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Deci~ion S4 l:O 050 ocr 171984 

BEFORE THE· PUBLIC U!ILIl'IES COMMISSION OF THE STATE OF CALIFORNIA 

A~~11cat1on of PACIFIC GAS AND ) 
ELECTRIC COMPANY and: the CITY OF ) 
REDDING tor an order under Section ) 
851 autborizing the former to sell ) 
and convey to the latter tbat certain ) 
electric distribution system, in ) 
accordance with the terms of an ) 
agreement. dated May 4, 1983. ) 

(Electric) ) 

-----------------------------) 
INTERIM OPINION 

Statement of Facts 

Application 84-02-06-
(Filed February 2, 19·84) 

Pacific Gas and Electric Company (PG&E) Since October 10, 
1905 has been an operating public utility corporation organized under 
the laws of the State of California. PG&E 1sengaged principally in 
tbe business of furnishing electric and gas service in california, 
although it also distributes and sells water in some cities, to...m:s., 
and rural areas, and produces and sells steam in certain parts of the 
City of Sari Francisco. 

The City of Redding (the City), located1n Shasta County, 
is a municipal corporation existing un~er the laws of the State of 
California. For some time tbe city has owned and· operated an 
electric distribution system located w1~h1n its corporate limits. 
From:this system the city furnisbes electric service to its residents 
and inhabitants. 

In accordance with its obligation as a public utility, PG&E 
has been supplying electric service to six resi~ential customers and 
one commercia.l customer in two unincorporated areas <?utside the 
city's'boundar1es. 

In 1982 the city exercised· its pOwer or annexation and, by 

Re:solution No. 82-49 in Annexat1onNo~ 82-8,. annexed' tbeBranstetter 
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Lane area where four of the residential and the commercial customer 
were located. The remaining two residential customers at issue' are . 
located on a remote area on the north side of Kenyon Road west cf the 
city boundary llne. As the result of a prior sale of. distribution 
facl11t1e3 to. the cityp PG&E no longer bas distribution facilities in 
the unincorporated area which can readily serve this iso.lated 
enclave. Followlng lts annexation of the Branste~ter Lane area the 
city desires to. acquire PG&E's electric distribution facilities which 
serve this area, and is also willing to. serve the two residentlal 
customers off Kenyon Road. The city,after'acqu1s1t1oDof the 
Branstetter Lane facilities, and the 532 feet of electriC 

,. 

distribution facilities serving the two residential customers cff 
Kenyon Road, intends to lncorporate these facilities into its 
municipal electric distribu~ion system .. 

Accordingly, the/ city and PG&E on May 4, 1983 executed an 
agreement whereby the city would purchase the poles, towers and 
fixtures, overhead conductors and devices, service conductors, line 
transformers, underground facilities, and meters invo.lved within the 
two areas.. By this application PG&E and the city seek an ex parte 
order of the Commission authorlzing the sale and transfer of PG&E's 

. } . 

electric faci'lities, incluc1ing any additions and betterments, within 
the' annexed area 82-8. Upon acquisition o.f these properties, the 

I 

city intends to. furnlsh the electric service presently supplied by 
means of, these facilit.ies, charging and collecting rates and charges 
not in excess of those paid ~resently to. PG&E by the customers 
involved, and to provide such electrlc service as may be required in 
the future· in the annexed area. Concurrent with the connectlon of 
the customers involved to the city'sfacl1ltles, PG&E also. seeks. to. 
be relieved of ltspublicut1llty obligat.ionwithin the'annexed area • 
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The purchase price for the facilities, purportedly 
refleetillg replaeemellt cost les.:s depreciat1oll, is $20,0,10." In­
additioll, as to allY additions and retirements that may be made 
subsequent to September 10, 1982, and prior to conveyance, the city 

will pay PG&E: 
a. The net value of the facilities (as' 

determined under the practice prescribed for 
electric utilities under the Federal Energy 
Regulatory Comm1~~1on and Ca11~orn1a Public' 
Utilities Commission Uniform System of 
Accounts), 

b. '5~ of such net value, and 
c. any applicable severance costs. 

The current ad valorem taxes for the tax year in which the facilities 
and any- additions and betterments are conveyed will be prorated as of 

the conveyallce date. 
The city has been advise4 that certain of the facilities 

involved contain polychlorinated biphenyls (PCBs), and the city bas 
agreed to hold PG&E harmless for any and all liability arising from 
such substances, or from any failure of the city to perform its 
utility obligations to customers in the annexed area. PG&E will 
assign all land rights and property interests for the facilities 
concurrently w1th delivery of'. the deed or deeds. 

The seven customers involved in this transactiollhave 
produced for PG&E a gross a1l1lual revenue of approximately $3,700. 
PG&E holds llO line extension depoSits or surety. depoSits for' the 

customers involved. 
Notice of the application appeared in the Comml.ssion's 

Daily Calendar o~ February 7, 198-4. No protest has been received • 

, The historical book cost, less depreCiation, of tbe facilities 
involved is $9 p 800. 
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Discussion 
While most California communities o~tain their electric 

~ervices from privately owned publie utility corporations sucli as 
PG&E, some cities prefer an4 are able to invest in the aCQ,uis1tion of 
their own electric <1istribution facilities, an<1 thereby area~le to­
take a<1vantage of low wholesale power rates available under 
preferential allocations to cities from federally o'WDec1 hy4roelectric 
projects. Having lower financing costs than 40 privately o'WDed 
public util~ty corporations, and not having to pay income an~ other 
taxes, cities are sometimes able to deliver this federally derivec1 
electrici ty to the resi<1ents and businesses .. wi thin their bound.aries 
at rates lower than those that a public ut:I.J:ity must cbarge. But to 
be eligible for these preferential allocations from federal power 
projects, a municipality must own its own electric distribution 
facilities, an4 muzt accept utility resJ>On~ibility to serve all 
present and future customers in its 5errlce territory. Usually 
lacking tbeir own transmission lines, cities customarily pay the area 
public utility to wheel the federal power from the federal 
bydroelectric project source to the city's distribution lines. !hen, 
to fully meet its utility responsibility the city will further 
contract v1tb the area publiC utility tor wholesale purchases as 
Deecied. to make up' any supplemental power supplies it will. reQ.uire . . 

over and above its te4eral allocation. In many instances th1s places 
upon the area public utility the requirement that it has available 
and carry peaking period capability. 

In Cali~ornia a municipal corporation is empowered to 
acquire, construct, own, operate, or lease any public utility (West's 
Ann. Pub. Util Code § 10002). Thus the city has the power of eminent 

. domain to acqu1re by court proceedings the el~ctric distribut10n and 
street11gbting facilities within any area annexed to the city. 
Furthermore, eacb annexation and acquisition,: ot .. electrical taci11t.1es 

, . 
'.' 

~ -



• 

• 

• 

A.8~-02-06 ALJ/vdl * 

$e~ves to entitle the city to a larger share or allocat1ono~ any 
federal power which may become available, at tbe next contract, 
period.. Under such circumstances, in order,to avo~d c'ondemnation 
suits and to comprom1~ possible expensive litigation trom su.ch 
suits, a pub~ic utility corporat'ioninvolved witha!l annexation area 
similar to the present situation is often willing'to sell 'its 
involved facilitie.s. to the city by direct: negotiation and' contra,ct. 

Such is the procedure being followed he:~e.. Rather than 
proceeding by eminent domain, in the interest of saving both time. and 

_ I ' _ ' ." i" .'. ,'" • t , 

.. legal expense, the city and PG&E have agreed upon a price. for 't:he' . 
. facilities and have eontracted' to perform accordi:ngly.. There having 
been no ol>po~it1on to the applicat10n,Admin1strative Law Judge"we1,ss . 
proceeded ,ex parte after close or the prote;t pe~j.od' prov1de~, in the " 
,Commission's Rules of Practice and ~rocedure .. 

Public Utilities (PU) Code § 85lprovides that no,public 
utili t~ other than a commo;'J. carrier.by rail,road may sell the whole or 
any part of its system or property useful. in the performance of·,i·t$· 

., , 

public duty witbout first obtaining authorizatioo to do so from this 
Commission .. \ In tra'nsfer proceedings the :function of, the· Commission, 
1~ to protect a"nd. safeguard. the interests of the public.' The eoncern 
is to prevent the impairment of the-public-service by thet:ransfer'of 
utility property into the hands of companies incapable of 'performing 
an adequate service at reasonable rates or upon te~ms.whichw11l. 

, bring about the same undesirable' result (So.. Cal. Mountain Water .. 
Co.' (1912) , CRe 520). Therefore,' we want to be certain that the 
purchaser is financially capable of the ac(tuisition and satisfactory 

" " , . '" 

operation thereafter. But where a municipal corporation or other 
public, entity is the purchaser, our cons1deratl:on is somewhat. 
different. 
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In this proceeding, the city has agreed to assume the 
utility obligation to provide electric service in the annexed area 
and to the two isolated services. The cit.y will hold PG&E harmless 
from any and all liability arising from any failure:ofthe city to 
perform these utility obligations. The city also accepts 
responsibility for any liability arising out of latent'PCBproblems. 

The purchase price reflects replacement cost. ,less 
depreciation of the facilities 'being,sold,' and'was agreed·upon 
between the parties. The parties assert that their agreement is 
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fair, just, and reasonable both as to the parties and to the 
eustomers af.feete4.. We aecept the purclla.:s.e price as .fair and j.ust 

eompenzation. 
There remains the issue who, the investor shareholders or 

the ratepayers, should receive the approximate $10,210 gain over 
original eost less depreeiation whieh is being realized on 
di~po~ition or thi~ utility property which is or has been 1n·rate 
base .. This issue is the same issue being eonsidered in ongoing 
proceedings in Application CA .. ) 83-04-37.. Rather than .further delay 
approval o.f this zale and trans.fer transaction between the eity and 
PG&E, by this interim decis10n we will authorize its eonsummation 
while reserving disposition an4 accounting o.f the $10,210 gain over 
depreciated original cost until our resolution o.f the gain issue in 

I 

the A .. 83~04-31 proeeeding .. 
There was no opposition entered to the sale and trans.fer 

aspect or this proceeding. and there is no need to set the matter .for 
publie hearing.. The information eontained in the applieation 
provides sufficient basis for our approval of the :sale and trans.fer, 
and the sooner the :sale and. transfer are approve4, the :sooner the 
eustomers direetly involved can obtain the lower rates and eharges .. 
promi:se4 them.. Accor4ingly, this interim order will be.mad.e 
effeetive immediately .. 
Finding:s or Fact 

1 .. PG&E provides public utility eleetrie service in many areas 
of California, ineluding areas 1n and about the City of Redding. 

2.. The eity, a california munieipal corporation, for some time 

has owned and operated an eleetric distribution system in areas 

within municipal limits. 
·3. The eity in 1982 annexed' an unincorporated area which is 

the prineipal subjeet o.f this application, an4 has agreed to provide 
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servj.ee to two nearby customers outside the annexed· area, all areas 
wherein the electric service or the obligation to provide electric 
:service was provided by PG&E. 

4. In the interim :since annexation PG&E has continuec1 to 
provide electric service to the annexed areas. 

5. The city has plans to provide the electric service t~ this 
annexed area and. ha:s agreed to .also provide service to. tbe two 
customers in the nearby area outSide the annexed area, and bas 
contracted with PG&E to purchase the existing electric distribution 
system in area 82-8 as well as the 532 ~eet of electric distribution 
facilities serving the outlying two. customers on the:no.rtb si<1e of 
Kenyon Road and will incorpo.rate these ~acilities into the city's 
electric distribution system. 

6. The purchase price negotiated between the City and PG&E for 
the facilities, the proposed payment or·net value plus15J for 
additions, the proposed payment. of applicable severance costs., and 
the proposed proratio.n or current ad valo.rem taxes co.nstitute a just 
and reasonable compensation for the transfer. 

1. The furnishing of electric services in the annexed area and 
to. the two nearby customers o.utside the annexed area by the eity will . 
not result in rates and charges to. these customers in excess o.f those 
paid to PG&E. 

S·.. There:is no. known oppo.s1 tion to. the preposec1 sale and·· 
transfer. 

9. It can be seen with reasonable eerta1ntythat tbere j.s no 
possibility that the sale'and transfer of these particular facilities 
alene may have a significant effeet en the environment. 

10. :Lhe proposed sale and transf'er of' these particular 
~ae1l1t1es, under all the conditions applicable, would no.t be 

:1.nit1ally adver~e to tbeyub11e interest • 
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11. The transaction which i$ the subject of A.84-02-06 involves 
proportionately a substantial increment over the net book or 
depreciated rate base value of the property to be transferred. 

12. 1bere is no reason to further delay authorization for this 
sale and transfer. 

'3~ Tbe gain in the sale price over net book value when 
realized by PG&E should be held in a suspense account pending 
resolution in A.S3-04-37 by the Commission or the issue vho is 
entitled to the gains or responsible for the losses accruing from 
sales of utility property. 
Conclusions of Law 

,. Upon completion of the sale and transferPG&E should be 

relieved of its electriC public utility obligation in the annexed 
area and to the two customers north of Kenyon Road outside the 
annexed area. 

2. PG&E should be required to defer classification of the gain 
realized over depreciated book value of the electric ~aci11t1es 
involve~ 1n this sale an~ transfer until further order of the 
COmm1$~!on_ 

3. A publie hearing on the sale and transfer a$pect of the 
application is not necessary. 

,)~'~: The' application should be granted as provided in the 
rolloWing order. 

INTERIM ORDER 

IT IS ORDERED that: 
1. Within 6 months after the effective date of this order? 

Pacific Gas and Electric Company (PG&E) may sell and transfer to the 
City of Redding'the electric distribution facilities $et fortb in 
their May 4? 1983 agreement annexed to and made a part of their 
application a3 Exhibit c. 
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2. Wi thin 10 4ays of the actual transfer PG&E shall notify the 
Commission in vriting of the 4ate onwb1cb t.he transfer was 
consummate4. A true copy of the ~nstrument of transfer shall be 

attache4 to the vritten notification. 
3. Within 90 4ays after the 4ate of actual transfer, PG&E 

shall advise the Commission's Evaluation and Compliance Divis1on~ in 
writing, of the adjustments for additions andbettermen~ mad.e in 
accordance with EXhibit C annexed to and made a part or the 

application. 
4. Wi thin 10 days or the actual transfer,. PG&E shall record. 

the gains accruing from this :sale and transfer in an appropriate 
sU$pense account and retain them in that account untii·:rurtber 

Commission order • 
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5. Upon compliance with this interim order, PG&E shall stand. 

relieved of its public utility obligations in connection with 
electric service in the area which is the subject of this 
application, and to the two customers north of Kenyon Road outside 

tbe area. 
This order is effective today. 
Dated OCT 11 ~ , at San FranciscO, California • 

. "', .~. 
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serves to ent1tle the city to a larger share or allocat1on of any 
fe~eral power wb1cbmay become available at the next contract 
period. Under 3uch Circumstances, in order to- avoid condemnation 
suits and to compromise possible expensive litigation from such _" 
suits, a public utility corporation involved'with an annexat1~a 
similar to the present ~ituation is otten willing ~ sel 
involved. facilities to the city by direct negotiation nd: contract. 

Such is the procedure being followed he Rather' than 
proceeding by eminent domain, in tbe interest saving bOth time and 
legal expense, the city and PG&E have agree upon a price for the 
facilities an~'have contracte~ to perro~ccor<!1nglY. There having 
been no opposition to the apPlicationAdlnin1strative Law Ju~ge Weiss 

/ .. . 

proceeded ex parte after close of t~ protest period provided in the 
Commission's Rules of Pract1ce a~~Procedure.· ' 

. Public Utilities (Pu)l6ode § 851 provides that no public 
utility other than a common carrier by railroa<! may 3ell the whole' or 

/ any part or its system or property useful in the performance of its 
pu~lic duty without f1rS~obta1n1ng authorizat10n ~ do so· from this 

/ 
Commission. In transr~ proceedings the function oftbe Commission 
is to protect an~ sa~guar~ the interests or the public. The concern 
is to prevent the imPairment of the public service bv the transfer of 

/ J . 

utility property 1i1lto the hands. of companies. incapable of performing: 
an adequate serfce at reasonable rates or upon terms which will 

'bring about the .same undesirable result (So. Cal. Mountain Water 
I 

~ (1912) 1;:RC 520). Tberefore, we want to be certain t~t the 
purchaser ~ financially capable of the acquiSition and :satisfactory 

operation./thereafter. But where a municipal corpo~!~:t. er ~ .. ' 
public entity is the purchaser, our considerat10n~ ~n~l~ , 

" '. ~.t-J-. 
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~sentiallY and necessarily are a ministerial act. 2 And where th~ 
public entity and tbe public utility have contracted under a :shadow "\ 
O'f eminent dcmain for a voluntary sale and transfer, and have agreed , 

r upcn a purchase price, that agreed upon price will be accepted in our/ 
resulting PO' Code § 851 transfer prO'ceeding pertaini~ that--sa:J:~ 
and transfer as fair and· just ccmpensati~_ .. _ -~-.. -
-------.....:-£nis proceeding, the city has agr~to assume the 
utility obligation to provide electric serv ee in the annexed area 
and to' the twO' isolated services. Tbe c y will hold PG&E harmless 
from any and all lia~ility arising f~ any failure of the city to 
perform these utility obligatiO'ns.. he city alsO' accepts 
responsibility fcr any liability rising out of latent PC~ prcblems. 

• 
The purchase price re lects replacement CO'st less 

depreciaticn cf the faei11tie being SO'ld, and was agreed upon 
between the parties. The p ties assert that their agreement is 

~-------~-.--------~ 

/ 

I ... ~, 
2 See p~ople ex reloo PUC v City of FresnO' (1 967) 2~ CA .2d 7&. The \ 

; . CO'urt observed'that :d' a city and a public utility are in agreement \ 
cn the terms O'f a propO'sed sale, they may seek Commission approval ) 
rather than res crt to' ccndemnaticn proceedings. But if the 
CO'mmissiO'n impO'ses terms O'r conditions not accepta~le to' the City, 
the propose~ voluntary sale may be a~andcned and the city may rescrt 
to' eminent dcmain proceedings,· using either the Superior CO'urt O'r th 
CO'mmission under PO' Code §§ 1401-1421 to' determine the just ) 
compensatiO'n.. 'rhe CommissiO'n cannO't ccmpel the O'wners o~ a public 

\ utility property to sell (PooT .. Durfy (1914) 4 CRC 447)? and the 

•

\\ Legislature intended to involve the Commission in a condemn~ticn < • 

'< proceeding O'nly w1 th the cOll3ent of tbe city, and then, only on e 
,,~~st1on o~ setting just _ c:m:en:t~=--_ 

--_ ........ 


