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ApplicationofsPACIFIC GAS:-AND:i:i 1.3
ELECTRIC . CQHPANY and the CITY OF. . .
SANTA CLARA fér‘an ordér authorizihg
the former. to sell:and:convey. to-the ;-
latter certain electrxc d1str1but10n“
facilities} in accordancé with’ thé '
terms of an agreement dated: S
September 15, 1987..

o
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. Appllcatlon é§~02 011
(Flled February' 5, 1988)
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Statement of Facts , e

By an 1nter1m Dec151on (D ) 88 09 070 1ssued Hay 29, ) -
1988, the Comm1551on authorlzed PaCIfIC Gas, and Electrlc (PG&E) to fl.
sell and convey to. the Clty of Santa Clara (Santa Clara) the : o
electric dlstrlbutlon and streetllghtlng systen serv1ng the Bell»
Arye Manor. No. 6 geographlc area w1th1n the mUHIClpallty s llmltSc
The decision relieved PG&E of all publlc utlllty obllgatlons 1n :
connectlon with electric service 1nclud;nglstreetllght1ng in that
geographic area. o ' 7 D T

) The 1nter1m de01510n, whlle authorlzlng the sale and _
transfer, further prOV1ded that PG&E record the galn accrulng overdd
net book value from the. sale and transfer it to an appropr1ate'< _
suspense account until further Comm1351on order. Hotlce of the" ‘
appllcatlon appeared in the Comm1551on s Dally Calendar of
February 10, 1988. There were no protests, although on Harch 28,_
1988, the Division of Ratepayer Advocates (DRA) flled an untlmely
response wherein it advacated adherence to D. 85 11 018 ’

(City of Redding) in dlsp051t10n of the galn to allocate it to the
ratepayers.
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. (_‘pn November 23! 1988, Order Instituting Rulemakinq
(R.) 8§‘ii-041 was opened specif{caliy ito récbnside"1he‘rﬁle &F
D.85-11-018, regarding ‘the ratenaking treatment of QainSvrealized { K
in certain sales of utility property to a“mhnicipality or other ' j_
public entlty. By D. 89 07-016¢ in the- rulemaklng\proceeding, the -w@:
cOmmlss1on changed the éity of Reddinq ruie, and ﬁnanlmoﬁsly ELE
detérmined the disposition of the gain or loss from:a-sale of i. ¥
utility property in cases whlchfmeet all of the following: veriteriaiity
(1) the sale is to a municipality or: other: public  or: governnental
entity: (2) the sale iavolves all or part of the utility’s
distribution system located w1th1n a_gecgraphlcally defined area}
{3) theée conmponents of the system aré or naVe been included in the
utility’s rate base; and (4) the sale of the systenm is concurrent
with the ut111ty s belng relieved of and the mun1c1pai1ty or Sther' '
agency assumlng the publlc utlllty's ob11gat10ns to the customers
within the area served by the system. The holdlng of D.89i067 016
is that if the ratepayers dld not dlrectly contrlbute cap1ta1 to -
the systen sold ‘and 1f there are no adverse 1mpacts on the:'
remalnlng ratepayers, the galn ‘or loss 1s to accrue “to ut111ty
shareholders." ' T

By D.89-12-053 on Decembetr 18, 1989, the Commission
granted a rehearlng 1n respect to the dlsp051t10n of galn ‘issue
prevxously determxned 1n Appllcatlon (A ) 83= 05 004, the rehearlng
to be gu1ded by the p011c1es adopted 1n D 89 07~ 016. That ’
decision further dlrected Admlnlstratlve Law Judge (ALJ) John B. S
Weiss with regard not only to dlsp051t10n of the galn in
A.83-05- 004, but also wlth regard to ga1n ot 10ss d1sp051t10ns
which had’ been deferred in other cases, to requlre each utlllty to '
nake a showing whether' ' ‘

r:,il

1. The ratepayers contrlbuted any cap1ta1 to
thé system sSold. - : r

2. There wWere any adverse effects on the
utility’s remaining ratepayers which were
not fully mitigated.
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¢ TIf a-matérial.issue .ofifack:ar¢se, -the matter was.to be, .. :

set: for héaring: .. - niio oosavieg fuagiiwe oo ton

The:present-application’ reveals-a capitaligain of . ;... -,

approximdtely $59;834ion:the systen sold}.that.systen bearing a net

book valué:of $9,000.-:As:1a consequence of:the sale¢ .PG&E will lose
annual revenue of:$423,000:.PGSE also lost 282-residential . .
customers-and=14:commercialocustoners>and;zz,hégh-presspre‘ﬂ.

streetllghts. R I S

"

At the ALJ!s reQuest, PG&E's Hanager of Constructlon
Accounting, Joseéph F. O’Flanagan;-subnitted:-a; -statement under . .
penalty:of perjury declaring: that- PG&E!s: remalnlng ratepayers had
contributed no capital to the eléctric systém sold,. The lost ;
revenues were in part offset-by operational - expense. av01ded by the
sale, elinination of further depreciation and takes, and - g
elinination of any return on the utility’s.investment in the sold
systen.
Discussion .

Ba51ca11y,iD 89-07-016.in R.88-11- 041 recognizes the ‘
factual circumstance that the sale and transfer of. part.or all of a -
utility’s service facilities, together glth,termlnatlon of 1ts. ,
responsibility tdé serve in the future, are essentially at least a .
partial liguidation of the public utility. The selling utility’s
business is diminished in terms of assets, revenues, and custoners
by such a sale and transfer.

On the captioned transaction, the remaining ratepayers-.
had contributed no eapital to the systen being sold and
transferred. Futhermore, the small amounts of money involved in -
the value of the systen sold and ‘the revenues foregone denonstrate
that there were no adverse effects on the fenalnlng ratepayers from'
the transactlon. ‘The -loss of customers was 1nconsequent1a1

Accordlngly, thére could be fio sxgnlflcant ‘or adverse economlc_‘ o
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impact“f"oﬁi"réﬁéiﬁiﬁdfc‘ust'ém'ers;}faﬁd’!the'utilityfcontinued able to .
serve its remaining customers without adveérse efféct, no-dininution:.:
in quallty Of sérVicé; and no économic harm! toibe” nmitigated.

7 i0nbalancé; Vthéréfore ) the ratepayérs - having contributedic .
no capital’tc the systéem s6ld; and there being .no. significant . . -
adverse economnic inpact-to the!rémaining.rateépayers fron the- : .p..c
transaction, thé ratepayérs-aré-in the:same position before and .-
after the sale. The conditions set down in D.89-07-016 of- the -
rulenakiing’ procééding  arée met for' theicapital- gain after:taxes to
accrue to ‘theé utility-and its shareholders.:. 7 & ..« -sr o0 v g

: Given thé clearly minisculeiinmpact’ to remaining ratepayer.-
of this'transactlon,fand théré heing no material issue of fact: vl
involvéd; ‘thére éxists no neéd for a hearing.: O R S
Findlnqs of Fact ‘ Lot I S , Sl

‘1. 1In the ¢aptioned procéeding, while authorized by an - .
interim decision to proceed with the proposed sale and transfer to -
a nunicipality of an electric distribution and streetlighting . %
systen within a definéd géographic area of the municipality, and .
where the systen sold consisted of all of the utility’s leccal
system in that geéographic area, a transaction since consummated,
PG&E was ordered in that interim decision to record the capital
gain in a suspense account until further Commission order. .

1 This contrasts wlth ‘the 31tuat10n 1n ‘each of the three cases’
cited and distinguished in D.89-07-016. There, App. of Dyke Water
Co. (1964) 63 CPUC 641, App. of Plunkett Water Co. (1966) 65 CPUC
313, and App. of Kentwood in the Pines (1963) 61 CPUC 629 were '
cited as examples of 51gn1f1cant adverse effects to remaining

consequences to the renalnlng ratepayers. In each of the cited
examples, the resulting precarlous financial condltlon of the
renainder would have )eopardlzed future operatlons (i.e.,
significant adverse economic impacts for remaining ratepayers).
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2, D.89-07-016 in R.88-11-041 determined that when
ratepayers have not contributedicapitalyio a system sdld, and any
significant adverse impacts resulting fron the sale to the
remaining:ratepayers-are fully-mitigated, a.g¢apitaligain oy, loss
from " sale 6f. utility property which.meets all thecriteria,of... . ., .
D.89-07<016 shall.accrue to:-thé utility:and its.shareholders;,:(, .. .:

3. Ratepayers-contributed:no:capital to.the systen herein
sold and transferred to Santa Clara. bl

4.
adversely:affected. as the.gain represents @‘yeryjsmall_qmqunt of
rnoney, and the revenue loss is similarly insignificant.

5. The fact and results of this transaction provides no
significant adverse effect on the utility’s remaining ratepayers
requiring mltigatlon.

6. The facts and results of this transaction serve to bring
the gain dlSpOSltlon issue within the scope of D.89-07-016 in
R.88-11- -041., '

7. To permit PG&4E to include this gain in this year’s .
financial results, the order which follows should be made effect1ve
imnediately, thereby finally resolving this several—year-old
application.

[
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conclusions of Law

1. Pursuant to the Comnission’s determination in D.89-07-016
in R.88-11-041, the gain realized by PG&E on the sale of the
electric distribution and streetlighting system in the captioned
application should accrue to PG&E and its shareholders.

2. A public hearing is not necessary.
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FREDERICK R. DUDA, Commissioner, dissenting,

once again I am compélled to dissent from the majority
opinion regarding the disposition of gain on sale. My reasons are
esseéntially the same as those set out in my dissents to
D.90-10~017, D.90-10-018, D.,$0-10-023, and D.90-12-023, It is
fundaméntally wrong for the Comnission to establish guidelines
requiring mitigation of the adverse impacts on ratepayers resulting
from a sale of utility assets and then to totally ignore those
guidelines in subsequent decisions.

In the present case, there can be no question that the
utility has failed to make the Redding II showing that any adverse
effects on the utility’s remaining ratepayers were fully nmitigated.
Although the majority did not require quantification of the
reduction in operational expense and return on rate base which
resulted from this sale, it is undoubtedly less than the $423,000
annual revenue loss associated with the sale of utility property.
After all, the net book value of the systems sold was only $9,000.
Thus, the capital gain of $59,834 should be used to offset the
adverse inmpact of the annual revenue loss.

By finding that an annual revenue loss approaching
$423,000 has no adverse effect on remaining ratepayers, the
Commission ignores reality.

I nmust respectfully dissent from today’s decision.

ﬁ@wm

Frederick R. Duda, Commissioner

December 19, 1990
San Francisco, California




