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BEFORE TEE PUBLIC UTILITIES COMMISSION OF‘THE'SSATE OF CALTFORNIA

Application of PACIFIC GAS AND
ELECTIRIC COMPANY and the CITY OF
REDDING for an order under Section
851 authorizing the former to sell
and convey to the latter that certain
electric distridbution system, in
accordance with the terms of an
agreement dated May 4, 1983.
(Electric)

Application 84-02-06
(Filed Febdbruary 2, 198%)
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INTERIM OPINION

Statement of Facts

Pacific Gas and Electric Company (PG&E) since October 10,
1905 has been an operating pudlic utility corporation organized under
the laws of the State of California. PG&E is engaged principally in
the business of furnishing electric and gas service in California,
although it also distributes and sells water in some cities, towns,
and rural areas, and produces and sells steanm in certain parts of the
City of San Francisco. , : :

The City of Redding (the city), located in Shasta County,
is a nunieipal corporation existing under the laws of the State of
California. For~3ome time the city bas owned and operated an
electric distribution system located within its corporate limits.
From this system the ¢ity furnishes electric service to fts residents
and inhabitants. | | . \

In accordance with its obligation as a public utility, PGLE
has been supplying electric service to six residential customers and

" one commercial customer in two unincorporated areas outside the
city's bourndaries.

In 1982 the c¢ity exercised its poﬁer of annexatioouand,_by
Resolution No. 82-49 in Annexation. No. 82-8,‘annexed*theVB:anstetter
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Lane area where four of the residential and the commerciai customer
were located. The remaining two residential customers at is;ue are
located on a remote area on the north side of Kenyon Road west of the
city boundary line. As the result of a prior sale of distridbution
facilities to the city, PGAE no longer bas distribution facilities in
the unincorporated area which can readily serve this isolated
enclave. TFollowing its anmexation of the Branstetter 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 residential
customers off Kenyon Road. The ¢ity, after acquisition of the
Brapstetter Lane facilities, and the 532 feet of electric
distridbution facilities serving tﬁe two residential customers off
Kenyon Road, intends to Incorporate these facilities into its
municipal electric distridbution systenm.

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
transfornmers, underground facilities, and meters involved within the
two areas. By this ~application PGXE and the cit& seek an ex parte
order of the Commission authorizing the sale and transfer of PG&E's
electric faoilities, including any additions and betterments, within
the annexed area 82-8. Upon acquisition of these properties, the
city intends to furnish the electric service presently supplied B3
means of. these facilities, c¢charging and collecting rates and charges
not in excess of those paid presently to PGLE by the custonmers
involved, and to provide such electric service as may be required in
the future in the annexed area. Concurrent with the commection of
the customers involved to the c¢ity's facilities, PGLE al;o seeks to
be relieved of its pudblic utility obligation’withip'the'annexed‘aréa;

Fa
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The purchase price for the facilities, purportedly
reflecting replacement cost less depreciation, is $20, 010. In
addition, as to any additions and retirements that may be made
aubsequent to September 10, 1982, and prior to conveyance, the city
will pay PG&E:

a. The net value of the racilities (as
determined under the practice prescribed for
electric utilities under the Federal Energy
Regulatory Commission and California Public
Utilities Commission Uniform System of
Accounts),

b. 15% of such net value, and

¢. 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 conveyance date. : ‘

The c¢ity bhas been advised that certain of the facilities
involved contain polychlorinated biphenyls (PCBs), and’ the city has
agreed to hold PGX(E harmless for any and all 1iability arising from
such sudbstances, or from any failure of the city to perform its
utlility obligations-to customers in the annexed area. PGYE will
assign all land rights and property interests for the facilities
concurrently with delivery of the deed or deeds. |

The seven customers involved in this transaction have
produced for PG&E a gross annual revenue of approximately $3,700.
PGSE holds no line extension deposits or surety deposits for’ the
customers involved. ‘

Notice of the application appeared in the Commission s
Daily Calendar of February T, 1984. No protest has been”received.

1 The historical book cost, less depreciation, of the facilities
involved is $9,800.

-3 -
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Discussion o

While most California communities obtain their‘elcctric ‘
services from privately owned public utility corporations such as
PG&E, some ¢ities prefer and are able to invest in the acquisition of
their own electric distridution facilities, and theredby are able to
take advantage of low wholesale power rates available under
preferential allocations to cities from federally owned hydroelectric
projects. Having lower financing costs than do privately owned
public utility corporations, and not having to pay income and other
taxes, cities are sometimes able to deliver this federally derived
electricity to the residents and businesses within their boundaries
at rates lower than those that a publie utﬁlity must charge. But to
be eligible for these preferential allocations from federal power
projects, a nmunicipality must own its own electric d:stribution
facilities, and must accept utility responsidility to serve all
present and future customers in its service territory. Usually
lacking their own transmission lines, c¢ities customarily pay the area .
public utility to wheel the federal power from the federal
bydroelectric project source to the c¢ity's distribution lines. Then,
to fully meet its utility responsibility the éity will further
contract with the area public utility for wholesale purchases as
needed to make up any supplemexntal power supplies 1t will require
over and above its federal allocation. In many instances this places .
upon the area pudlic utility the requirement that it bas available-
and carry peaking period capadbility. :

In Califormia a municipal corporation is empowered to
acquire, construct, own, operate, or lease any- pudblic utility (West's
Apn. Pub. Util Code § 10002). Thus the ¢ity has the power of eminent
. domain to acquire by court proceedings the eiectric'distributionvand
streetlighting facilities within any area anhgxed to the city-
Furthermore, each annexation and acquisitionr of electrical facilities
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serﬁes to entitle the city to a larger share or allocation of any :
federal power whi ch may become available at the next contract
' period. Under such ¢circumstances, in order. to avoid condemnation _
suits and to compromise possible expensive litigation from such _
suits, 2 public utility corporation involved with an annexation area
similar to the present situation is orten Willing to sell its
involved facilities %o the ¢ity by direct negotiation and’ contract.
Such is the procedure being followed. here. Rather ‘than
_proceeding by eminent domain, in the. interest of saving both time and
'legal expense, the city and PG&E have agreed upon- a price for the ,‘
facilities and have contrac*ed to perform accordingly. There having
been no opposition to the application Administrative Law Judge ‘Weiss
proceeded ex parte after close of the protest period provided in the
,Commission 3 Rules of Practice and Procedure. -
| Public Utilities (PU) Code § 851 provides that no public:

utilicy other than a. common: carrier by railroad may sell the whole or
any part of its system or proper y useful. in the performance of ‘its .
public duty without first obtaining authorization to do so from this
Commission. ' In transfer proceedings the function of the Commission
is to protect and sareguard the interests of the public.  The concern
is to prevent the impairment of the public service by the transfer of -
utility property into the hands of companies ‘Incapadle of performing
an adequate service at reasonable rates or upon terms which will.
} bring‘about the sare undesirable result (So. Cal. Mountain Water
__;‘C1912) 1 CRC 520). Therefore, we want to be certain that the
 purchaser is finanecially capable of the acquisition and satisfactory
cperation thereafter. But where a municipal corporation or other

public entity is the purchaser, our consideration is somewhat
different. «
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In this proceeding, the ¢ity has agreed to assume the
utility obligation to provide electric service in the annexed area
and to the two isolated services. The cxuy will hold PG&E harmless
from any and all liability arising from any failure;pf ‘the c¢city to
perform these utility obligations. The ¢ity aiSo‘accepts”"
responsidbility for any liadility arising out of latent PCB problems.

The purchase price reflects replacement cost less ‘
depreciation of the facilities being s0ld, and was agreed upon
between the parties. The parties assert that‘the;r agreement is
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fair, just, and reasonable both as to the parties and to the
customers affected. We accept the purchase price as fair and Jjust
compensation. | L
' There remains the issue who, the investor 3hareholders or
the ratepayers, should receive the approximate $10,210 gain over
original cost less depreclation which Is being realized on
disposition of this utility property which is or bas been in rate
base. This issue is the same issue being considered ih-ongoing
proceedings in Application (A.) 8§3-04-37. Rather than further delay
approval of this sale and transfer tramsaction between the city and
- PG&E, by this interinm decision we will authorize its consummation
while reserving disposition and accounting of the $10,210 gain over
depreciated original cost until our resolution of the gain issue in _
the A.83-04-37 proceeding. o | .
There was no opposition entered to the sale and transfer
aspect of this proceeding, and there 13 no need to set the matter for
public hearing. The information contained in the application |
provides sufficient basis for our approval of the sale and traosfer,
and the sooner the sale and transfer are approved, the sooner the
customers directly involved can obtain the lower rates and charges
promised them. Accordingly, this 1nterim order will be. made
effective immediately.
Findings of Fact

1. PG&E provides public utility electric service in many areas
of California, including areas in and about the City of Redding,’

2. The city, a California municipal corporation, rob~somé time
bhas owned and operated an electric distribution syztem‘infareas
within municipal limits. |

"3. The city in 1982 annexed an unincorporated area which is
the principal subject of this application, and has agreed to providé
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service to two neardy customers outside the annexed area, a11=area3
wherein the electric service or the obligation to provide electric
service was provided'by PGXE. | | ‘

5. In the interim since annexation PGXE has continued to
provide electric service to the annexed areas.

5. The city bas plans to provide the electric service to this
annexed area and has agreed to also provide service to the twe
customers in the neardy area outside the annexed area, and has
contracted with PG&E to purchase the existing electric distribution
systen in area 82-8 as well as the 532 feet of electric distridution
facilities serving the outlying two customers on the north side ef
Kenyon Road and will ineorporate these facilities into the city's
electric distridution system. :

6. The purchase price negotiated between the city and PGLE for
the facilities, the proposed payment of net value plus 15% for
additions, the proposed payment of applicadle severance costis, and
the proposed proration of current ad valorem taxes constitute a just
and reasonable compensation for the transfer.

7. 7The furnishing of electric services in the annexed area and
to the two neardy customers outside the annexed area by the city will
not result in rates and charges to these customeés ingexeessrof*thosec
paid to PGLE. ' | | ‘ o
8. There is no known opposition to the proposed sale and
transfer. ‘ ‘

9. It can be seen with reasonable certainty that there is no
possibility that the sale and transfer of these particular‘facilities
alone may have a significant effect on the enviropment.

10. The proposed sale and transfer of these particular
facilities, under all the conditlions applicable, would not be
initially adverse to the pudblic interest.
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11. The transaction which is 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 de. transferred.

12. There is no reason to further delay authorization for thia
sale and transfer. .

13. The gain in the sale price over net bdbook value when
realized by PG&E should be beld in a suspense account pending
resolution in A.83-03-37 by the Commission of the issue who is

- entitled to the gains or responsidle ror the losses accruing fron
sales of utility property..
Conclusions of Law

1. Upon completion of the sale and transfer PG&E should be
relieved of its electric publiec utility obligation in the annexed
area and to the two customers north of Keﬁyoﬁ Road outside the
annexed area. | o

‘ 2. PGAE should be required to defer classification ot the gain
realized over depreciated book value of the electric racilities_
involved Iin this sale and transfer until further order of the
Comnission. :

3. A public¢ hearing on the sale and transfer aspect of the
appli cation is not necessary.

uk; The application should be granted as provided in the
*ollowing order.

INTERIM ORDER

IT IS ORDERED that: |
1. Within 6 months after the effective date of this order,
Pacific Gas and Electric Company (PGXE) may sell and transfer to the
City of Redding the electric distribution facilities set forth in

their May 4, 1983 agreement annexed to and made 2. part of their
application as Exhibit C. -
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2. Within 10 days of the actual transfer PG4E shall notify the
Conmission in writing of the date on which the transfer was '
consummated. A true copy of the {nstrument of transfer shall be
attached to the written notification.

3. Within 90 days after the date of actual transfer, PG&E
shall advise the Commission's Evaluation and Compliance Division, in
writing, of the adjustments for additions and betterments made in
accordance with Exhibit C annexed to and made 2 part of the
application.

4. Within 10 days of the actual transfer, PG&E shall record
the gains accruing from this sale and transfer in an appropriate
suspense account and retain them in that account until further
Commission order.
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5. Upon compliance with this interim order, PG4E shall stand
relieved of its pudblic utility obligations in connection with '
electric service in the area which is tbe subject of this
appl:!.cation,‘ and to the two customers north of Kenyon Road outside
the area. ‘ ) ‘

This order is effective today.

) Dated OCT 17 1984 , at San Francisco, califorpia.

VICTOR CAIVO =

DONALD VIAL ‘ _

WILLIAY T. BASLEY . .
Commizsionmers

g / v e
I CEPTITY TEAT THIS DECTSION
FLTAD. BN Sl O L) BY TI":E A.BQ‘-’I:‘!:

CGMISELINERS TCDAY.
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serves to entitle the city to a larger share or allocation of any
Tederal power which may become available at the next contract
period. TUnder such circuﬁstances,.in‘ordér to avoid éondemﬁation
suits and to compromise possible expensive litigation from such
suits, a public utility corporation involved with an annexatiod’i?gé
similar to the present situation is often willing to sel
involved facilities to the c¢ity by direct negotiation.dnd contract.

Such is the procedure being followed herpe.. Rather‘than'
proceeding by eminent domain, in the interest saving.béth‘time and
legal expense, the ¢ity and PGEE bhave agreed”upon a price for the
facilities and have contracted to perrorm/g;cordingly; There having
been no opposition to the application,/i&ministrative Law JudgeHWeiss
proceeded ex parte after close of thé'protest period providgd in the
Commission's Rules of Practice anﬂ/}rocednre. |

Pudblic Utilities (PU)/Code § 851 provides that no pubdblic
utility other than a common ¢arrier by railroad may sell the whole or
any part of its system or pégperty useful in the performance of its
pudblic duty without fir%}/zbtaining authorization to do so from this
Commission. Irn transfer proceedings the function of the Commission
is to protect and safeguard the interests of the pudblic. The concern
is to prevent the impairment of the public service by the transfe: of
utility property 14to the hands of companies incapable of performing
an adequate service at reasonable rates or upon terms which will
‘bring about tgp same undesirable result (So. Cal. Mountain Water:
Co. (1912) 1/CRC 520). Therefore, we want to be certain that the
purchaser ap financially capable of the acquisition and satisfactory
operation/thereafter. But where a municipal corporation or ‘other
public entity is the purchaser, our cons;deration’é%

P
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/-_-——- : '
‘ 'ssentially and necessarily are 2 ministerial-act.z ‘And where th ‘

pudblic entity and the public utility have contractedunder«a_shadz:?\\
of eminent domain for a voluntary sale and transfer, and have agreed |
upon a purchase price, that agreed upon price will be accepted in-our/
resulting PU Code § 851 transfer proceeding pertainingfga thég,saxéz
and transfer as fair and Just ?22223323599&.,_*,_-_—w—f**"‘“”

—CH{s proceeding, the city has agreed to\aésume the
utility obligation to provide electric service in the annexed area
and to the two isolated services. The city will hold PG&E harnless
from any and all liability arising fgym any failure of the city to
perform these utility obligations. he city also accepis
responsibility for any liability Zrising out of latent PCB problems.

The purchase price reflects replacement cost less
depreciation of the facilitie being sold, and was agreed upon
between the parties. The parties assert that their aﬁreement is

///2 See People eg rel. PUC v City of Fresno (1967) 254 CA 24 76. The
/- Court observed that if a city and a public utility are in agreement

,/ on the terms of a proposed sale, they may seek Commission approval

rather than resort to condemnation proceedings. But if the

Commission imposes terms or conditions not acceptable to the ¢ity,

the proposed voluntary sale may be abandoned and the city may resort

to enminent domain proceedings,.using either the Superior Court or th

Commission under PU Code §§ 1401-1421 to determine the Just

. compensation. The Commission cannot compel the owners of a public

\ utility property to sell (P.T. Durfy (1914) & CRC 447), and the

\  Legislature intended to involve the Commission in a condempation

.‘_ proceeding only with the consent of the city, and then, only o
“\}imited question of setting Just compensation.




