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Applrcatronpso 11-020
(Frled November'14 1990)

0. '..,...,

Application~-of PACIFIC GAS 'AND -
ELECTRIC : COMPANY: -and. the CITY OF. ..
REDDING for an orxdex authoriz;ng ,
the former to sell and convey o
the latter certain.electric
distribution facilities, in
acczordance with the terms ‘of an"
agreement 'dated July 17, :1990.;
(Electrrc) U 39 E)

Applrcatron of PACIFIC GAS AND
ELECTRIC ‘COMPANY -and -the CITY-OF
REDDING  for-an:ordex. authorlzrng :
the former to sell and convey to
the latter certain -electric ™~ 77"
distribution facilities,. :in -
accordance with the terms of an
agreement dated ‘June 1971990
2 :(Electric). (U -39 E)

| Applrcatron 90- 112026
(Frled November 14 1990)

. R
PR St

L

Applicatron of PACIFIC GAS AND i
ELECTRIC COMPANY and the CITY OF
REDDING for'an’order “authorizing™
the.former to sell-and: convey. to
the latter certain electric
distribution-facilities, in-" "~ .
accordance with-the terms of an
agreement dated June 5, 1990.
(Electric) (U 39 E)
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Applrcatron 90-11-027
(Flled November 14 1990)
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o, roPacLfie Gas and Electrxc cOmpany (PG&E) srnce October 10,,
lsosyhas“beenwanﬂqperatlng_publrc ut;lrtyuccrpcrctren)orgqp%zeq{_ o
under the laws .of the State,of_ccliﬁqrnia,_‘RG&E”igﬁepgagegﬂjzb%i;d_
principally-in- the  business. of. furnishing electric and 9%3#39¥V?¢97@
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N -

in northern and central California. DGsE also produces “and solls” "

steam in certain parts ‘of San Francisco. = o TG nin

The City of Redding (City), located in.Shasta .County,. is .
a municipal co:poratlonﬁexlstmng undex’ the laws of the: Sthte offmﬂwi

. iy

Cal;xornma ~FOx, some. t;me-CLcy has owned and operatcd an electz;c

d;str;butxon system serv;ng within the city limits.. ‘From th;s T

-

system City furnishes electric service to ;ts‘resxdents-..,)” ";;‘j

In accordance with its public utxlxty sexvice obl;gations
to its dedicated service terrxitory, PG&E has provzded ‘electric

Pt [

energy through three small area electrac d;strmbut;on'systems ;n
three unincorporated areas in Shasta. County neax Cmty ,Ignrecent
years Clty has annexed these three areas, known as: County Oaks
Annexation No. - 88 5 (see captmoned Appl;canxon (A ). 90 11-020)
Sheena Lane Annexation No. 86-3 (see A.90- 11-026), and Qak Mesa

Annexations No. 80-11 and No. 85-1 (see A.90-11-027);.the. ’ﬁg;;j"f“:
respective annexations being cert;f;ed by the Execut;ve Offxcer of

1989, DeCembexr 18, 1986, and January 14,1981 and Aprxl 10/~ 1985-f”g
City now desires to acquire these three. PG&E local axea systems -to-
anorporate them' into its mun;c;pal electr;c distrzbut;on system.ggl

wag g,

Faced with Cxty s declared intention, PG&E agreed to sell-;“,,“;‘“ B
Accoxdingly, on July 17, 1990, June’ 19, 1990,‘and June 5,

1990 relative respectively to the capt;oned appl;catxons, PG&E ‘and "

City executed Purchase and Sale Agreements. whereby PG&E’S Melectr;chw
local area distribution systems in the three annexed areas would be

sold to City. By the captioned-applications the parties seek ex
parte orders ¢f the Commission authorizing the sales and transfers.
The systems to be sold are described in Tab A of the’respective :
appl;cat;ons. ‘Upon the transfers, PG&E also''seeks to be’ rel;eved

of the duties- andlresponsibilities (including-all-public utility: "~

AR KV

obligations)’ of an electric corporation within the respectiver
annexed areas. Finally, pursuant to Rate Making Txeatment of~.
Capital Gains - Utility Sales to Municipalities (1989) 32 CPUC 2d
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233, PG&E: requests that the-gains.on the three captioned sales be
allocated to the-utility and.its shareholders. . . ... . .. e

The purchase prices agreed upon by the. paxt;es for the
respective systems are: :$637,537 fox County. Qaks,. $9,l$4 for
Sheena Lane, and $31,452.50 fox Qak Mesa. For.the County Qaks.
system, the historical book cost was $480,200 with.a depreczation
reserve of $98,700, leaving a net book value of $381,500,. result;ng
in a gain before taxes of $256,037. For the Sheena Lane, system,
the historical-book cost was-$6,900, with . a depreciation. resexve of
$1,900, leaving a net book value of $5,000, resulting. in a gain.,
before: taxes of $4,154. Fox the Oak Mesa system, the historical. .
book .cost 'was $16,901.04 with a depreciation resexve of $6,433.52,
leaving -a net book value.of $10,467.52, resulting.in.a gain before
taxes of $20,984.98.  In each instance City will pay . seveu.*:amcta'_.‘~
costs.  Adjustments will. be made for any additions. to.and
retirements £from the. systems;, subsequent toO respective agreed dates
and priox to conveyance to- City, at PG&E’s net value plus. 15%.,“”

By the: sale and transfers, the 175 res;dentlal customers
of the- County Oaks arxea, the 2 rxesidential and.l commercial.
customer. of the Sheena Lane area,. and. the 12 resxdentxal and l
agricultural customer of the Oak Mesa area will become custamers of
City, and PG&E will lose-respective annual revenues.. o£.,5101,000,. .
$3,055.12, and. $7,350.  The tranufar to; City wmll not result in.an
increase over PG&E’ srpr@sently effect;ve xates and-charges for
these customers. PG&E holds no line exzensmon,prother_cxed;t,
deposmts for the, customers involved. . .. . . e

~.Current ad valorem. taxes for.- the tax,year of the
conveyance will be prorated as of date of conveyance.. City, has ey
also been advised that certain of the facilities involvgq;gpyhmwhb
contain- polychlozinated. biphenyls (PCBs), a hazardous mgterial,'and
City will assume liability, and responsibility fox .compliance with
all-laws, standards, rules, and regqulations pe:tain;ng;ppﬁspmgr;qv
Facilities; are sold "as.is." - The facilities sold.are presently Jé
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subject to the lien of "PGLE’s First and Refunding Mortgage-
Indenture, and PG&E will-obtain removal of this encumbrance: from..
the trustee of the indentuxe. R A T
Notice :of the filing of the captioned applicatxons
appeafe& in the Commission’s Daily Calendars of November~19,.1990:
(K.90-11- 020) and November: zo, 1990 (A.90-11-026- and A. 90-11-027).

) .
[

No protests were" f;led R Y :
Descugsagn T EEET A — - ST I Lol
S 'While mostiCaliforniacommunities obtain their:electric:
services from privately .owned public utility corporations: such as:
PGSE; some cities prefer and are’ able to invest in the acquisition
of their own electric distribution facilities, and thereby: are. able
to take advantage of the low wholesale power rates available:for::
cities from the federal ‘government’s souxces. - With' lower financing
costs than those available to privately owned public utility. =
corporations, cheaper federally subsidized powexr sources,'and not’
having to pay income or other taxes, cities are often able:to
resell to their inhabitants’ this federally derived-electricity at
rates lower than those a privately owned public utility must
charge. ‘But to be eligible for fedexal preferential power '
allocations, ‘a municipality must own its own electric distribution
system. Redding does. Usually lacking their own transmission
lines, cities customarily pay the local privately owned public .
utility to- wheel the federal power. TThen“tofmeétﬁits:utility7“w"
obligation, the city will contract with the local public utility: -
for wholesale power purchases as needed to augment normal .. :
requiremehts}‘in‘many*instanCes placing upon the local’public
utility the need'to ‘have ava;lable and carry peak;ng period
capablllmy. ' o : R cARe

‘ “In Cal;fornxa, a' manicipal’ corporation is. ‘empowered to
acquire, construct, own, operate, or lease any public utility. ™
(Public Utilities (PU) Code $ 10002.) Thus, a city'has the powex:
of eminent domain to acquire by court proceedings-all’ or:-any. part
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of ‘the distribution facilities of- any privately owned:public:: "
utility serving within'its boundaries. ''Faced 'with’this:overhanging
potential eminent domain’threat,  in ordexr to-avoid expensive ..
condemnation- suits, a public-utility corporation’involved: in an '
anhék&iidﬁ“ﬁiﬁil&t to the pféﬁén% situation is often-willing to ' )
sell its’ involved facilitiles to'the city by direct negotiation: and/
contract for a sale. BRI -
‘Such is the situation and procedure being followed here.

In the mutual’ interest of saving both' time and legal expense; City:
and PG&E have  bargained for' an appreciated price for the facilities
involved. As PU Code ‘¢ ‘851" provides that no public utility othexr: -
than'a common’carrier by railroad maysell’ the whole or any part of
its sYStém necessary oruseful ‘in the'perfbrmance'of”its public
duties without first obtaining authorization to do- 8o from this '
Commxssxon, the parties have filed this application.- /"7 .02

o In the usual private investor transfer proceeding, the:
function of the Commission is to protect and safegquard the’

interests of the'public. The concern is to prevent impairment of
the public service by the transfer of utility property'and
functions into the hands of parties incapable of performing:-an "
adequate 'sexvice at reasonable rates or upon terms which would
bring about the same undesirable result. (S¢. Cal Mountain Water -
€o. (1912) 1'CRC 520). We'want £o be assured'that“the'buEbHESer is
fxnanczally-capable of the acqu;szt;on and of sat;sfacto:y -

‘
L L
' D . . '

operat;on thereafter. = =
But in this proceeding we do not have the usual private
party transfer. A city is the purchaser, and where a municipality,
its corporation, ox another governmental entity is the purchaser,
oux .considerations..are somewhat different. . Since the, rates. to bé
charged by a municipally owned' utility' must be fair," reasonable,
just, and nondiscriminatory - (Amexican Microsystems. Tnc. v. City
Santa Clara (1982) 137 CA - 3d 1027, 1041),'and ‘the city ms assuredu
of an electric supply, the sale and transfexr ;nvolves no r;sk to
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the ratepayers-going with,the system being transferred.. .Were the.
Commission to, refuse, approval of the.sale and.transfer, City. could;
proceed in: eminent domain to acquire the system and. its, customers .
without our consent. (see People ex rel. PUC vs. City of zzgggg '
(1967) 254 CA.2d.76; petition, for hearing denied by Supreme, Court,_
Novembex: 22, 1967). - Accordingly, the Commission approves. the sale'
and transfer. G et e e
.Undex these circumstances, we still zeta;n jurzsd;ct;on
to formally relieve PG&E of its public utility obligations with. . .
respect to service for.the area being. transferred .to.City, .and upon
consummation ¢f the sale and. transfer,. PG&E will be, rel;eved of
these respons;b;l;t;es for the. County Oaks, Sheena Lane,. pnd Oaklu
Mesa areas being sold.. . PG&E. has annual. gross., Lnxrastate xevenues.
exceeding: $750,000. Accordingly, no payment oﬁ collected. Public.
Utilities Commission Reimbursement, fees will be due and payable 5
upon this sale;. rather fees collected. from~ratepayers in- the three
areas prior to- consumation of the sale and transfer will. be.. . . .
incorporated for payment. with the utility’s regular quarterly
payment in the. quartexr following consumat;qn.da:e,oiﬂthas&§9;9:anq,
transfer (PU.Code-§ 433.b). L et e e
. Remaining- is dmsposxtxon of. the cap;tal gains. to be e
realxzeg fxom the three- salesqhere;n,guphorxzed,j,InhDeqygagp s
(D.).89-07-016. in Oxder Instituting Rulemaking (R.)-38~-1l~ 041; a .
proceeding: involving a factual situation virtually, identical to the
facts present here;nl, the Commission addressed the issue whether

R

T

1 Basically, D.89-07-016' in R.88-11-041 recognized the factual:c
circumstance -that a:. sale; and transfer of, part or .all of a utility’s
service facilities, together with termination of its respons;bil;ty
to provide- future sexrvice in the area served by the-sold »r: . xu
facilities, is essentially at least a partial Liquidation of. the
public utility. The selling utility’s business is d;m;n;shed in
terms of assets, revenues, and customers by such ‘a-‘'sale and.

transfer.
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gain or loss;“as“the-case"mightvbe;?on*a~salevsubhphshthosevpresent
herein should be allocated ‘to- the selling utility’s- investors or:« "
ratepayers. In Ordering Paragraph 2 of D.89-07~016,-the"Commission
stated that such’ capital gain’' or' loss: shall accrue”to. the utrlrty

t

and its shareholders to the' extent that: - - . R

13- The. remaining ratepayers on the selllng
. .utility’s system are not adversely,

affected, and o
2)- - The ratepayers have not contrzbuted caprtal
to the dlstrrbutlon system belng sold and '
transferred.

In none of the srtuatlons lnvolved rn these oases drd the
value of the property sold or the’ lost revenues lnvolve large sums
of money In addrtron, the lost revenues dre offset by operatronal
expenses saved by the sales of the sysrems and ellmrnatron of amy
return on the utlllty s lnvestment. '

- w;rh regard to the caprtal for the facrlltles berng sold,

PGSE states that no operatrng revenues pursuant to arrangements
such as the GEDA ox EEDA Programs (83 CPUC 16, 19. 21) or funds
receivable under a PU Code Section 454. 3 program or comparable
program were the source of its investment in those facilities.

. Furthermore, the small amounts ¢of money involved in the
value of the systems sold and the revenues foregone demonstrate
that there were no adverse effects on the remaining ratepayers from
the transaction in each instance. There were inconsequential
losses in customers. Accordingly, there could be no significant or
adverse economrc rmpact on PG&E E:} remarnrng oustomers ln each o

LD '
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rnstancez,/and PG&E .continued, able to serve its remaining.. .
customers: without adverse effect, no- d;mrnutaon in quality of
service, and no economic: harm to be mitigated. ., . v e

: On, balance, therefore, the ratepayers. having. contrrbuted
no capital to the systems to be sold, and therxe.being no. ‘
significant adverse.economic impact. to. the ratepayers from the
transaction to be mitigated;.the ratepayers are in the same
position after as before the proposed sales. The condition set
down in D.89-07- 016 of the" rulemaking proceeding’ for'the capital
gains after taxes to accrue to the ut;llty and its shaxeholders
will be met.

o Gaven the absence of adverse meact to remarnang
ratepayers from these three transactaons, and the absence of any
protest, there exists no need for a hear;ng The sooner the sales
and transfers can be authorazed, the sooner the consumers who are
to be transferred to mun;capal servzce can obtarn the rate benefits
they have been led to expect to recezve. Accordangly, the'order ‘
whrch follows should be made effectrve rmmedrately. Because of the
v;rtually rdentrcal factual srtuataons presented, the three'i'
captloned applrcatrons are beang consolrdated for dec;saon.,”

LR S R E
l- 'w.....l

e RN U e SO A LY

A R T

2 This contrasts wrth the satuataon ‘in ‘each of the three cases

cited and distinguished in D.89-07-016. There, App. of Dvke Watex

€o. (1964) 63 CPUC 641, App. of Plunkett Watex Co. (1966) 65 CPUC
313, and Appl. of Kentwood jn the Pines (1963) 61 CPUC 629, were
cited as examples of significant adverse effects to remaining
ratepayers; where major portions of the utilities were to be sold
resulting in significant rate increases or inadequate sexrvice
consequences to the remaining ratepayers. In each of the cited
examples, the resulting precarious financial c¢ondition ¢of the
remainder would have jeopardized future operations (i.e.,
significant adverse economic impacts for remaining ratepayers).
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zg,'ngg,,'ggg-"gf z_a__c_ A s N R S A8 VI S
“pGEE provides public utility electrlcuservxce in’ many-“. .
areas’ of Callfornxa, including ‘areas. in’and: about Cityl.out '

2. City, a municipal coxporation/ of -the State: ofr California,.
for some-time 'has' owned -and’ operated-an electricidistribution::
system in areas within city - limits.: ‘= Lo n L S s

7 3. In‘receat years City completed annexationiprocedures.to
annex the County Oaks, Sheena Lane, and Qak Mesa areasg: to:City.

4. In the interim since ‘the ‘annexations,  PG&E has: cont;nued
to provxde«publ;c utmlxty'electrmc service 'to.-the three annexed-
areas. S SR L Y T L Tt

5y City plans and desiresﬂtoitakehoverﬂandracquireﬁPG&E’s
electric distribution systems -in' the County- Oaks . Sheena: Lane,. and-..
Oak ' Mesa areas, and has contracted with PG&E to purchaselthese:
systems~to“incorporate“them'intO“City*srmunicipallynowned"systemm

6. The negotiated prices. forﬂtheﬂthree'distributionxsystemsrn
include gains over orlglnal cost less deprecmat;on, andare..
reasonable. SUE T T T T T P L AP

7. - There 'is no known opposition to the proposed»salesaandumq”
transfers. crimlt L
8. It can 'be seen 'with'reasonable certainty 'that the sales:
and ‘transfers to City presents mno'significant impact.on the i v
environment. el el

9. ‘As’a public utility continuing to.operate-after: these
sales and transfers, PG&E-remains: responsible. to the:Commission:..for
remittance at the appropriate time.of Public Utilities.Commission. ::
Reimbursement Fees collected in the transferred service  areas: up*to:
date the sales and transfers are consummated.:. . @ o

10. D.89-07=016:in R.88-11-041 determined that: when
ratepayexrs have not contributed capital 'tocta:.system:soldy and any
significant adverbéfimpacts‘resdlting-fromﬁthe&sale to.1the +-70
remaining ratepayexrs are fully mitigated, a capital gain-oxr 1loss ...




A.90-11-020 et al. ALJ/JBW/p.c

from sale of utility property which meets all the cr;terra.oi
D.89-07~016. shall accrue toi the- utility and. its. shareholders.r
11. Eachsof these. three systema‘constltute”a,dxspr;bptrpn
system_sold to.a municipality. e IR
12. . Thei-systems consist of a‘part of the utxlrty operatrng
system wrthrn a geographically defined axea. . ..., :... ol - .
' 13... The components--of the. system have-been included- in the
rate base of the utility. e SRS el e
.14. The sales will. be concurrent wrth the utility being.

relieved. of and.the municipality assuming PG&E's,oblrga;;ons,;pjthe;

customers within the area serxved by the system.
15.. Ratepayers contributed no caprtal to the three- sysrems
hexe. to be sold and transferred to City.. R N LR SR
16. The remaining PGLE ratepayers are not adversely.affected

as the three sales anc transfers involve a.very small amount of . .

money, -andthe:revenue and customer losses. are similarly:.
insignificant.. .. o o : Rt ‘ﬂwm Gr L e

17. The facts and results of these transact;ons provide .. no .
significant adversewefhectaonAPG&E,surema;n;ng.ratapayerq'requir;ng
mitigation.

.18.  .The facts and results of.these three. transactrons sexve

<o bring the rgain disposition -issue within.the scope ©f..D.89-07-016
in R.88-11-041. T T

19.  Because the public. intexest would best be. .sexrved by
having .the transfer take place expeditiously, -the-ensuing oxrder .
should be made effective on-the date .of issuvance. .-

gogclugigg‘ Og' ;gw R PR I B SO N N R L U S A LRI S AT H R

1. A public hearing is:not necessary. ... ' .. ... .. r
2. The.sales and .transfers should be authorized. -
- 3. . The sales and transfers meet :the-requirements..of.
D.89-07-016.:for the capital.gains to accxrue to .PG&E. and rts
shareholdexrs. .- . - oo Loraar e o0 U s g
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4. . Upon;completion. of,the sale and transfer,. PG&E:should be
relieved to its public. utility electric service obligations in the
County Oaks, Sheena iLane, and Oak Mesa areas now annexed. to City. .

oo e A -
. O RDER
e

IT IS ORDERED that:

1. Wlth;n 6 months after the effective date of this order,
Pacific Gas and: Elecsric Company (PG&E) may sell and transfer to
the City of Redding the electric distribution system set forth in
Tab A of; Appl;cat;ons (A ) 90-11-020, 90-11-026, and 90-11=-027.

2. Within 10 days of the actual transfers, PG&E shall-notify
the Commission in writing of the date on which.the. transfers were
consummated. A true copy of the instruments effecting the'sales
and transfexrs shall be attached to the written notificatigm. . ..

, 3. Wathin 90 days after the date of actual transfers, PG&E
shall advise. the Commausxon Adv;sory and Complxance vazsxon, in
wrxting, of the adjustments for additions and bettexrments, if any,
made Ln accordance ‘with the transactions.

FG&E shall 'make: rem;ttance to the Commission of the
Publ;c Ut;llties Commzss;on Reimbursement Fees collected to the
date of sale and transfér of these 3 systems, along with its other
fee remattances, at the next quarter remittance date following the
date of the sales and transfers.

'S. Upon completion of the sales and transfers authorized by
this Commission order, PG&E shall stand relieved of its public
utility electric service obligations in the County Oaks, Sheena
Lane, and Oak Mesa areas set forth in Tab A of A.90-11-020,
90-11-026, and 90~11-027.

6. The gains on sale realized from these sales and transfers
shall accrue to PG&E and its shareholders.
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7. In accordance’ with General Order 96-A, PG&E-shall file a
reviged service area map del:.neat:.ng its sexvice: terra.tory in the

ry

vicinity of" Redding within 90 days of the transfer date. il - ~.ul
This orxder is effective today.
Dated February 21, ‘1991, ‘at San Francisco, California.

PATRICIA M. ECKER’J." ’
“ ‘LPresident °
G MITCHELL WILK. ..
" JOHN B." OHANIAN ~
R o : v e ~o Commissioners:
I abstain. . oo oo nea L me aaie el sy A g VI .
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Toabstain. U T o ) CERTIFY THAT THIS DECISION™
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