e O!tL;':rCh 29. 1984 the Comm1ssion nOl~nger h~.:;·::~,k-'-6 
jurisdiction over the water system at Willits. ' '~;':" .. " 

, ,. "oro' :.;;",. 

2. This applica.tion should be dismissed wi th.prCjud1'ee~ :,' . J, ••.. '1',''''-

;. The effective da.te of this order sho';;'ld",'be '~he date; 'of" ."<,',-> .. ,.;.::.-.: 
,,.. .~.I'-,,, , .•. .'~" .. ,,;,. \ ., .... I~ • '.,.":-. ~ : '., ,~ 

signa.ture in that 'che Commission no' l~nger haa jur~ed1e't;1on·;ovel"· the:,:,.: .",,: .. , .. ,~~ 
.. ;. . " >:.'<. ' ' ..... ,.":' ~/',,\::~~;~: system. 

!. 
, '. 

o R D E R ... ~ ... --- I"".'! • 
. '. 

'.'" ' . _1.' 

IT IS ORDERED that: 
.~ .. ~ 

1. Nunc pro tunc, the Commission ratifies. the .. JUne, '~S1 sale 
. . ... ,' 

and tra.nsfer of the public utility wa.ter system a~ Willits" . 
" . 

California. from Pacific Gas and Electric Company to 'Mr~ and' Mrs,-, 

Clifford V. Horn pursuant to the terms discussed in this proe~~~1ng 
and followed a.t the time of the eale a.nd transfer. " ';,' 

" i " 

2. Upon receipt by the Commiesi'on from the Horns of· the water 
users' fees mandated by the Legislature to be collected for' the 
period Janua.ry 1, 1984 through March 28, 1984, the Ho, rns will .stand· 
relieved of their public utility obliga.tions with resp~ct to'the ' ,\.' 
water system at Willits . 
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........ ·,IIr ••.•.• :~; ... "f:~>.':~ .. ~r:.~:~,: ..... :7,~'~ 'f d .• "'.: .. "'.-

' .. I.... ' . .'1 . , 
.' .' 

;. The interim rates esta,'blished' by D.8;-07-0i 1 dated July 20~ 
198; are confirmed as juzt and reasonable and as being the final 
ra.tes established under Commission jurisdictiol'l.. The application is 
dismissed with prejudice. 

This oreer is effective today. 
Dated June 6, 1984, at San Francisco, California. 

LEONARD M.' GRIMES~ JR~ 
, ....... , 

.President 
VICTOR CALVO . 
DONALD VIAL 
WILLIAM T. :BAGLEY 

CODmliss1oners 

Commissioner Priscilla C. Grewy 
being necessarily absent,'d1d not, 
p~rtic1:pate • 
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Consequently, on November 29, 1983 the City of Willits and 
the Horns made an agreement whereby the city, provided it could by 
February 28, 1984 obtain financing, would ac~uire the system from the 
Horns for $1.4 million (with appropriate subordinate transactions 
agreed upon to cover such matters as materials and supplies, main 
extension agreements, incidenta.l capital obligations, accounts 
receivable, equipment leases, existing purchase contracts, etc.), and 
the city would assume all amounts due or payable under Horn's PG&E 
mortgage. The city agreed to diligently pursue to judgment an 
action in eminent domain to condemn Little Lake for the pur}?ose of 
itself owning, operating, and maintaining the system as ~ublic 
water facility, and to obtain judicial confirmation ~~he agreed­
upon acquisition price as being just compensation or the assets to 
be acquired. Escrow was to be estab·lished wit a local title company 
to close on or before !-!arch ;0, 1984. 

In its turn, on Decembe~ 8, '98 PG&E, by a letter of that , 
.date to the Willit's City Manager, a.gre~, in the event the city 

acquired the system pursuant to the t~ms of the November 29, 1983 
City of Willits-Horn agreement, to ~duce the principal amount of the 
Eorn note to PG&E from $647,560.1~to $400,000, and upon receipt of 
payment of that amount, to reconley the Deed of ~rust to the city, . 
and to quitclaim in favor of ~ city those mineral rights'below 500 

feet which had been retained~y PG&E when in 1981 the utility had 
sold the system to the:z Hr. • . 

Kept appraised progress in the negotiations, and 
desirous of sparing the artlee the Bubstantial legal expenses that 
would be involved Vit~osSiblY unnecessary briefing, on January 10, 

1984 ALJ Weiss suspenfe~ the briefing schedule to· await the outcome 
of the escrow on Ma~h ;0, 1984. . 

On Jan~af 26, 1984 the City of Willits initia.ted an action 
in eminent doma15Yin Superior Court in Mendocino County 

• 
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.• attests, but elearly, given the system's tuture needs, limitations, 
and potential, the consumer attitude in Willits, the unbridgeable 
antagonisms opened, the local politics inv~lved, the Department of 
Health interests, PG&E's strong inten~~to completely disengage as 
the local water purveyor, and the o~ortunities here so uniquely 
opened by local, city ownership ar,K(management now, it is heavily 
to the public interest to exem~~PG&E and Littl~ake from the 
provisions of Section 8S1 through exercise of our authority under 
Section 853. ~ 

Accordingly, the/CommiSSion vill ratify the June 1981 
alteration of the terms/d:t the sale and ~~ansfer authorized by 
D·92921, by which alte;ation Horns' remaining financial obligation, 
after application of ;the Hawaiian property proceeds, was reduced to 
$647,560.13 by a~pl~ation of the then present value of the timber 

I 
revenue from the ~80-81 harvest of the watershed timber. We do this 
to remove any im~diment to the Horns' title which arises from any 

• 
application of ~ction 851 to the 198,1 sale and transfer. 

The I~terim Increase Granted by 
D.8~07-~1 Dated July 20, 1983 ~J 

• 

The/Commission views an interim rate increase as 
I' 

anemergencYr~easure, applicable only in the instance where the 
minimum financial obligations of a utility cannot be met prior to the 

II • 

establiShment of definitive rates and wh.ere such increase is 
( 

necessary/to protect integrity of service. Charaeteristically, 
.I • 

interim4ncreases are granted upon a truncated showing of 
justifieation. However, in this instance althougn applicant sought a 
269~ increase, the interim rate relief granted by D.83-07~1 was H4f 

based on conSiderable inf~rmation relative to operating results 
already in hand, including a a current detailed staff report made 
after field investigation, so that the interim increase served to 
support a rate of return previously determined to be reasonable • 

- 10 -
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As a consequence of the March 2984 condemnation order of 
the Mendocino County Superior Court, the Commission was relieved. of 
jurisdiction over this system effective March 29, 1984. Accord1ngly, 
the interim rates established by D.8;-07S11 dated July 20, 198, :'are 
confirmed as being the final rates established under Commission 
jurisdiction. 

Termination of the Horns' Public Utility Res;ponsibilit.ieos 
"-.. 

Inasmuch as the condemnation order of the Mend~~o County 
Superior Court has enabled the City of Willits to acq~~e the system 

~ 7 
by eminent domain ef~ective March 2'9, 1984, as of/t-nat d'ate the Horns 
no longer own, operate, control, or manage a s~em for the 
producti,on, transmission, or furnishing of ~er directly or 
indirectly to the public in and about Wil~ts. Accordingly, they no 
longer are public utility operators an~hould formally be relieved 
of their publie utility obligations. / 

However, it must be note~hat water utilities subject to 

•
the jurisdiction of this commis~n were ordered by the Legislature 
beginning January 1, 1983 ~o i pose a user's tee of 1-'/~ on 
customer's bills (See Chapte 2.5 Public Utilities Commission 
Reimbursement Fees, Sectio s 401 et seq., PU Code). As Litt.le Lake 
has gross intrastate rev~ues of less than $750,000 annually, payment 
of the resulting fees ~ the Commission is to be made on an annual 

I basiS on or before January 15 following the year of collection. Horn 
collected and remi~d the $5,127 collected for 1983. With the end 
of this CommiSSlor ~ jur.isdiction March 29, , 984, collection of this 
fee will no lon~r be required, but '!or the per1.od Janua.ry 1, 1984 
through Ma.rch 28, 1984 tha.t obll8tltion was. in eXistence, and 
presumably Horn collected the ~ee~'s fee during that quarter. It has 
not been remitted to the Commission. As soon as Eorn remits those 
first quarter 1984 tees to the Commission, the Horns will be relieved 
0'1 their public utility responsibilities • 

• 
- 11 -



A.82-10-47 A1J/ec 

•• and therefore was void, 

the system to the Horns 
thereby making the 1981 sale and transfer of 
a nullity. and leaving PG&E the'de jure owner 

of the system. 

14. Should PG&E be left standing as the owner of the system, 
the 1984 eminent domain action taken by Willits in Mendocino County 
Superior Court, being entered against the Horns, was not taken 
against the legal owner of the system, and tzerefo /~st be a 
nulli'ty. 

15· Section 853 of the PU Code permi;' the Commiseion to exempt 
a utility from the provisions of Sectio~e51 where application of 
Section 851 would not be necessary i):~e public interest. 

16. The economic consequences of discounting the timber 
revenues to apply them to reduce orns' note provide benefits as well 
as disabilities, and balancing ese indlcates that the application 
ac~ually adopted was not per~e unreasonable. 

17. Accordingly, tak~g into consideration all the factors 

• 
involved, and in the ove~l public interest, the Commission nunc pro 
tunc should ratify the JiUne 1981 use of the t.imber revenues property 
to reduce the Horns' nlte, thereby removing any impediment to the 
title to the system the Horns acquired in June 1981, and leaving the 
Horns as the appro*iate owner-defendants to the condemnation action 

I 

• 

brought by Willi;S in 1964. . 

18. The C~ission no longer having jurisdiction, this 
apPlicationJol rate relief should immediately be dismissed with 
prejudice. 

19· The interim rates established by D.83-07-'11 dated Jl1ly 20, 
1983 should be confirmed as being the final rates established under 
CommiSSion jurisdiction. 

20. The Horns, having had responsibility as the sole proprietor 
owner-operators of the system between January 1, 1984 and March 28, 
1984, to collect the water utility user's ~ee mandated by the 
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~. . 

Legislature, remain responsible as trustees of these funds for their 
remittance to the Commission. 

21. As the Horns as of March 29, 1984 no longer own, operate, 
control, or manage a public utility water system at Willits. upon 
receipt by the Commission of these user fee funds for the first three 
months of 1984, the Horns should be relieved of their publi.c ... 'Ut"ility 

". responsibilities for tha.t system. ./ 
Conclusions of Law ~' 

1. As of March 29, 1984 the Commission/Xo longer has 
jurisdiction over the water system at Will~t$. 

,/ 

2. This application should be dismissed with prejudice. 
/ 

;. Xhe effective date of this/order should be the date of 
signature in that the Cocmission no/longer has jurisdiction over the 
system. ~ 

~ D E R - ~ - - ~ , 
IT IS ORDERED thai: 

• ,. Nunc pro tunc, the Commission ratifies the June 1981 sale 
and transfer of the PUb;t{c utility water system at Willits, 
Cali!orniafrom Paci!~ Gas and Electric Company to Mr. and Mrs. 

• 

I' 
Clifford V. Born pU}isuant to the terms discussed in this proceeding 
and followed at the time of the sale and transfer. 

/ . 
2. The in}erim rates established by D.8~-07-11 dated July 20, 

1983 are confirmed as just and reasonable and as b~ing the final 
rates established under CommiSSion jurisdiction • 
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3· Upon receipt by the Commission from the Horns of the water 
users' fees mandated by the Legislature to be collected for the 
period January 1, 1984 through March 28, 1984, the Horns will stand 
relieved of their public utility obligations with respect to the 
water system at Willits. 

4. The present application seeking rate relief is dismissed 
with prejudice a.s set forth above. .-

I 

!rhis order is effective tOday. /,r./ 
Dated JUN 6 1984 , at Sa.n Fr..ancisco, California .. 

/ 

LEO~J..RD M. GRIMES. J'P.~ 
PreSident 

VICTOR CPJ/'IO 
DOr;ALD VIAL 
WILLIAM T. BAGLEY 

COml:n1:;'=-1oIlor.: 

'. 
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