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Decision S8 12 003 DEC 5 1988 

BEFORE'I'HEPtTBLIC U'.l'ILI'l'IES COMMISSION OF 'I'HE STA'I'E OFCALIFOru::IA 

Order Institutinq RUlem.akinq concerning ) 
the ratemakinq treatment of ,capital ) 

'gains.derivedfrolllthesale' of· a )' 
R~S:S:-11-041 public utility distribution system ) 

serving an area annexed by· ) 
a municipality or public entity. ) 

. (Filed' Novembe_r 23, 1988)-

-----------------------------------) 
220EB CORRECTING' CLEBICbL EEEQB~ 

The Commission· has :been. informed of clerical errors'. which 
, ' , ' " ' ,. 

occurred during the r>rinting.of . Order' Instituting Rulemak:L1":9,"(R .. ) 
88-11-04.1 •. More specifically: .... 

1." 'I'hefirst line" under pOint .2 on page 1 should' have'. read:',' 

Htbe distribution' system consists .of part· 0';" '.' 
all Qf. the utility ••• ~ .. 

'l'hisehange also' occurs in the first line on·page 5. 
2.; 'l'he first two lines on page 3 should have read: 

WAccordingly, we·intend'to' reconsider .whether 
these particular sales whi~ are';thesubje>=tof 
:tbis rulemaking'..are tantamount to total or 
pa~ial liqui~ations, ••• " . 

3. Language indicating theComm.ission's intention tbatwat.er·. 
utilities. ~included as respondents was inadvertently omitt:edfrom.'· 
., " ' . ... .. 

the first sentence .of point 2' and. the first sentence of po·intS: Ca)'.",:. 
,both on paqe. S. 

'., " 

4. Point.8(c)onpaqe S should have included the·:r:elevan;t· 
decision nwribers.·, 

5·.'., pO:Lnt',~(d)"shOuldhave:~elladded after.point.B(6:) , on .' 
pac;e S to, include' onth~ .mail'inglist the servie:e list' ~f 
Application 8.5.-12-0$01':. PG&E.~ s . last test year rate case .. 

": ' . " ".' .' 
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Under Resolution 'A-4661~ 
l'l'IS-ORDERED that these errors are correctecl, and. 'that 

thecorreeteCl versi.on of R.8.S-11-:041 in its entirety. is attaehed to: 
,this:, order as an appendix,_ Be:eauseof the neeessity of correeting 
theseerrors~ we' will extend the time for filing e~llU'Qents, to. ' 
January 16, 198:9.·,· 

'l'his> order is. effective today. 
Dated .' DE:C 5:1~' ~ at San' Franciseo, california •. 

" \0' ,'o.. 
" 

Executive Director,. 

. ... '; 

, "'" 

': ", 

... ,' 
'. r" • 

, .. . , . 
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BEFORE THE PUBLIC UTILITIES COMMXSSIONOF THE STATE OF CALIFORNIA 

Order, Instituting Rulemaking concerninq ) 
the ,ratemaking treatment of capital' ) 
qains'derived., from the· sale of a ') 
public.:util.ity distribution system ) 
serving, an area annexed' ,by ) 
a 1D.unicipalityorpublic entity., ) 

R. 8;8-11-041 , 
(Filed November 23-, 1988) 

, ') 

ORDER INSTI'l'O'rING RtrLEMAKING 

We are opening this rulemaking proceeding to· reconsider 
the ratemakinq treatlllent of gains realized in certain sales of 
utility property 'to- a municipality or other publice~tity •. Our 
review will be restricted tC?' the allocation of gains which are 
realized when all of.the following circumstances exist: 

1. a distribution system of a public utility. (i .. e., gas" 
electric, or water utility) is sold to a municipality 'or some 
other public' or gove:rnmen~l entity, such. as a: special uti~ity 
district; 

z. the distribution system consists 0,£ part or all o·fthe 
utility operating system, (l'I'systeml'l') located' within a 
geographically defined area; 

3. the components of the system are or have been included 
intbe rate,base of the utility;: and 

4. the sale of the system is concurrent with the utility 
being relieved of and the municipality or other agency assuming 
the'public utility obligations to the customers with.inthe area, 
served by the system. 

, . 
Although other sales. of public utility assets may 

result in gains,. we are limiting our review to- salesaetined DY 
thiS: set of cire\nl'lStances. because they have Deen the focus of 
most questions and continuing deDate~ 

The Commission is presently reviewing, for'example,. 
Appl.ication No.88-02-0~4 of Pacific Gas & Electric Company 



-. 

• 

R.8S-11-041 L/ dc1b 

, 
'( *PG&E*) tor authority to sell the electric distribution system., 
ot the Argyle Estates area to. the City of Reddinq ("'Reddinq*). 
This area was annexed by the city in 1985-. Upon co~Umma.tion ot, 
the sale, Reddinq will assu:me the obligation ot tUrnishing 
electric service to the resiQential and commercial customers ot 
the area. 

The Commission has already approve~, the sale of the. 
system. and the transter of the customers.. (0.38-09-039) We have' 
reserved tor subsequent, decision, however,., the ratemaking _' , ".' 
~rea'tJ!lent' ot the net a:tter taX 9'ain realized trom. "the difterenc~: 
between the net book value of the facilities sold and the 

, purchase price. , 
Disposition of the qain can be determined by 

appliCati~n ot our decision involvinqan earlier 'sale· to Readinq: 
of'the eleCtric distribution t~cilities of another service' 
territorY, In re Pac;.1fic Gas ~nd ~l~ctric ~mpanyand the <;itvof 
Redding (Novelllber &, 198-5-) O. 85-11-018,. as modified. by,D.8'6-02-
056.. In this decision, which we shall refer to- as 'ity' ot '" 
Begginq', the Commission found that the ratepayers were equitably 
entitled to: the qains realized froltt the sale of rate base . 
property,. and we ordered "that the qains be recorded in, an, ' 
appropriate operating revenue account. (0.8:5-11-018, pp.2S, 30.) 

We toll owed this decision in a subsequent review ota 
s~m.ilar sale by PG&E to. Redding,. and directed that the 9'~in,over, 
net book value tlow throu9'h to PG&E"s ratepayers. (O~ 8:6-12'-068,' 
p. 7.) 

With the most recent sale of the Argyle Estates 
tacilities,. however,. we have decided to reexamine the rationale 
for allocating the gain. We note that the sale of aPG&E' 
eleetric distribution system to Reddinq has been the ,subject of 
several applications and decisions., in adctition t.o. the tw(}cited, 
above. (O~8871S; 0.90594:: D.8~-02'-044:: 0 .. 8:4-10'-OSO; 0,.85-05-017 .. )', 
consequently, the service terri tory which has, been transferred to 
Reddinq has expanded siqnificantly over the years. 

Our perspective on the issue, ,therefore, may have to be 
" ' 

modif ied in 1 iqht o~ what is effectively not only a reduction', O![: 
, , • 1 '<' • 

t~ta.l plant~' but also' a diminution' ,o,f PG&E's customer base~ 
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Accordingly, we intend to. recensider whetber.these 
particular sales which are the subj'ect of this rulemaking: are 
tantamount to. total er partial liquidations, and whethe~ any 
qains realized tro.m a liquidation of ut.i 1 ity 'assets accrues to
the shareholders. We commenteclon this issue briefly in~ity of 
R!:C\,Qing. ,(0'.S5-l1-01$,. pP~22 ariel 26) - Nonetheless" the' 
successive Redding sales prompt us to.' believe. that the,. 

, . . . 

characterizatio.n of each transaction as a straight sale or as a 
liquidation re~ires further analysis •. 

Further,. when ~ity 'o·t Redding was issued; .the law did: 
I' '" • 

~.'-), 

. not.au.tematically compel. or prehibit allocatio.n ef the gain '" .. 
either to ratepayers or shareholders., ,Our' decisio~ turned on the, 
resolution of, equitable issues.. We relied.. prilnarily en the 
equitable' .theory that rewards sho.uld be assigned to.' those who-
bear the riskS;" 

By this ~present order, we are providing an oppertunity . 
to. Update relevant case lawancljor statutory previsions and to 

. . . . . 
amplityouranalysis of the e~ita))le issues relevant ,to.· a. 
Bedding ,type sale.' We intend also' to. determine whether o.ther . 
issues sho.ulel'beweiqhed in strikinq a fair balance of interests 
between the ratepayers and. the shareholders of a public utility .. 

At this time we are specificallyD,2,j;, inviting co.mments 
and'W'ill not consider proposals with respeet to any sale of 
util i ty assets' other. than the kind described. in th.is order. . The .. 
Commission dees not intend that this proceeding be a torum: tor 
broad rulemaking reqard:i:nq all transactions in which utility 
property is sold or transferred. 

The parties are asked to. co.mment, therefore,' on the 
ratemakinq treatment otthe gain within the framework we have' 
described, with· particular attention given to- the fello.wing 
questions: 

1. What definition 'of liquidation or partial liquidation 
sheuld· the commission use?' ' 

2. What si9ni!icanee should the COIIlIllission place, on the 
souree of eontributions to. the value. ot the property So.ld'~. 
including the initial capital inves~entr the-payment of ea:r:ryin9' 
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costs, and other finaneial support given to the property while it 
was in rate base? 

3·. What should be the appropriate aecountinq. tor 
liquidations? 

4. What is the effect on a utility'S ability to attract 
.capital 'if the9'ain is allocated to ratepayers? What'has 'been 

the ettect,. tor example" of our prior decision in City otReddipq 
on PG&E's seeurities? 

$. What,. it any,. risks should the. Commission consid.ex;in . 
balaneinq. ris~. and. rew~ds~'tweenratepayersandshareholders 
.(e.q .. ,.risk of 'loss ot: original capital .investment? risk ot loss 
ot inerea'sed value?) .. 

6. Should the analysis of risks be retrospective or .. 
prospective? Should; we consider who has borne' the ri~ks or who 
bears them at the.tilUe of the sale and after the 'sale? 

7. What should..be the ratemakinq treatment ot a· gain' 
realized in a transaction wnicnmeets the adopteddetinition of a. 

liquidation,. . whether. partial or total? By way of comparison,.. 
what'treabent is accorded such transactions in other. 
j.urisdictions? 

8·.. On what basis could the gain be allocated .between 
ratepayers and shareholders? 

The results of this proceedinq will be effective 
prospectively and will not modify prior decisions. We will 
continue to abide by the .rule against retroactive ratemaking~ 
(pacific Telephcme and T~legraJ2b CpT VT ~lic Utilities 
Commissi,9n (19&5). 62' Cal. 20.634.) 

FUrther, this proceedinq should not be relied o~ in the 
dispos.ition of other applications tiled with,the Comxn.ission 
involving a gain on sale, unless the facts,fit substantially 
wi1:b.in .the preseril:led. circumstances set forth in' Ordering' 
paragraph. No .l": 

'I'HEREFORE, IT IS ORDERED that: 
1. Pursuant to Rule 14.2 (C) of the Commission"s Rules of 

Praetice and Procedure, a rUlemaking proceeding be instituted to- . 
solicit comments on the' propel:' disposition of goa ins realized.:upon 
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the sale ot property by a utility within' the regulatory 
jurisdiction of the commission when: 

a. the property sold comprises a distribution system; 

1:>. the distribution system consists of part or allo,f:' 
the utility operating system' (~system~) within a 
geoqraphieallydetined area; 

c. the components of the system are or have been 
included in the rate base o~ the utility; and 

d. the sale ot 'the systel'l1 is concurrent with, the 
utilitY]:)e.ing- relieved o~ and the municipality ,or 
otherpUblie agency assuminq the public utility 
obligations to the customers within the ~rea served 
by the system. 

2. All gas, electric and w~ter pUJ,lic utilities subj,ect to 
the j urisciiction' of the Commission are made respondents to: this . '. . 
proceeding and are invited t~ present their comments. 

3. All 'other interested parties are also invited to 
comment on the subject of this proceeding~ 

4. Pursuant to Rule 7 ot the Commission's Rules ot 
Practice and Procedure, an original and twelve copies of, each 
party"s comments. shall be tiled with the Docket Ot,fice of 'the 
Commission no later than 40 days after the' effective d~te of this 
Order Insti~ting Rulemaking. 

s. Atter the tiling, dead.line;. the assigned AdJninistrative 
Law Judge shall serve' commenting- parties with a list 'of ' 
com:m.entors. 

6·. No later than 10 days after the date that the list of ' 
commentors is mailed, all parties who, filed comments shall serve,.' 
their comments on all other commenting parties. . 

, 7.. No· later .than 30 daysatter the date that the list, ot 
commentors is. mailed, any commenting party may tile with the 
Docket Otticean oriqinal and twelve copies of a response to- the . 
comments o!other parties. 

s. the Executive Director shall cause a copy of this Order 
Instituting- Rulemakinq tO'be sent by regular mail to: 

a. all qas, electric and water public utilities 
. subject to· the jurisdiction' ·of the, Commission, 
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1:>. the service list of Application No. 88-0Z"';03.4. (the . 
pen4in9 Application o~ PG&E), and 

c. the service list of. Application a2~04-37 (the· City' 
or Redding case, D,.S5-~~-O~8" mcx:lit'ieclby 
0.86-02-056). 

d.. the service list of Application 85-12-050' (PG&E's. 
'last test year rate ease).. ' 

This Order is·ef!ectivetoday. 

Dated. November 23, J.9SS, at. San Francisco, California. 

Commissioner DONALO~, abstained 

STANLEY W' .. H'O'LE'I'T . 
Presi'aent· 

FREDERICK R.. OtmA 
G .. MITCHELL, WILl< 

, JOHN :8... OHANIAN", . , 
Commissioners 


