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Decision

BEFORE THE PURLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNTA

Investigation on the Commission's
oWl motion re the sale by Pasific OIT 82-05-01

Gas and Eleetrie Company of certain (Filed May 4, 1682)
real property in Carbon County, Utah.

ORDER MODIFYING DECISION (D.) 82~12-121
AND DENYING REFEARING

An application for rehearing of D.82-12-121 kas been
filed by Pacific Gas and Electric Company (PGAE). We have
carefully considered each and every allegation of error in PG&Z's
application and are of the opinion that good cause for granting
rekearing has not been shown. However, D.82-12-121 should be
nodified %o provide findings of fact arnd supporting discussion on
each material issue. Therefore, good cause appearing,

IT IS ORDERED that

D.82-12-127 is modified as follows:

(a) Finding of Fae* No. 28(a) is added to
rezad,

"28(a) PGLE was not at risk for
the rate base property"”

(b) On page 2L, mimeo, the following language
is Inserted between the second and third
Sentences of the firss full paragraph:
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"By pernitting PG&E to place the cost of the
rate base property into Account 105, Plant Held
For Future Use, and continue that treatment of
those costs until Jan. 1, 1982, we effectively
insulated PG&E's shareholders from a risk of
loss. Moreover for years the ratepayers have
carried the burden of providing a retura to
PG&E on this property at the risk that no
additional utility service might ever resul%.
This, of course, is what did occur.
Accordingly we conclude the risk of loss
guestion was settled once the property was
placed in rate base. This conclusion is based
upon equitable considerations. The accounting
regulations which provide that gain or loss
from property in Account 105 be allocated to
the ratepayers are likewise based upon such
considerations.”

Rehearing of D.82-12-121 as modified herein is denied.
This order is effective today.

Dated MAR 161983 » 8t San Francis¢o, California.

LEONARD M. GRIMES, <R.
Prosicent
VICZICR CALVO
PRISCILLA C. GEEW
DONALD VIAL
Commissioners
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Daziel E.-Gibson-and:StevenFo:Greeawalds™”
.- Atrorneys:at.Lew, forrPacific’Gas and Electrie
" " Company, respondent. v
Michel Peter Florio, Robert Spertus,-Michsel .-
T ,Mahonqy;;Attoxneys'at’de,yanErSylviaqSiegel,
-~ Tor Toward Utility.Rate-Normalizatioxn-(TURN)+
James “P. Jones ‘and Mike Anderson, for the. .-
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. 7 By orderdated May'4,"1982; the Commission instituted this_ . -
investigation into the-sale by Pacific’ Gas éﬁa'ElE¢t§§Ew63i§;ny
(PGEE) to Sunedco Energy Development Co. (Suzedeo) of certain real
property iz Carboa Couaty, Utah, including rights to explore,
develop, and extract coal deposits. The order specified the

following issues to be addressed in this proceeding:
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FPinancial Analysis‘Group;-and—Qﬁlbertfihrante,'fznancial examiner“fﬂﬁ
chargc.oi the: tax, section, of the Revenue Reguiregendts -DivEsion . Thg

Ha

matter was.aubm;tzed upon the Liling of :Spening Briets ‘on = ¢ “f: ' t:
September 17 and reply briefs on October 1. PGEE and stefsf each -

filed driefs. The City of Saxn, Prancisco (Sa“ Prancisco) perticipated
through cross~examinazion and“b*él argnment.
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o Ine xhis ceczsion we: fand ‘that: PGEE's” Utah " coal” prope?%ies t:
were.not necessa'y Or-useful-in-the, performance’ of: itS'dutzes to %he

public at _The.ti me oZ-their.sale:to- SunedcoctlAccordingiy we' find -
that 857 doesmnathapPly..-,—ﬁ crocenzed ) ytogzel ool TroTonlen IS8T

~ w

"

ﬂw-‘we also-find-thet:risk-analysis should be®the’ major = *i:f'
consideration.underlying-the-allocationtofthe " gAinT2rom- the” sai'_‘ '
We de'e‘ﬁd~‘1“al Judgment -in:this regard, pending\review of Tarther’

Montezuma Project . costs,;while providingoforva refund 6% a portibﬁ“B*”

the gaia immed;ately.,ﬁrbe~retund'isurelated “tothe Property-that was -

e oA

held in rete -base. . The anount to-be:refunded mowTi§ abogt - o Ce ]

N T o

$59.4 million,\w;mh-furthe~ re‘un&smpossﬁbre7depending o2 the " LianY "
dccls;;on_, wermon onmp senconnm Tans ndT o errsgmooraavttoony T wldarios

~ o e P . L
.o -t # e P - = E
- -

ot
NS B T

"v~PG&Erprqposes 10 exclude from “the. present &iétributfbn of” o
the, gain~thenamoun¢ ofs &7.37 million.representlng“p0831ble ItdbiIIifMﬂ
for Califoraialcapztal gains. tax. We find'the'possiﬁle 1iabiIfty too

speculative.xo‘includewln The calculation™ st this time, but préVTEET~:
for, recoveryhby PGEE: if. the tax isrcollected s (5" ~=iroiyg ©7 foltines

The original: development: of: these: Properties vas F?deiiiiggm}
by PG&? An.ivs. own name.. . Ix September 1978 PGEE formed- Fureka Bnergy

Compaxy (Bureka) -for-the, purpose.’ of  engaging in- the-ezploration 353‘

development of various-energy fuels; and Pureks todok’ over déveiopme it

of the properties.. -No-party has-contended that” ‘may” ratemékingl mRes &w
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Da:ie1:E-~Gibson:andiSteven?FtiG}ebniéldE”?
;- c-A¥voraeys av:Lew, for:Pacific Gas“and Electric
" " Company, respondexnt. i
Michel Peter FPlorio, Robert.Spertus,-Michael .:
. Mahoney, ATtorneys at Law, -and-Sylvia-Siegel,
-~ for Toward Utility. Rate-Normalization-(TURN) s

James “P. ‘Jones ‘and Mike Anderson, .for the. .-
- -Unived Trensportation -Usi ons - Robert M. Toch,
~ Thomas D. Clarke, and.Nancy-I- Day, Attoraeys-at-
- “"Law; for "Souther=’ ; _ :
.. George W. Palltrick, "for the Brotherhood of
2llway Alrline -and Steamship -Clerkss: Paul:E.” -
"= Morrisoen, ‘for the Brotherhood of Locomotive R
Togineers; Catherine Ao TJohnson, for ‘Californis
. Energy Commissiont and .Leomard L. Smaidery for
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" 7By order‘dated May”4;’ 1962} the’ Cgmxgi 8sion. instituted this. .-
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investigation™into the-sdle by Pacific Gas and Blectric Company
(PGEE) to Sunedco Ezergy Development Co. (Sunedco) of certain real
property iz Carboa County, Utah, including rights to’ explore,
develop, and extract coal deposits. The order specified the
Tollowing issues to be addressed in this proceeding:
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C e

o NP PR
e . L L

~

- e T e e e s L
-~ e e o s '

o

‘ GeoTge Agaost,” City Attorney; interested parties.....-

o . e

-

e




0II 82~05-01 ALJ/md/vdl

Whether the subject properties or:axy“portionr— A
of them are subject to the Jurisdiction of. pn e

. this Commission as &escribed Ao -Publie-=v7 FRe wne e
Utilities (PU) Code § 851; )

Whether it i{s in the public interest for~the*.,
Comnssion to issue an order.auzhoriziag PG&E% :
to:enter- into this sales transaction as it -

‘may presently be constituted;”

Whether it is just and reasonable for the. ..
Commission to reflect the net gains or net
losses to PGEE or any portion of thenm ~

resulting from-the- PG&E—Sunedco;xransaction

,1nde1ectric rates” and“ it ao, in whax manner*
az -

u'.v_ '.‘

;o

4.  Whether-any other.order or~orders;that§hay be
,;,v-&ppropri&te ‘should de entered in’ the lawfyl
; ilexercisetof the’ Commfssion 's jurlsdiction.

The" order directed,that~a prehearing conference should be
set, at whmch time PG&g-shouIE squit a scheduIe.for provzding 8 full

R ke e

accounting of 1ts capzxaI expendituresaaas igxed'wimh its Carbvon

et sttt T

County propertzes, itSuconzracts'wzth Sune&cd, and.Lts~proposa1 for

s T o e

reflecting any net,gainAin,raxes-

POPPRIEH R
L oerpari e ..,...._.—.._,—u-a-

ok prehea.rfngconzerence wa.s heId on J’.ay 28 1982 in San
Pranciscos " Ev;denmia:y hearings were held on kuguat 16 =17, and 18
in Saz Pranciéco. TPGEE of*eredwthe'testimony of lme* P. Kaprieliazn,
vice president, Fuels Planaing and Acquisition- ¥Williem M. Gallavan,
vice president, Rates and Valuaxion, an&“Gloria S. Gee,
the Accounting Research and Aralysis:Section-of the Comptroller's

supervisor of

Department. The Comm;ssion ata:f offered the,testimonyﬂor Doana Fay

Butler, a finagcial examiner ia thengyenue Requiremenxa Divisfonyrovaz
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Fizaacial Analysis Groupy and (Gilbert -Infaate, Cfi:ia;-f@i'ﬁffei'éﬁi‘\ﬂe_i":""f‘:;9
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filed briefs. The City of San Francisco (Sen Prancisco) perticipated
through cross-examination and oral ara: a.rgumen'c-
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In_zhzs ceczsion we..£ind: that: PGEE"s” Utah " coal” ‘proper'ties '_
vere. not necessa*y -or ~use:ful~ ia:the, per:t‘ormance o its” dnties ‘to the -
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_ Ve, .also.find.thet risk-analysis should be the® major e

consideration.underlying-the allocationrof~the grin2rom* the salé:w‘?
We defer "‘1..8.1 Judement -inithis-regard, pending reView “of further
Mon‘:ezuma ;pro*ect costsy-while providing:for airefund -of a’ portioﬁ o:‘

~,, A

the ga:.n inmecl:.a.tely. . ~The-refund-fs-related “to the property that- was

A

held ia ra::;e ba.se. -Lhe anount tobesrefunded now:ié a.bom: B
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- ?G-&:.. p"oposes t0 exclude from 'che presen‘t d‘.i.s't:ri‘bu'ti”on of
the. -.68:%% The. apouat 021 87,37 milklion re g

Tor. Celifornia capitel: gains. tax. = We find the possible liabi“l“ﬁ:y 'c&;w

Bpeculative 2o- includein; thel-calculation” at this' time, it pro‘v{_ag ""
Tor, recoveryﬂ by PGEE- if: the’ tax dscollected s 2" ~ 0 CTET 27 RTLTLT0Y
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The original- development: of: these: properties 3 vas under'teken -
by PGYE ia its. own- name..: In:September: 1978 PGAE Lormed’ Eureka. Energy
Company CEureka) for. the, purpose of engaging in- the explorat‘ion and
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developmen't of various-energy fuels; and Bureka todk™over’ development
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with the unde:standing—thatsEurekafuas.the~actual-enttty“involved o
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These pa*tlcu’a~ coal p*ope*t;es represen+ a complex
accunulation of various p*operfylriéhts necessary for the
deve¢opment and overation: ofl ¢coal-reserves- n»Carbon,Coun+y, Utah.
The, package inc’udes, among-others,-coal.reserves purchased in T°76
from Islana Creek.Coal.Company-(Island:Creek: property)-and’ pu*chased
from Kénnecott Coal Company (Kennecott property)Tfn 1979} surface '
lands pu*chased _subsequently in-several:discrete- segments"water
rzghts*”gngigegg;gg,¢eyelopment”efforts senvironmental stidies and“”ﬁ
reguiégsﬁy effortss-pernits;y licensessiand r gh*s—oflway.*-vG&E' "
purchased. the Isl and'Creek~pzopezty for $10, 67‘7 "67—1* a.nd paid» S

144 OOO OOO tons of mxnahle~coal~onﬂthe Island C“eek'property gn&
91,000,000 %025 on :the -Kennecott -propertys The ¢oal Feserves ‘are
sultagle *o' unde*g*ound mining. The coal reserves are comprise&'o"
Tederal leases .(82F),. Utah lesses -(10F); and ifee Coa (8EY " The

L v o oa

acqp s;*ionnoﬁﬂthe,two properties- created- a sizable property That was

nofe valuahle than the.xwo~were separaxely By add;ng‘the~K@nnecott e

R

-
o e

“-
-

posi+ion to pu-cbase adjacent*and,neamby~umleased-*ederal ' coal’ 1ands,”

- -

expected. to de.offered for: salevdn:the near- futureltinate BT , ‘
e PG&E selected-the Tsland. Creek and- Kennecott” prope*tieélas t:

the'most cost-e:fective, environmentally:sound," fuel” Source after”

exhaﬁétivewanalysis -and search for suitablezreserves- throughout the

"“"_“M\,J

- -

Western United States.and Alaska.csAftersnarrowing thesearch®do -
central Utah, the Island Creek and Kennecott properties were found to
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have superior characteris? vics .t e. S Higher Btutcontedt ‘axd -beﬂe,-’ «.« 3
pinin fconditions),and.zo be the lLeast -costly among ‘the - available - -~

o .

, , e vm
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Noze o’ the surface lands over -the: Island .Creek prdperty
a*d oxzly. ausmall segment.o ~mhe~lan& .over. the Ke necott property vas
properz;es,yp;g_pppppasp¢3spbsequeﬁxly:irnm.a<numbe‘~of'owners.~’*:Ti’
mhes:émsu"ace righxéqe“abled"PG&E' - gt St5° diseretion, to corduet -
"exploratory.drilling.. . This:drilling provided: data’on coal’ qualitw:”""
fo} e;y*ro“me:tal~purposes~andr nadled~ minding engineers 1o veriry V
coalpaualﬁtywaﬁd develop- plars:to expedxtiously"a“d"économically-m:ne
the coal. Coxfirmation-of- the- coalrquality by sitch® exploratory' fLnTRS
drllling made the properties:more attractive: to: prospective’ - - e
purchasers. - .Owzing-the-property:above: the: area-planwed Lor-min “g?*i“*
also, mizinized the-potential:-for-damage-suits- arising from* possible EE
ubsxde:ce of the surface la-d. NmZIlIm MR tuLin

» .

surfaceﬁfacillczes-related ~to mize- development, :ncludmngfportal
areas,.. buzld1¢gs, coal-storage-~areas;-conveyor belts, and” SRR
administrative -facilities.. "PG&E alsocobtained access- N
approxlmately 12,000 ;acres:through-"consent” ‘agreements. " " *fhese”
consexnt. agheements granted ~PG&E -access to-drill exploratory holes- ox”
nearby properties..-These . -drillings ~enabled "PGEE" “tocontirnthe" cogl
withia its holdings and to obtain informetion oxn adjacent, dut - SR
rleased, coal reserves. - The:consext agreements also ‘esteblished 2
means of compensating the owners, of :the land for. .subsiderce shoald ™
PG&E have erxlarged:-its: holddings at gome Tuture ‘time. T TS TannTRA
.~ _ Certain-segments:-of: the’ surface -lazds’ were'puréhased fbrf:;i?
the accomparying water rights. - In Utah,” ownership of the"surrace I
land- allovs applicatior for: transfer.of :the" vater-righta-to'the needs - =

of the mine (i.e., to industrisl use). Through such purchases, PGEE
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acquired rights -vo-a totell of 4,770 acre-feet per year ror \zse B2y o
nining, -corl. Llearing, -and; associated needs” '‘Sueh surface Tunofs CUCC
water rights are quite valuable because there are no working WeTls' ﬂi‘xff
the area.and the-climate s aridwc -omcl w2070 o0 Toooaek
In addition 40 its acquisition gnd: exp*lora*ticm activitfes,
PGB-“ also oompleted ‘allienvironmental: baseline date  collection: PRI
fforts necessary; forall permits; Ticenses,: and:: ri’ghts—of—way, a.nd“ viE

~

"‘:.led a-coupleted Mining-and: Reclamation Plan- which® wis: deemed -« -7 -
complete - and: "technicelly: adequate”: by the: Ttah- "Department of O:tl,
Gas a.nd Min:.ng, with- construction:approved: for® Jnne~1982- PG&E‘ a.'ls?
completed 2ll-prelininary” engineering design-work-£or° two" portal‘ PomvRE
en*r..es,. ~Preparation- plant; rail: spur;:access”andshanl” roads, cen'tra‘* _
plant facllit:.ea,. sedimentation: pond; and= diversions, a5 wellas” 53.1""':
related. surface and- - subsurface-mining:facilities:  “The: tota.l cost o "

PGEE. rela.t:.ng-.'wathe acquisition: a.ndudevezopment o:f~ these- properfigs“"”
was abowz 34 million. SmalooTalminoond TuonnImo

.A‘.u.n-uln
' i - v e A e m ~ -~

-

‘-..:"‘be acquisition, planned-development, and’ thes .ultimate sa.le
of the TUtah, coal.properties-were:d¢irectly linked to"PGEE's s-plans” for
& coal-fixed power plant to-be:located~in-Californial -Thé-Goal was tT<
intended %o provide-a-major-portion-of thé fuel for ‘the power Plant; ="
wltimately known as ~'thve<Yon*ezum&:?owér*?la’rxt:v 'ch&?d\irig'lj' ~'the3" “rEns

the, developmen* "of»ron ezuxa : (o mgmany *s-chedu*led "‘or o'pe*a-t;ion m
1982)- (,.::‘ .—~”,‘..h- . - ,,]..........‘."..,,:. ,.,._...».,a‘,.‘ . v w b e ,u....,. e

P o P A we RS
v oant I R AR TR

+ zoxo0wnership -of the. fuel:source provided PGET ‘nutercas
advs.ntages,. including.increased security “of -supply "end ‘quality. ¢ T
Ownership 21so enabled: PGHE to provide:specific ‘and exact dats 'O‘rr""'the}‘:'{'
quality-parameters of -the. cosl tothe: California: Erergy: Conmission '
(cxC), Ancluding the emissions, thet-might be expected €rom: “tre power T

- Ownership of the. coal, was:also:dntended: to: providel PCAE: conls <"~

[} P Y )
2N [ - - - ~, - ‘d\ e -
. .-.-\n-m.-.v,.... R C”"—- . arsar AR S _'_‘“_ [ PEC R N ) @-a-w

L o .- - R hahs
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Pl

at cost,. rather -than nis?*the voIatility of market pr:czng, possibly

suffer;ng. “take -or: pay" #s had To

de. delayed. T became: mnecessa.ry«:‘“ omee D Lo '*r:_‘w wvn b TNID, .‘ ._~
~BGHE -filed o Notice 1of Tntent! Witk £hé CEC in Dedemver 1977

- -

and received an ‘order certifying specific sites (inc:udzng Mbnfe;ugg)
in Azgust. 19079, ~ By this time,the. Tirst Montezuna umit had beeﬁnt‘??
deferred until 1984, and the mine development schedule‘had”}een -

delayed. accordinglyn. - The' first Montézuma uﬁi%'w%£?1%§3£szferred
until 1080, then;to:1992,” and then In ApPril 1081, it was deferred
incefinitely. s -ow o, f oo clrow TEDT ot maooniiong Sedis

- PR, e e

-
P

o -

- Since- 1°76 and~through’December 1081 ~approximate1y *14
million of the-totel-investment.in:the coal properties was® indlﬁdeﬁ
in PGEE's rate base as Plant~Held . for Futhre  Tse: (PHPU), and meznaest
accordingly carrying-charges:on:that portion of the” inTest ment were
paid.by.ratepayers. Since:January 1982;°in accordance- with Decis&gﬁﬁf
(p.) °*8§7~GPG&E'S~1ast cgeneral ratecase)’ - that portion of(theﬁf?tal

investment.in-the coel properties previously in rate base” has “been ”":

i~

recorded. in a:pemorandun-account; "acceriufng ‘AFUDC” and ‘other® necessa*y i

;mwf:(,--.--,

carrying costs. The remaining approximately $20 million 1nvested in
the coal .properties ‘has-never been fn  rate base. Stockholders have

AT e

incurred 21l carrying charges on the-nonrate base portion‘of +he f“
inveatmen:t- AR S IoomL LT mT NIt o B

- o LA

L ligh wof *be-deferrdlrof Mbntezuma, “PGEE consrdered
othe* usesuof the coal properties before deciding—to seTL” PG@Q
invest;gated <development of the coal propertieSHin partneréifg'Qfgiﬂk
an experienced--coal mining company.. It ‘Weas <ntended- that fhe coéi‘ "
produced through- suchk a joint venture fritially Would Ve sord = - 1“*“

cormercially until-the: Montezume' fuel needs’ materializéa;fﬁéﬁéﬂhg

P L, D ‘ﬂ{‘-a

project would: satisfy'. the" dilzgent~development requirements contained i
in the federal-leases: (production’ of’ 23% of the Tederal- coa’ by 1986)

,\-.-.a_no

80 that the:federal-coal legses wonld” not‘be“jeépérdized. ‘:ff‘: e

‘,,.,.,. B -,
‘..‘ IR -t ._,\,,...;-~

-

-
Seannle moNE o Tenzoonre
- “H—w N A
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i rnna. In 1981, 1¢ .potentiel partners, -chosen for ‘thefr: ‘wining”
experience and iinancial .strength; were Anvited to submit ‘proposals -
ror joint developmen’t. Several Proposals -were received. “"However, in
the interim PG&E had. decided that Montezuma might never be dbuilt, so
that jo:mt developmen't 0L the coal reserves would be (g : purelyteT LN

commercia ». RONUTility venture..- PG&E: "rejec‘ted this: option in fa.w:r
of an outr:.ght SBL@M. v en egen cmizowse sés  RESS Tieagp sieeatog

st Septembe* 1983 PG&E sent over: 1 OO letters: so'lici'tfng
in*erest in 'the sale of:the: propertiesi.: A press release”was a?.som'
then issued arnouncing *Hat PG&E would accept bids for theisalel-
PGEE's. sohcitation for-bdids was.discussed- broadly in’ trade -and
financial pu’blications- .The.bid.instructions referred to s -

e D

"‘benchma-k" - purchase priee of-$120:millions 17 o und wooe

o *,,Qn Decembe::&‘r, 1081, -bids-conforming to- PGAE"s™
instmctions -were.received Ifrom-variousventitiesl Afters a.nalyzing-' "
the bids, 'the bid 0L the highest.bidder; Sunedco;.was’ "secepted:” -

Sunedco 'S, ’bid _was 31‘71 Rillion. . .On-Janwary:21; 1082, PG&E and = %-V":

Sunedco execu*ed 2 "et@e:».._efr_in‘_tent,«concerning:the ‘saTezof thefceéiﬁ?:"’ ®

T

P‘OPerties.w : T T T T SR e,

~ T

-

ax " On "eb*ua.*y 10 1082 -,-PG&:E ~e.nd Sunedco signed “the "Coal == + 7
. Property Sale andhrchase Agreement -(Agreement). " ‘The “Kgreement " VT -
provided that PGAE would convey to Sunedco all ite rights im the doaY -
prope*ties in Jteturn -for payment of SiTh . million cash 'gnd" Sunedeo's
assump'tion. as o"‘ Decembe* By 1981 -0f the Principal outstanding E
(approximately S‘* 2 million). OB, -Prowissory notes issued in ‘acguirin
ee*ta-n o"‘ -:he !‘Agh‘tS; Xo be conveyed. . The Agreement further: ?rovifaed'-*
that 1t would close Bpon. satisfaction-of; certain conditions, s “nowiLTT
including passage o“ '!:he Statutory-waiting: period. Tequired under: the™~ =
federal Ha*‘t—Scott—Rod‘,nc Antitrust. Improvements- Acts of:1076. 0w ~a0 2

-
e

m On Fe‘brua.ry 27 1082 ~the.Hart=-Scott~Rodino- Actlwaiting:r oo
Pe“iod expired. ‘ As ot March 4\,,. the-other.conditions of: closing of~T I
the Agreement had ‘been sa"'is’ied and the Agreement them cloged.
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On March 4, .and in accordance with the agreement, and with
an Escrow Agreement executed thax day among.PG& “"Sunedcos and "

ENEIEN Y

_..,./

Security ?aeifzc Na onal_Bank (Escxow”Agenf)~,PG&g deposited with -
the ?serow'Agent the exec ed docunen,s~o*~conveyance*and'Sune&ce-*'

deposited” approxi mately Q1'71 2 b ;on.(representzng;tbe*purehase'*3T
price and reimdursements of t\e p ncipel payment PGEE made in

Jenuary 1982 on the proz ssoryws és4- The’ Agreezent anc Escrow
g*eement _Provided that. -escrow would~closeupon- Sunedco obta*ning

P e el ek o Sl

. app*oval by the.federal and-Utah:state: antbo*zties o*‘PG&E" -
assignment toezt of PG&E's right-touthe federal -and Utah codl” leases,

s Paln
...-,..- R

Tespectively. The 2171.2 nillion ‘was fnvegted- “by the Escrow Agent in

aceo*daaee with investment- gu:delines set tbrth by PG&H an& Sunedco
in the Escrow Ag*eémeht.,_:“' - PRI ',,, s

3 - S - PRGUE

As..of May A%, 1082.uSunedco had dbta‘ned the requesite
approval of the regu atory aatho*ities and aceordingiy; eSCrow
closeé on thet daxe.~:fn acco*&ance'wzth'*he Agreement éhd?the Iscrow

P

Agreenent, at‘*he'elose-o* escrowhgthewEscrow Agen* de&xvered 0

-,

Sunedco the documents~o*-eonveyance and disbursed to PG&H aep-incipa’
anoun?t oL approxi metely-316f.2 mill;on and the cumu’axiveninteres

. W PR -

carned on the £171.2. =illion PTinCiP&’-eince March 4 (minus certain
fees). sem s runRTow

Ot ol e e B A ™o e

In accordance vith ;he Agreement and Escrow Agreemen., the
rexaining %10 miIIzon o* princzpa’ will rema;n in escrow-throush
May 31, 19R%. Thig. remaining principal‘wiIl be ‘used’ (f"

o

to satisfy any c’aim Sunedco may assert ‘sgainst - -PGAE aristng from the
Agreement. On.Mam,31,'1983, and assumfng no “Judfcial- action Tiled vy

Pep—

Sunedeo aga‘nSf PG&B remazns unresolved -the przncije“ tegaining in
escrow will be diébu'sed to-PG*EL. Interest earned on tEE.

repaining in escrow-;s the p:Operfy of,BG&E-and will be-disbursed at

o o am e o cim s T e
its direction. o Lemwig nEE o2t o: ome eEnalne S0

-y
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crcw o PGEE- calculates tits: predtax éﬁin as *147 SO° OOO .and its .
after tax. gain &s ®84,422:000." It'proposes to allocate *?8,583 »000 -
of that 8ain: o its retail: ope-ations. PG&” p"oposes to file”&r L
refund plan with the Commission vhich would dzstribute the ratepayer
portion of. the-net‘gain +o—current“custome s-““

L e wra e Rl "‘ Moo

‘IVIV_.: Sec‘tzon 957 TneT

- o~

In tbe order we -directed the parties” +6° address ”whether~~”

the subject p*oper*ies or.any-portion~thereof are:- subject to tﬁe
jurzsd:c*zon of th‘s .Conmission-as-Qescribved’ in«G 957 “oL® the P

-

Code.} Sec*zon 85? provides.as followssI.x . 7 7 =T LulnwiTonIt

No publxc utilit ‘Y. other than:a: common carrier by T

E *a*lrcad subject to Part I of the Interstate: .--~-27T - -
Commerce Act (Title 49, U.S.C.) shall sell
_ lease, ass:gn, mo.ugage, or..otherwise dzspose o*
or encumbe the whole or any part.of dtg. ..~ -
--railroad, ‘street railroad, Tine, plant, system, .

. or othe,, ope*ty-necessary-or useful- in the
perfO*nance ot its Qutiies to. the, pudlic, .or.any .

franchise 'or permit- or any right the'eunder, nor
by.any-means.whatsoever, ddrectly or” *ndirectly:
-aerge’ or consolidate its raﬁlroad, street. . vrawmn o o
-railroad,.line, plant,” system, or other proper ty,
or franchises or. permits~or“amy part- thereof,:
“with any other pudlic utility, without firs+t
having secured from the commissien an order
authorizing it .s0 t0-40.-- Every such sale;” lease,
assignzent, mortgage, d‘spos*tzon. .encumbrance, " -
<. . mesrger; or consolmdation ‘made other than in
. accordance with the.order-of-the commission
euthorizing it is void. The -pernission and - .-~
o~ approval “of the commission to the - ‘exercise o* a.

. franchise -or permit under-Article T Ccommencing
© with ‘Section 1001) oL Chapter 5 of +his part, -or ..
the-sale; Tease, -assignment,’ rortgage, or otrer
disposz*kcn 0. encumbrance of-a ‘franchise or -
permit under thisg artlcle Sshall not revive, or-
- validate any lapsed ‘or {nvalid franchise or
permit or enlarge or add to +he powers or
privileges contained in the grant of any
franchise or permit, or waive any forfelture.
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EOP RS

- "Nothing in this:section shslliprevent the” sale,““
lease, encumbrance or other disposition by anyy soun
public utility of property which is not .necessary

Mjornuseful-zn ~the ‘performance “of "{ts dutfes to’ the .
pudblic, ané any dzspos.t;on~o**p'ope*ty'by ‘a8~ SR
~ public utility shall be concluszvely_p-esumed tof
beqo*'prope~ty ‘which ‘i mot useful or necessary
In the perforance of its. duties.-to-.the pudblic, sas
It9 mny pu*éhase*;“-essee or‘encurhrancer deal*ng
- Wwith such property dn good faithifor value:'

- provided, however, that. nothing,. ;n»thms~sect 5
(2 cshall apply %o the 1nterchange of equipment in .

. the, reguler. course.of: transportataon ‘between
“connecting copmor. carrierse ... @ a-ecelz

R [

~

.
oy

Stafs cou;sel a*gues that tbe sale o the coal~pr0perties isvas

N e e ""A

transactlon subjec* to thls.Commzssion s:jur;sd;ctaoneunde**ﬁ-?51.

w.,.,‘.-

PG&EE" con ends that § 851 does 0ot apply.and,that-no~CommissionT <«

voul LN AT

authoriza+lon 1s necessa*y.g e ameEwLE SAn

cTel efuigey
T

. -
. . IR -y

RN " T
AmA AT > L
: o ; by

1onnof"thzs issue~ni it
turns on éhefher the coal;ﬁropexties were necessary or-usefulrinhthe-:

N ag R

Perforﬁance oL PG&?'S duties 40 the-public at-.the-time-of thec:nz . 7l

- P /“"‘"l'r MORARE

transactio t decided-simplysby it

T

the exeiﬁs ion of Nontezuma o* any othe* coal—’ired -plant~fromsPGAEE g ?

Loy v-‘i"

resource plan.' He s ates that.the duty -of a-wtility tosits s ~oironut
ratepayers is not a a should not: be limited -to the*sinple'proviSlon

NI

i w

of tradi t‘ona’ ut l‘ty se*vicesﬁh.Ramhe:y-the-obmigabions o eVl

[

modern public ut.lzty have been\greaxly~enlarged~by“the uncertainties -

Sk R Rt ot

Burrounding the enersy Supply;picxure over: the lastldecade.coTp i "5 2

IR S

support of this propos‘tion he cites~nnmerous nontraditionals s> -vIAC
conservation-re;ated services now . being-performed ,~ regearch” andd " cu" "

..—/-v—

developmené expenses now be;ng authorized, - and- exploration activitles
uncertaken _under the Gas JExploratior and.Development- (GEDA) an
Energy Exploration and Development (EEDA)Jprocedures..wﬁe claims that**

- m 1 2T

PGEE"s removal of”Mbn ezuma f:om -its . resource: SR

R Rt

the question of whether or not these coal properties were necessary
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or useful in satisfying. PGRE's obligation to ensure at seeuze future
energy WPPIY-.’::'. P e

,,_.\».nu—u

Statf counsel contendSrthatw in*determining‘fhe qpplication

- W

of § 851 o particﬁlar"uthity~property,,rate'baseacriteria~have not

N A

been held 6 be _*he compelling. :Standard. . The fhreéhdld-ract that
nust de established*in‘determining the appricatdon'or & 851 is

whether the’ subject prope-ty‘had~been.dedicated‘to a’puinc purpese.
e 3taxes:thet *here is little question that these coal

~n e

Properties were dedicamed to~pub&ic~use*ror the~performance of a

o awemm

Public utility purpose. Ee con+t ends’ that the extent of their
decication: did- not depend oh the ate- of'ﬁhe Montezuma proposa;.,ﬁiewe

Having been-deddcateds to o~ pablie” utility tunctzon, the”éoal rese*ves~

Tell within trerjurisdiction” onFerreds “on” the Comm*ss on by "eéi,-::ﬁ

e

He asserts that the scope and purpose of thzs State s regulatory
scheme‘implzcitzyarequire'*hat the Commission, not PG&E .panagement, ..
adjudge~*he2*ime”at“which/pnblic utility property hae,passed froq,then

Comzission's jurisdfction.” Thus: the remova’ 6t Montezuma from

e aw 5

PG&E's-resourcesplan is: “immatérial “fo the dedzcation issue- stals

counselzcontends. that issue ‘s resolved by ;he unde*ly ng‘utilzfy
funetion that supported :the purchase "6 the coaI properties.f

o

viStaffccounsel ‘argues “that the status of Montezuza is

r--\wv"

relevantuonly 20 whether the” ooal~properties mmght be included in |

rate base... Fe states’ that the’ Comhissicn bas held that proﬁe;gy mey

Lala s

be dedicated. . ‘oo public use” yet” simultaneously excluded from }ate

‘,‘.,,.\,-\.,-w--

base. Thus;.-he: contends: that” the- Commission oou’d well find it

reasonable: to exclude. these: ‘properties” from re embase, yét‘f;ia”;ﬁe ”
sale:subject to. §rB51TYurisdictdnit WWHs 1ATY wa

-
g e nuo-

:xPGEE respondssthat” stafr counsel s Interpéetation of § 851

|

,.,-“..-.-v-
s

Pr el
-~ —'~. [l A

~

v.~,~
nw#&h‘ .'a—

misstates: the law,.and: results -fn-an unworkdble inte:pié%gtion of theaﬁ

statute... -PGEE~states ~that<the” cases cited‘by “stass” eounsel atand

oy 4,.,(-4-.." -.

Senry ofr
Felo it e Todilode’ -7 JOoIFuUL H
T e tad o e bo B -
AT R 1 To R S 2 Seibe P
R -
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ozly for the propositioxn, that.for: §. 851 torbesrelevant,” thelutility™ >
nust have dedicated its property to a publiCnpurpose;dbe deemed” g1o7 s
"public utility,” azd therefore.bde.subject-generally:to theS

Commzssion B regulatzo Eowever,~ne1therfthe cases:nor the-statute.
,._...,...—J a‘-"‘*“""* e

support sta’f 's cg te_t}o- That, -8imply being-a Tpublicrutility™:perz:s
se obliga*es the é-tity to. seék §.851.approval-.as-axprerequisite torc’

RSB AR

ozveyin 8 prope*ty. mmems Smn o ToLeNoTLn W DelTini ai LTI

;; PG&E con #eﬁds ?ha,mstaxf counsel 's-"dedicated ;torpudlict i
‘use™ sta“da*d _elint .ates the words-"necessary or -useful" from-the  :i:

VR

sTatute. . I would TeQni:e that.xhe-Commissio* £ind propertyaiiz Yoo

-t

necessa-y o* use‘ul me:ely bacause At -wag -"dedicated topudlicruse;"”
eve* if there is o factual basis to infer . that the-subject-property

was necessa*y or ugg‘ul £0.-PGEE =iz “the dischargeof its. publio-« SlLew
ut;lity du*ies'a- the time of the T L PO T EPe Sds

. h
S TNl DAL

—~Am am v » o~ "' "
(e at

,f: PG&J a-gues that u.rebutted and—uncqnzroverte&”evidence by T
a utllity that p-operty is not aecessa:y ©oT useful: varrants afinding -
that § 851 is zoz app;;cablea-PG&E~contends~tham while the~
dete*minat‘o,.bj:utilzfy mazegement.-of- thevneceasity~oc\usefulnessfofh
prope*ty st withstazd. Cross—examination:.and overcone: contrary: -

eviden ce, their testimony is competenz,,probative (and"indeed?J'

is sutfic;ent to sustam* a. findmng that-the property"is notanecessary
or useful.

[P, T el Tkl
- &WJ-.‘,."'..QO'-* a e . e '
. . - v..,.,n---,-, .
AP
P

e
Y . ~ TS wale s V-‘- -

o - -
L

Pé&ﬂ states -that the full implication of- 3taff4counae1~s£f:ﬁ:
positio*rmust be u“dg;stopd-~ PG&E:warns that before conveyinglor o507
disposing o* any property,.iz. each. i.atance the'utility would~havertoo:

v Wt e L o
G e B i oA N - "

file an applica*io“ fequgsting-ﬂﬁa.;ww‘u_qu mELLiveT LrLliToonluun
W:' . - A dete*mi“ation . by..the.Commission-that ther~:z: n or =19
T “ﬁPTOPerty I8 not” neceasary or useful and e e

therefore not subject to § 851; op e T

Dol &ltexnatively, mo Tl roAT Iaraunwor o smooan
. ...24_A. !inding that- the_propertywis~neceasary‘or-:m::g
S T pgeful) Tand requesting anthority to conclude .
the transaction under -§°851; -~ -

-




0II 82-05-01 ALJ/md/vdl *

PGEE- conterds- that meither” the Legislature"nor the c°mmission fi*
intexded such &’ consequence..” T TV ;"wf;“” i iz T

PG&E argues:that stafr“counsel s "once dedicated to public .

aa

admin istrative ‘aznd | regulatory burdens ot the’ ut*IitIes“and tge i )
Commission..  Forzexanple, "PGEE" states that” p*operfy ‘such es peneils,w
paper, and vekicles were purchased and operated with ratepayers

fuxn ds care-used tto: discharge~pdb1£c utilfty-obligatfo;s an& are.
"dedieated.te aﬁpublic purpose.™ " “PGEE’ argues that; accordf g to ,
staf? counsel; the utility must Tile gn’ applicat*on u“&er § ‘851 to o
deternize whether such property remaizs’ necessa*y or usefd;,"‘be oref
disposing:of:its:0za Iarger Scale; 3taf' coungel’s” iuterpfetagio“";;v
would subject-sales of Luel Toil t&‘§ "85T. Such inpositzon ofﬁé\é57”'i
would 21l but destroy the utility'e limited abiI;ty o éell ofl o*"”'
the voletile spot market, ‘particularly 15 Tght of‘fbe 1*k§}y delay

in the Commission's redchin g ‘a dectsfoz. R e

o
P -

PGEE- further argues thet the T DA'procedure aLe uo*’:
iatroduce any new or addition &I‘service-obligatio: T Califerafa
electric utiliziesw oIt states ‘that the obligation to‘"secure &
future ex ergy~supply baa.atwayswexisted*~EEDA simply treduced a o

e

-, B

shareholderSwo’ some: cf“zhe financial” r*sks i*volved 12" certal, ‘tff:

nergy exploratioz and development projects. Similarly, the_ S
Commission's: possidleXterminatiorn” o£-EEDA"£n OII° 82—07-01 “would 20t

e e et

reduce-PGHE! 8- pudblic-utility” obligation.* PGLE” observes that ity

Y v e w A

because. of:PGEE" s transformation into what s aff cails'a gqégré‘”':
public utility" providing "

able to elimi“ate*Montezuma from its resou*ce pra. a“d séll its out=~

© mem wame

of-state coal hold< gs:”“”" '”ﬁ"

[ -"‘..4.

-~

-
-
. “_,’; - e e e R ‘a"
oo S S
SRR

Ve are pe*suaded that PG&E has correctly {n terpreted
§ 851. Accordingly we-concluderthay” no~authorizati

P el o T

complete the sale-6f “the prope:t&es.~,il;”ig,l,i}lﬁm- .

v
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-t v
o (P

. qtai'f,cou..sel.would have. us :construe 5185T“70 requfre :”j:
advance appnoval oﬁﬁthe sale of any property that was ‘ever necesqa;y

TN ¥ R Sedadiibys

or useful.u This £onstruction: Is extremely burdensome and unworkable,

T e

as well as incox sistext with the language of the statute.

we construe § 851 1o .require. O02ly-that.the utility obtaiz
authorization to dzspose*o*'p*operty that is presently 2ecessary or
useful in.thecperformance o< its*duties. Property that is neither-@q

./u&-

necessary nor-useful “maybe so)d without Commiss on anthorzzatio
" We .find -that-these-cogl . ‘properties were not necessa:y or useful for,n

ek,

purposes. -of -§.851 -at the time 6f the' saIe. R

A R R e b died

Lrroz-Stafficounsel “argwes “that the Commissio“ should iﬁggrt~?¢¢
itsell Iizto the management fuzction of deciding whether utility
Property is zecessary or uaefu% “before the property is seld. This

izterprecati on of § 851 does not describe the. historic appYicatiorn of
the Statute. We are not aware of any public .policy -considerations -
that lead 1o a differeat conclusion. *On the oze ha=d is the concern
that the utility will err by selliug Property that is necessary or
useful, theredy impairing its ability to provide service. Oz the
other hand is the _ecozomic conseguence of such az action. The cost
of the replacene:t Property will- be a burden oa utility
sshareholéeré-w This_is”auclassic~inata~ce of“associating rigk.with. -
management judgment, and we are gatisfied that ‘the degree d rigijggs
beex a sufficient incentive To make § 851 workable all these years.
Ia this case PG&E has clearly ahow“ that these coal -

Properties were zot necessary or useful for purposes of 6 851“am~the
time of the sale. PGSE bdased its showing on”the”exclusion of ..~
Moztezume Ifrom its resource plaz, which was appropriate unda:hxhe:

N

circumstances- Hovwever, these properties were never necesaaxy or. =

b

o
pgsl

. on o
-
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useful for . Purposes of §..851-. and PGEE was Tree 'to sell" 't‘hezz, even. ii’
Montezuma remained in. its |

;Tesource planm, becauge the usefulness of ”

‘these pfopertles was. in the future.: ‘rhus,~§~ RELT jurisdiction i'zever '
a**ached S

. Term oL e A
- - Al LTS e
-t e SN TLw Al R
rrm v R S Che e
h . =

N ]

o
. oy e
e T e

¢ riliTy VLT CommAssion- Au*bo*iza‘tion

. e
SR Tl adiire) - .
v = .

Eaving éec;ded the.t no Comission authorization-wag: -<7° ¢
reqﬁ‘ii‘ed '

to comple e *t'he sale, we_ -40 not. .reach 'theanes*ion whether =
the-Sale” weq fn the public intorest.t However, thereczismoiobiection «

to " the~ s aYe” *n the *—eco-d "a.}xd‘we do not hesitate -to 'state “that he ~

sale of t*ese coa.. propert:.es was in .the interest ~o£.?G-S:,., ‘and its
ratepaye*s- ” o=

oot
. - . -t N
Yo ..- e B e M T LT RS b
Lo e R B » [P RN ot
[ L e R o e

<o
- -

B AT
Lo - i

-~ A : . D
R
2 - e - - .
-

o ~VI Allocation 0% Gafn -

T "\

D PGREry ca"cuﬁa ion of"*?ze g n si'nd“ s prcpose
is shown— i:n\ *her 'oIIw*ng Tapy e- “ )
. CN= ShinrlTLe
N o~ . . sex e TABIIE. .

r”ﬂ -

f‘ ooo's

. . - Rate Base,.t .
SIS '*'.4“.;01‘.&"- cruc” T
"100. 00%” .....57.20%

| 42y 71’*:~~ L0REL Lror ook
Salé-Proceeds” T T <7 .

<5céé§f R i177 2?3

Foteg 2avmr - "= 3678
Suptetay T 174 006 T =
“‘Inferest - * o S

-AN

.LK'VGS tmen‘t‘
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Selling Experse
& Escrow Fee (148)

Pre~Tax Gain 147,509

Taxes (5%,087)

After Tax Gain 94,422 $54,004 ®40,328  =38.581 &1 y 747
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PGEE's-calculation of:the- £04:4227mi11lion  after-tax™ ga'in assumesu 'tha't"_
the sale proceeds.will: be:subject torbothiCalifornia’ and- Utah™ tax on

the capital.gains and that for:the egtrowaccount” earning& \.r':iil.l'rb‘~ k

ub'iect..to both states’! income taxis vTheCaliforhia- capi‘tal gaihé"'!“:é%’

portion. ::.s..$7 ’47' millzon.;. The.tredtmentiofithis- portion o*’“'te.;: i’sm‘

d:.scussed 'belown wpAr s Ta TA0T 0 nnod o 2 IROR ﬂ
. EGRE" sallocat:.on is-basedton the percentagé -of recorded

- ,'p-‘vu"ﬁ"‘"

cos? s _included An-rate base.c PEEEclaims Sthat - the” recorded’ cost .
alloca ion proposal -best-reflects the FERC Uniforw System of Accounts

ke iR ST

and ,sta.nd.a.d accounting-practice. : Consistent with +theé Uniform 'System

Wl R

of Accoun'::s,. sthe -reconded: cost method passes: 'through o *ra'tefa::fez?s i
the, portmn of, he galn atiributedble to:the portion 0f the” overaII’“""

-

investaent previously withim-PHEU. i -ofa o E07 o nisn loTIizsn fon ol
zune She,Tecorded cost- method reflects ‘the capital costs, as
reporfed on PG&Z’s mnsol;:.da:ted— books, 30 'that no: subg‘ec':ive a.ne.Iys~s g

" < Eaeh: doTLex" spen‘t Ry T

s e

recordec’g a.t it& boo]r value 'regardless- of> when i+~ ws.s spen‘t: or what
was, slben*- OBe worgy % onlnV ozlT (nczel noolinlinod VOTRSETTA L ETAY

- i e s T ~ -

-

-

PG&E poxnrswout.that PGHE: amd: staffs each dete*mine&‘the pre—
tax, bas;s of the.coal.properties:based. on>thesrecorded- costsy  PGAT "
argues .that.it.would:be unremsonsble:toiuse one get>of numbers- for- '
the calcu ation. ol -the: pre-taxfgain;*andtthen»tOwaubjectively'a;ter 1?:
these nunbexs.for,allocation-purposessy Thus PGAE claims thet’ if iéﬂ {f
imperative that PG&E's nonacquisition: costs be" equitably treated ‘In- xii
the profit.allocation: --PGIE:states:that esch ‘Fuck cost s an " C
appropriate cepital expenditure, each im: appropriately included
within PGEXE's tax-basis; particularly -gfnde the deveIoPmentdI costs

o ey

were necessarily. incurred. 'to..enable PGEE 45 ‘se1T “the conl pro‘perties

’(,,., L ] '-v-J\.‘-"'

. - ot o - - Are ;::‘-G’v
at 3u°h‘\‘ﬂ premivma conltooh ooodsTm T RILIS TIOICLLD )
[l e --vn ¥ st [ vletiad

oo <o PGER Lurther -contends ithat ‘risk ‘{5 an"impcrtant crﬁ;erion

N

Srete) DeL% -
for\.d,e'termining profit sllocation -and thet the recorded cost > ‘
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allocation mﬂethod, most_accurately reflects  the risk borne.~ c pap” T .

- -

3tates tiat risk, allocationraad»proflt*sharing«are funetions o " 7
relazive capital contridution..- PGEE-argues that its shareholders”
contributéd 100¢ of-the equity-invested in-the project, raieiiyéi&
simply pazd the carrying.costs coa~the-portion-of: the»investment ‘that™’
was idciﬁ&ed in PG&E's rate base. PG&E claims that while thege “V-7::
carnylng.costs ~iaclude.a. -retura- ~component, they ‘do -not ‘imclude
operatiﬁg,wdep:eczation,‘or~prqperty itax costs; oriany ‘dhvestment in

PRI

pla:rc. _Thus RGEE. concludes that its ratepayers were. ‘0ot 8L Fisk for -
azv péi’iion o:f 'che 213929 -midlfon Nn PHFU - "Absent "the ~r”equ:[remen‘cs'
of 'the FERC Uniiorm -Systen of -Accounts,s PGED argues that an °7 -4 TT
alloca:cion ,xnad.e exclus:.vely Bpox Tisk.criteria would ‘provide *100% of
the net capital gaia to PGXE's shareholderg. "7 w yolioliveTT INLITOONVIL
Staff analyzed.the. recorded cogt methods proposed by PG&E
and. also p*ese.:.ued eigh% alternative methods: that: CoulE be used PSR
alloca‘tmg The.net. gains between ratepayers and: shareholders. " Thé%emﬁ
alterna'te methods. are, lebeled. as: follows::*Tons'-of ¥ixeable Coal’” Byw
Conte.:ts, Ac*eage hequisition Costs, Time Value of D’oney, Ratepayers-—
All, . aad, Two. mezhods basedron: weighted: averages- of’ several of these
other me*hods.-,Of -these-nethods,: the recordeds oost: “method allocates”ﬂ
the smalles'c -POrvion-of the gain- texratepayers: Basedion® i'ts reviev -
the si:af* concludes -that.the<recorded : costomethodsrequirea<ng-~"~ 7 °© ,’.:
subjecnve assessmen:c as-%0-the value- of.thecrespectives ra.‘tepayer-"’: R
she.reholder risks ~OF - :.nves'cments -and :fs:theconly method that ascribes““

PRV

an economic value -t0 every.expenditure -mades- 'Staff recommedds ‘“thes U0
use of 'che reco*ded SOST -method e : ~oe L omiricsocus Joriess ”“T;.“Z::C‘t;:j.:

P e A v
VOl  m w ke

e San Fra.nc:.sco cha-acterius ~the recorded cost method as “the -
leaa'c rational .and 1ea.st Zalr -of «the .various ;alternatives.: ~ T sta:ceS'
*chat, £ the Corﬁm*’ ssion is going to make a distiaction ‘between - PGEE "
rate 'baag. and PG& ~:7.0:::,1-3;1:«: base: -expenditures,: the dietinetiom should‘
be based on 'the value L. the. particular.properties atthe tipel of “the ©~

Ll
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sale. San Pranc:@co c*a ms Zhat actual cost provﬁdesvnp'relationship

to the question o’ the va*ue a% the. time.-of the’ sale.: LTzt

- ..‘.,.,4.
“ Sl . o
— . B

bele,Sen,Rranchsco £1nds~$be\o¢her~a*iocax;on methods. less:

PO N

*han satls*acto*y, < observes that these other methods all have - -~

Thus. it- characterizes the recorded cost
method'as *he wo*st, alternat;veuh.Instead San Francisce” reconmend's’
that <he ehtz*e ga*n be allocaxed 10o-the. ratepayerse.coayzs o7 fliie T

T e - U

.;m-“ tﬁese cz*cumstances-ve .shall.consider first the: .ft?*va?

uwv--'

'p*oposzuzon_tha* the *atepayers should .be.allocated: the-entire  gainil’
If we find +o the onx‘ary..then we wzll examine the various-o s TLIT

e ol A e

allocation methods preseﬁted by staff. Rt

.
ks
LI

_Sen_ Francisco states.that a-major:criterion:to-be“addressed
is, who has *he rzsk o capztal .loss.of the relevant-investment?.:“San-

Francisco a"gues tba 13? analyszsushou“d be-the key to:the -~ m.n.7ual
Comn‘ss*on s dec*s*on.

-

g v T oo o
- - = - s
u . awm oy . e - -
- - -. [ LY - ad
,\

. N e e T
[N hl O“

. San Fganc.sco clazms ﬁhﬁt AT BG&Ewhad sold~the properties"'“

at a ’oss of“othe*wise hadﬂiost ZOney.. o5 this -venture, ;PG&E would Iuu:

PRSP
[N

haye beeq before this Commzss cn .asking- to-have A%s Xoss smortizeds T

2 -
Miadiiiled - TCTL e

In suppor* o’ this pos:t‘o San Trancisco .cites PG&E"s, direct -showing®

-\J~‘\ -

that these pu*chases we“e d‘*ertly related to utility-operations and >

AN

we:g‘phorough, v*udent and,bus;nesslikem;ﬂSanARr&ncisco:a:gueSfthaﬁ~”

it - s

the coal property Ph“chases were, directly related 1o, the Commission™s ™
TEDA methodology, which was. designed to allow: utilities ‘o Tecover
from ratepayers *he costs o‘ .exploratior. and: development.:: cElwoman ot

-
NSRRI
-t

3 San ?rancisco contends thax»theqﬁkey point™ is thats PG&E s -~

[

actions were’é*rictly related_xo public.mtility- service and strictlys”

adopted after, the. Comm~sszon adopted EEDA to provide thefntilities~~-~5
this type o* purchasingumechagfsm and.to.provide-and: ensure.that the= "~
ratepayers would pay for eiploration,and developnent.: ASan‘Francisco~?f
points’ out that. the generic EEDA decision; -D.88121. dated~ November: 225"

w ned Tkl F

1977, °P°°ifi¢°11Y provided that.if Southern:Californfa:Ed{sonvosil:

L b

. e T pme e omew am
, ._.‘n_w e e ST [ -
T A RELE . L [N

: ‘A-.J«,d\l..4‘
B N P tf -

- ey e
PR
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-
_— . n»m»a-.—rw-"» R

Company~'s: (BEdison) Kaiparowits cogl: reserves were part of an "

.4.—,

unsuccessful project,: Edison's" “costs would be amortfzed over ;‘five-‘
year period.. Thus: San Francisco ‘concludes that the risk was totally

. o e sl i

on the ratepayers. =« " o LIUOD ToNT o LETULRe e "\“‘””"4‘1 e

... Sveff agrees: with PG&E that based' on the mazner 1n which o
the- expen&itures were recorded” under the Uniform System of Aecounts,‘:
it would be improper torallocate the extire- gazn co ratepayers.
However, staff also agrees«with Sa_,Francisco that the ent;rety of
PG4E's- expenditures were: potentially’ chargeable tofratepayers, which“-

R Y

staff states:eliminates any“violation or the Uniform System gg
Accounts. ST DoonveonenT

>-Regarding:risk™analysisy stati’conte-dstha% PG&~

oy nf--.‘ -~

descriptzon of tts risk’is inaccurate~and con tradicted by t@e o

-n-(-.-\.-“ Wy

testimony of:its ows witanessD  “Staff- ‘sTates that the shareholder A
faced ozly the penultimate regulatory risk tha*_the nggissxon would

find the. coar property expei&*éures impru&e,t. Stgf’ grgues that
% provides no basis

-

-~

e lede
Fom e Al e Y

- Staff a.sa”re*ers-to—the ratemaking trEEiﬁé j‘pf Edlson s“

Ka*parowits investment es” indicative’ 0T  PGAE"s actual’ risk. Staff

contends’ that: there' is no reasor to suppose'ihat ?ng wou}d receive e
less: favorable: treatment than’ Edisor 5 pa*ticu*arly sin ce the‘l_ ] _"
Kaiparowits: result is notlimited  to EEDA’ projectét“'Staff claims o

that: this-Commission permits” the~amortizatio“ ot exie;agrures e
associated-withiunsuccessful butipradex tly wz dertaker projects as’a

general.rule, referring specifically to- Sundesert, “the’ VESCQ c°al“”~_i

gasification: project; :and “the SOHIO project.~ “mhus” 3tafr'concludes

that PG&E has grossly overstated the magnitude of the risks of loes
faced by PGE&E shareholders.

e

-
- -

A e -

- )
-
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} Staff further .argues that:consisteancy” with¢accbdnting
pri clples and the Uniform System of- Accounts.is"eecondary~to the PTA
dzgnity of equitable or-legal-principles.In"this" regard ataff gites
the case o£ Democ:atzc Central-Committee of the District- of‘Columbia
et al. v washingto* Metropolitan . Area Trangit™ Commission 485 F 2d ‘

-

786 (D.C. Cir. 1973), where .the -court stated: ~ 7 - STEEE

"Accounting .procedures-are not self-justifyizg o
like ‘other regulatory -actions of the’ Commfss‘on;
they”must reflect..a rational allocation "of-
ecozonmic r;ghts and. responsibilities~betwee“

tility"s. Iavestors and consumersw ~ The simple
fact thet an agency treats an item a certain way-

-for purposes of its uxn iforn ‘systex of accounts . .
does 20t mark the end of Judfcial serutinyy on -
the coxntrary, a reviewing court must assure- =07

- 4tself that the accounting practice prescrided is .

. _consistezt with uznderlying substantive principles
~of public utility laws. To permit az accounting -~

-device to: dictate” the” rule of law {s to allow the -
tail o wag the dog-"- (AT -819<820.) 7 7

Staf* states that the.Circuit Court: proceeded: o favor’ equitable
theo:ies that coxn sidgr ;elatzve .risks-of losses  and. financial’ burdens

V-

o

bor:e by raﬁqﬁayers and shareholders:over:the’ ‘strictidictates o~ ‘
accountizg Principles. g s momm it Ao TEomeTren cwnm IR

(W!“A ™

e Pé&~ argues.. that-the Uniform:System:of” ‘AecountsCis ™’ ”
co“trolling.‘ Itirefezs 1o PU-Code :§:793 which requires*a’ ahftorn-”
systen of accou*ts, a.d Commission-decisions -that ‘have “ordered ‘the

v
.«\--~A,

adoption of the EERCwsvsxemm PG&Enpotnxs tofRegulations 4Eﬂ'1 and

R R

v

L

-

1osses on aales of prqperty-not previously ‘classified &5 PHFU are 3
recorded as other income..- PGKE. contends.that“"absent any R

axd its own decision.and order that\PG&E:sharehdlders be- exclude&”:
fron the allocatio
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ey —'Q'

-PGEE. objects that . no witness appeared "to sj:onsor the risk
analysis supported by-San-Francisco and staf?: "*PG&E contends th@’t' a
simila.rﬁ ;-iek argument. in:the.identical-context was rejected “by 't:h:.s

e "

Commission with, :Tespect-to:the: dispositiomotmproiit&—reeurtihg from

PG—&‘?!s sa.le o:':,the Nipomo Dunes property.in PGAE" s.~Ias1: general*""ra‘te
case, D.93887. In that instance weigtateds " - - l

"PGEE. disagrees with the staff’s s-contention’ sfnce
SucCh .property was never {n- ra.te"base.. 'there"‘o"e,.-
the risk-of. -holding "such: prc»per'ty was borne by.. .

the sharenolders. ® We agree snd Wwill not adopt s o
the staff's ~recommend.a‘tion.~""'- CD 038 v P-. GQJ

Thus PG&E coneludes 't‘*a.t alIoca'tion o"" the enti*e gecnvto Vta tepayers

. O

would violate Commss;.on preceden:f:. vy oome ND Felrnorin ‘-‘~

'*.
,_,‘,,_‘,.-‘-\ LS

VG&-“ fu**he:- con'tends tha;t ethe.' .EEDA\ ratema}ci”ng procedure is
not rel evan.t to *hel p-eseh‘t risk mqu‘iry., “PGEE- states: 'tha:t:" staff

I ‘_‘.v.,uu-

counsel erroneous"“r e.ssumes *ha.'t the proper‘ty " woulds ‘na‘ve‘ 'been
authorized as an TEDA p-ojec:t' because o the Kaiparowits preceden-t.

o e A

PG&E claims.that- ary:credibility o  this argument is undermined vy

eyt e

staZf counsel’s. failure:tozask: tany* questions- abou* “the” Commission
" b LR R e Do aherd

recep*ivi ty-to-PGEE! s-EEDA~application-that’ was® eveqtua" J;y_ ﬁ ) # s

withdrawn. Rather, PG&Z gtates that there were serfous’ doubts
whether approval .of.-the.coal:properties as EEDA- pro:fects in 't:he 1979~

Refaiedote

81 %ime frame would have-been cértain.: For exa.mple “there wou’ld Y_ha‘v‘_
been .questions .regarding whether -PGET intended to- p*oceed wi‘th'

o lralonin

I‘on‘tezuma., -because to "merely -own ¢coal ‘reserves Lor which ‘no" spe
use is planned -1s not warranted -[under EEDA Y™ i (D J8aTRT 8‘* 3¢’ 16 -

o gy oy

30.) PG&E .clains that,. moreover, there would have been seri‘ous ) ok ,e:_ |

-

questions. w‘-\ethe* Qevelopment- of an .out-of-state Coal 1 mine was a e
desira'ble or a.n. appropriate exploration® ang- deve‘):opmen‘t ac‘f-‘ivi‘ty. to

N e

‘F

s wnA-'
e n e

“

-~ AddItionally s 'the C‘ommission ﬁxay have -

. - R ,,_._..,\.
. oy P e~

L4
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been hesitant 10 spoasor.aa-EEDA-projectithatiwonld: requireSthe~ v ===

". —r V-a

hundreds of mi.llions of -dollars-necessary:to bring the mine to2”< =+¢

......

commerci&l‘operation-m e men e el el oA ploenn 3
§ ,Fﬁnther,,PGﬂ angues 't.hat theﬁi‘acts ‘and ‘equitiesiof =TT ey
the Democ-a-cic Ceatral Committee .case are greatly: distiagaishable’’
from this .case. .Ia particular,-PG4E -claims ’that Its ratepayers® "
prov:.ded {é;ther equ:.'cy -iavestment -nor supported: deve‘lopmen‘t “of “the ~
proper‘tles through rayment .of deprecietion or toperatiag expense- mnIul
'Further, 'che acquisition was aot.subsidized seither directly -or ° nEed

indxrectly by_ ratepayers or. 't:za.acpayer-s.~ Lastly., . the value “of the ‘coal’

,...n-r

L X4

proper'tzes appreciated At a.greater rate than daflatibn,’ due ‘to -~ "~
PG&E"s overall efforts. These factors are a.llege& 't:’o »&istfngu,i‘sh the
two cases- e E e r WY S L LnTa ROITTUNTY RTINS ol I g

L PG&:.. cla.ims- .that nuperous: cages: frow .other: juri‘edictions
have each d*‘ snngnshed Democratic- Central Committee in” gimiler -~ ~"~"
instances in, which, 'the shareholder: provided: the! equity investment,- or'

L e

paid The oﬁerating expenaesv or-was 2ot subsidized: by gover:m«mtal
entries, oT_was, *esponsible for.the.appreciation.. PGEE states” that-™
severia o"‘ these .cases. vacated Compission:orders.to-sllocate all” gaia-
to ra‘tepayers, and each ordered the.shareholders:be: awardedithe s =27%

o

allocation requ" red under the existing accounting-rulevnsd wTITRLL ook
Ve _agree with the.-parties that-risk.analysis-should be the

‘‘‘‘‘‘‘‘

major éonsideration -underlying.the-allocation~of the gain* (or loas) e
be'tween shareholders axd -ratepayers. -While there 'are: Lgeveral o

oo

Compigsion decisions that do apply this principle,-each major ““ %" 7

abandonment problem-should cbe -xeviewed Jon:an: dnd fvidual Pasis.

Theref oz:e we. consider these other.decisions informative but Aot T

dispositivé or 'the wey. . risk 48 shared.; izowc o ITTLT IeTY nalvesl pavi’
e I:L }31;528~ casewe have a complete record of the -facts and -

cirvcht;mstancga surrounding .the acquisitiony ‘development,’ and’ sale oL "

these ‘coal Properties.. - If: that.was: allithat was at ‘stake here we

could rea.ch_ an .:!.ni'ormed decision. regarding: the: risk: a1l coation.” TURE~

L

nd
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However, -our .consideration-of the” implications and” conaequénces or“‘

our decision leads us:to comclude that the-relative" rtsks fn this

M v

cage should be properly evaluated iz terms of 'che risks invo‘.l.ved iz
undertaking.the -entire Montezuma project. -"We expect that”PG&E will

'm,‘--l\f-"’\ o

seek to recover -substantial costs’ aSSOCI&tedwvith,.Montezuma—-fnﬁ;ﬁ;g

- T

aext Se..era.:, rate.case. :The treatnedt .of those costs should be o
consistent with the :treatment-ofcthe’ gafn i this proceedrng. Koy T

% ol -

judgment that. we would cmake .now would Ve prema‘tu're wfthout 'the e

A

exefit .of the record. that will be developed $¥ that c:ase.‘ Thereforer

v g g -

ve defer- any -determizatiox Tegarding risk a’llocation Tu this "instance

ntil the general rate; case decision’ when, we ‘have' the ‘regalnder of

"y, =y -..-"A-"LA T e \_,

the. project: beforer usy- Il Vo TTETTAL MRULL s Dlamams o anvs

The risk allocation gquestion applies only o t}e por'tion or
the gaiz-that:is- allocated:'to-the’ nonrate” base" prOper-:y. There is no

T T
question, that- the amouzt:of ther Sain_.&lloc&ted 1o 'the rate dbase

T R ~

property-should be returned: to the ratepayers.” By allocating the ‘
_ gain-between: the tworproperties;:we-can’ provide tor immedib.te o
recogaition - of the mizimum amountall ocated” 5 the” ra.tepayers, wh;le

deferring considerationiof” thedisposition’ o 'the remainder. Théjs‘:;é“

face the: squestion~ofitherallocation”of the gai* between the ra'r_:e base

als ot

and nonrate bagse:propertiessconn L.IIITINE ITT T L TS ITA M
.~ .- -As.stated-above; both PGEE~asd  staly fiﬁSr""fﬁé"rééorded
cost .method as -the-mostoreasonable basis: :for.~allocati’ng"the ga.fn,

while San Francisco -avgues that'theZrecorded “cost zetRod s uReatr. -

[ e

- - N P s e ";!"“f‘:, V’:,,,,.__.u. [
We agree with.San-Francisecod=y 2.n0 TW-TT8 ©F wHne eavemevEe my )

L m

We -£izd .That ‘the -ladbel "recorded “cost ‘metRod™ oS Itse‘.!.f
misleadi_.g, -a3 it implies an-objectivity ‘adout’ 'tné’m‘e‘thod' tha'q .f
found lacking upon further exaxination.: ‘Thig wethod ) fl'awed":' =<
because. it assunmes that:-each doXlarigpert by PGEE £ develop the two
properties was equally atorisk. s We: £ind this Eesunptiod untodndﬂe'd'." et

. 2he recorded -cost method: ismore” accurately called *che e

"Unifom Syster of. Accounts: method,;™ because® it merely reﬁecta 'th

Ar' -
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recorded accounts, withous wregarnd; o metual .circumstances.- Vﬂavfng \
de‘erred the qpest;on‘of the risk associated with) the Qonrate base -
prope*ty, we also necessarily defer the question: of ﬁhe*risk““ wemenT
associated with 1mp*ovemenzs ia-that- property.:- However;~we*find‘that
PG& was, not s:mila*ly 8%.risk with-regard to ibprovementsT to”the”:

e base property and that .the. enhancement-in~value resulting from -

- oy -
LLITD

B The so—called geeorded cost ‘method “fails to~aIlocate any
- portzon o’ the_imp*oveme t.C08TS . To-the-rate base property’ even-
thougk the costs clearly bene*mted .that -property.  In order -for- the““

recorded co method to be -valid we-would:-have to ffr3t~allocate each
of the improveme.m costs between the -two properties.~ ‘Thog ‘we are
le‘t e'ta.ll “eedzﬂg an.aAlocamaon-method afiT LT TiTsTelos T 'f“
S O* the other methods proposed by~stai£,"we refeet ToTINT AT
ammed;ately the acreaqe methodﬂ(70<rto Tetepayers) £orithe resson <
that the*e is‘no relawlonship-between acreage-amd: the ‘value of’ the ~°
property. Ve also reject the acquisition ‘cost: method” (42.2% to
ratepayers) and the t;me ‘value, of. noney: methods (4618%3to~ratepayeré§"”

- .

as presented by the 8T aff witness, because: each ofthese- methods < <"

PPN

allocazes improvement COSTS5 . 0nly torthernoarate: base“PTopeyty_ nrn

-

e s Regardlng the ‘time.value:of:money, we observe” that The
purchase of these o p*operties occurred over-a’ 2%—yearwperiod. )
Thus the $1O 7 milllon paid for-the Island Creek: property cannot be
directly compared _to.the $8.million paid for. the-Kennecott“properfi:iﬂ
Considering‘__Jz the ;tize value -of money:and .applying & conservative -~
escalation factor* the Island Creek price.is .equal to sdbowt:  ~- =75°7T

$12.3 millioa in. 1Q79 dollars. - mhns*on.aa.equivalent-basis'about 61%;

of the original acquisitionfcoats'are-axtribu&&ble“toffhe Tate bae€”“ﬂ
Property and 39% to the nonrate base property. SamImsns

U & 48 interesting to: compare this result with the tons o:
mineable coal -Bethod. or Btu content: method (whfch-are thed&%ivee

Fan e

- ” TPk
il SIS Yot oTcats
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almogt equal)HVMich Andicate that about 6T% of the' coar‘fs assoéfétéd
with\the.raxe‘base property.: . Wnile we' Tind efther of‘these me*hods

[

reaso,dble, we. prefer-the;Btu contert: nethod Tor the reagon thatlBtus
are.the.ultizate; expression of the valiae of the' ébal for 113 ;fq e
essential purpose.;- All of the other costs e“hance the” usefulness or

.--.-(\rv,‘ ~

the. coal .ané,; may be’ reaao“ably assigned on” an equal dolIar per Btu .
basis. PR O T - v

I*H

-~ .- We-could use thisianalysis to-adjust’ tne” reco;ded cost __ .
method.‘ Eowever,ﬂwe JLizd-that the-basic- premise thatﬁBtus are the -

e

most meaniz gful measure-of-the ‘value” of tre’ propertfes aIso‘sup§6r+s-

a d;rect -&lloeation of the-gainion & Btu~basis réﬁﬁgg than an

adjusted Tecorded cost*basis.»»Using.ﬁhe‘B*u petnod, 58 6% or tﬁe .AV

-
™ _-.\

gaiz is allocated to the rate basge” property '3818% Ie éllocated TS

R

the nonrate base: property, axnd the reémaixder Is allocatpd to

nonjurisdictional ‘sales. . Ox an after tax'basis, thelémbunt éifEEéted

£o the. rate base property is 58.6% 6L €94, 422-000"or 355 331 ooo.u
We zote- im passing that one” °Z %he majo targets o‘

e v e

-

.~ e

regulaxorymcrltics-ie the: hearizg: process~which“is allegedly time_,ﬁ

~ .

consum*ngw-iueff icient, and obsolete. “Az’ this” case i“dicates, tge

process is x;me-consuming.a“dﬂmay be inefficient. “ It *SVEB% obsolete.

- Inﬁxhis-case PG&E-proposed one- possible allocatio: of the

gain. ”he st&ff presented.a thorough analysis of"~ the iésues T o

volvedt:”’f there -had- been: 2o hearizgor “o particigation byathird

JIOR \-ﬁﬁ‘\"

parties, -the. Commisaionanzght well nc¢t - -have -reached” ,he &ecision in :,
thig order. . San Francisco's participatfon ma*e*ially enhance{ the_h*
record iz this .proceeding, sudrthe decision-zeki g'proéess is'*'"“““

I el
A ] - .

similarly ezhanced. . We have.s much:clearer sesse of the place 5F S

this decisio* in Commisston’ history om -account of’ havi:g_goze'éq_ o
hearing. . L T Tar \

h s T e e -
,..,\.u.\_.p f’v~" 27
mnTe L

-

Lt NP

Y ~

ne fa .Ihere is'simply no»substitute‘ﬂor the~testi*g'o' facts azd

opinione that ;s provided. by cross~exsmination. - Statemen ts'thgi PR

appear reasonable may be shown to be unfounded.

Relevant facts may
be shown to have bheen disregarded.

Irconsistencies may be exposed.
It is 20 coizncidence that the right to cross-examine is the essence
of due process.

- 26~ -
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vVIiI. Ca’ifornia Capital Gains Tax

- - - -r,wn-c““ '~ A R

h As atated gboye,_PG&E:s.calculatmon of‘thenafter—taxvgafdﬂc
assumes Califor 1& capzta -8aizs. tax; 1iability: of - $7.37:milldon.0" 7T
PGEE argues that the preseat ~distridutiorn- to.ratepayers ghonldrr .7 . -
proceed on the‘assump*ion that PGEE will:-be ultimately liadle>for’ the-
tax.n °t 8 aréues thatvthenpresenx distridution>should:include’ alls "

of the ga_“sznth a_provisiozn for PG&E to.seek: futnredrecovery of any~
tax 11ab llty acmually_resultz gﬂfrom the-gaines  o-ucuin oss To TIOEE

o N e e e -

‘ ;he 1ssue of Califoraia.capital.gain tax_turns on-whether”

the p“oceeds from the salg coastitute -"buginess facomeTuorcolls raromt

"nozbusizess income™ uader &6 25120 et seq. of the Revenuecand 'z -
Taxation Code.m PGEE -assumes . that .the gain.would.-be sudjectito

Calif by ia tax because PG&E 1s domiciled -in.Califorzia and decause:
<he sale‘tfa“sictzo 1§‘stffzcienmxm‘related o PG&E“B’business as "
generat:o“;“QEa.smzttér, -and . diszributor-or-electriczty tobe s 'iﬁif
coxsidered by Cal;fornia tax authorities.as income ar;sing "f*"thé”“ -
regular course” of PG&E's trade or business. ...

-

Nevertheless, PGAT Frtends-not to péy Califorzie tax and to

,-...-.\.--

resist, any-attempt-by~Calr£brnia to:tax the—capital‘gafn. PG&E

make a. furtber~djstribuxion:tb ratepayers. DI is subsgqﬁéﬁk ﬁwi;“ ;f::
distribution:would- reflect: the. ratepayer's pro- rata'sha:e of ¢ f

disputed tax principaliand an~appropriate~interest’%omponent- ”i”?t"‘

o

~ . Staff:believes: the transaction’4s not" taxable £y f
Califorzia,-but, anticipates & lengthy contest” berbre*a fina1”

o S AR i o]

decision.: Staff-believescthat- 1ts“néthod 1mposes oxn’ PG&E an’ s
inﬂ&nSLble inceative to vigorously” contest” the’ deficiency, Bince PG&E

o . L ———

vould have: oxnly-an-opportunity for-future” recovery..rhther_than a i:;::

B v LA AR
N e . . e t,', ,,‘ o e -r : - = ‘ \-., e ‘_. oy AT el e . o
Suarantee.x, SO R Rl ~ v

-
IR

11iadility question. Whether the gain is taxable in Californis will
be resolved in another forum.
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We find tha‘t*‘the*u“certatnty ovér whether 't:here \_rill be a
com:est. rather: than the uncertain’ outcome- o““ such 2 oontes't: is the
oxtrolling: consideration:: As® pointed out® by staff, \'rhe'ther - - :,
liabihtyﬂwill be:reven~asserted-will not be known Tor s;vorai years.
Therefore.we find that:the distridution of" the gain Should” proceed
without: recoguitionof:thelportion of the Califoraia. capi'tal gains .
tax.applicable to the.rate dbase property.‘*wherefore we provide for o
58. 6% of the disputed tax: ‘2iability " (8453° million) “£5 be included i
with.the-gaiz for: dzs‘trzbution to tbe ra:'cepayers. Thus .'t:he 't:o'tal

-

-~
Y

. "
K w . -
Hﬁ".’\ - sl PRIV .-'.l»\)\‘ww“ o
$59.6 millioz. ToaNr o Lmen ome S00RG DN eanan Cemeoilonoax

4 - . - - o -

fodi e tod P, - e

< Howe‘ver,, PG&E {5 extitled ‘5o somethfng'more tha:'; na.. R

-
o el -

oprortunity™ ito recover -{ts tax’ pme“'t e such payme..'t: occurs. Ve ”

‘"v*"ﬂ"’

provide Lor &ollar for dollar: recovery by "G&E subj’ec'r only 'co -twher

ondition ~that it ‘represeat fts ‘—rs:tepayers in't:erests in good fa.itﬁ ,.. ~
& condition that s always fmpl:fed‘.’”":: Nrononor 1T M‘..., © R

~
ERAr

i
nnw-p nd

vIrr.” Refund Pla... O

. ..-...,._‘..\\‘
- u T
r:‘\'- - » o ».v
N R 4 " ‘~

.PG&“ proposes' o :Cile A -refund plan xo dismbu‘t:e the gain'"*

to. curre..t c:uS't:omers.~ : PG&E Opposes-using the ratepayer: portioa to -7 7
offset base rates,, Aas, i:t: claims.. such:-ax- action: would-distort base'
rates away i‘rom 'their,‘ riginal dintention. ~As-an alteriative’: PGAE: "
proposes tha‘t the amouznt. to. be., disﬂ;ributed~be~held dzrabeyance, s TUT ol
contizue to accrﬁg Lterest,, and. be- used- ultimately: to? offset other
similar ezergy. pro:j'ects, ‘whose. -C08ts--have been:incurred, dut. not yet-
recovered :L:A:Jratesn There is no. opposition»'coﬂPG&E s refund le.sc.::\.u—"-"J

- We see_ izo Teason. ’co delay. the .refund, particularly forither:.
purpose o:ffered 'by PG&E We .8ee. no-»legitimate*publzc interestvto be i
served by maski..g the cost o"" future resources. Therefore we -provider
for refunds To current, -customers.. ...~

Forr v -~ -

-
- i~ b T

oy S ey e e
’ o et A A
e SLITC - g

N A A




0II R2-05-01 ALJ/md/vdl

PGXE has not proposed a apecific plan for our apyroval.

ey o

Therefore we direct "PG&T “t6 ‘make “an advice Ietter filing 30 days Lrom

the effectivedate of this ‘deciston that: épecfffes the actual feiund
plax 'and -the .amount “to -be- re’un&e&;“'Any”party that obdecta to either

o, - "-" v.......-m

the refund’ plam or the culculatfon of ‘the Tefusd amsusd shall have_ﬁq‘,
days to protest PG&E's filing. e

. - T
N LR ndAd

Pindings ofs Paetics T80 I IATCOVII NLLolT onTt RISSLAES

Pl vhed

1. PGXE purchased the Islaxd Creek p%bperties i' 19'

.‘ﬁ L el -
—,fﬂ.r.pﬂ" > -

-1 2.7 PR purchased- the” Ke“nEcott_p pperties in 1979- )

e ot ey

3- The acquisition of the two properties created & éizaﬁie’ o

T P

property. that’ was more’ valuable- than %he fwo separately.,

YL [E e

4. PGET selected the Island”Creek- and Kennecott properties as

-, "‘""(

the most- cost-effective,” envzronmentélly sou“d Tuel source'ﬁfter .
exhaustive axnalysis and search for”suitable reserves throughout xhe

- »-... -y .\*-'vn‘ Sy M Ay e

Westers.Uzfteds States STIUNAs DORITI S0ST Tow DIS9L0T ROt R

n-"' _(.'\. —.._,.‘ <~~mnoﬁ.'.

5. P&E acquired varlous additio“al property 9:d watef rights
for the.purpose-oZ developing the" property. ‘ o

. 1 e
- e - AR .-»n-h bR

6. Iz addition to its acquisitio- a_d exploratio“ acfivities,
PG&E also completed -aXl” eﬁv*ro_mental baselzﬂe data cgllectlo“ ar

efforts necessary for-all permits, Iice_seé, é“d rights-of—wav, a.d
filed a completed 'Minfngiand: Reclamation ?Ia* which was deemed

R et T wnoe

"complete” and technically” "adequate by'?be Utab Departme“t of Oil
Ges and Mizning, with codstructioz- approved fb*'Ju €.1°82’ N

n -
NSO .y e,

STwn Che acqu*sftfon~a*d'pla“ned devéiopme =t of properfy were

directly licked to PGEE's plazs for a coal-fired plant to be locape&
ia California, knows aze “the ‘Mozntezuma ‘plant. '

- -~
‘._',__‘___,\ oo T ‘\-T,

-y

2. m e e

el

oy

.g..\ 'p.-.-.vo—w"
-

8. ~The" deveiopme“t ‘Bchedule of the ¢oal” mine was rofm lated to»

-_ ol

coxform with the development of Moz tezuma (0rlgi“ally scbeduled Zor

[uriut Wt

.___,,_._ CR ST NP

operation’ Ix 4982). "7 TIT ST onesh e

R e : LandE N N
- ..-.... -\-q - v PV
- a"“”'"‘ ® A e e v e A -

9. The operation of the ?bntezuma,plant was deferred zeveral

P PR s A Lo

times unt4l® April-4981" - vhes it wap deferred indefinitelyp . e

o
- e .,\, LSRN o A
Pl T e i TON  A T i
hi-Soquas \»

a A—_.
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. . Lo e e ey
Y e -’.~-».. N 3 -n"' DT

LaTuT v \J

Tof' The'total cosf t& PG&. relatingato—the*acquisition~and‘
development of these cealfprOperties was about -$34 millionw :s--27

P

””“Tf; S%?S? 1976, &-d through December..1081, . approximateiy‘$14
mfllion of the total i vestment was @ncluded.i“ PG&E"s, rate—baae”as
2: KR LoEy tEEIE rae

12. The remaining %20 million in vested in the coal~propert s i
‘has never bee_ iz rate dase.

v

-~ -~
o % s

e
BTN

. - L ia g
. -~ r_' -',v' ,.,,,-. L atateketaditnd

™ w T
W =

AT LATANSTMLUT LW
AL

15. Stockholders have i curred all -carrying, charges-.on: thelnon-
rate base po*t o* Pf the investme . . - -

- s PN ey
R - - f
"

1*- ._‘;,,.,,“-;-,,

147 Whes it appeared phat Mo tezuma mighx,“ever be builm ?G&Eb*:
decided o, sgll_these coal p*operties- ch e e AT L3

s e T -
ey Pl DR i 5 -
-

15. I- Sep ember 1081 PG&E sext. over. 100 letters:soliciting: -

e o dnh

inte*est i* zhe sale o’ the properties.e

[
. 1, . - Pt ]
o - . ARASI > PR S
LS e atae "

.:nu*--

16, press release was thex issued aznouncing-that:PGEE-would::«
accept bids for the sale. - _ . e

P - - . A e N D ARG S -
e e e “ .,._‘.,-..,.. [ -
--..- - ey Lo FROPIE A IR

17,7 o= December 31, 1981 bids co“’orml g;towPG&E instructzons ~a
were receiyedufrom va*ious e“tzt es._“

PR PRV

[ - R R e
M ' e = e ma aw

RE-MN mge"h*ghest bd, by Sunedco, was.. accepted-;@:gwe Lo tnlo 3T

[l

19. The_amou“t o* Su edcg s bid wasu*171 mEALon g ey T

T

20. '6n Ja:uany 21 1982' PG&H a“d Su:edco ~executed-a letter oL

an -

iztent cp“cer***g the sale ofrthe coal p-opertiesmw‘~fr- San Cemolrmont

21.7702 March 4, 1982 BGAE, depos‘ted;wzthwthe escrow.agest the .0
executed docune.ts o*"confeyance .and Sunedeo, deposited-approz?ﬂa€E1y
£171 z"ﬁimo... T o

“ e --.n—

LR
AT

- - L IF'-':f
B e e ~
(,'_ ,'.. w.pa o~ n.ﬂ ' ':_.__ Pt}

“222% a8 "0t Nayw13, 1082, Su“edco had obtai»ed the requisite -0 .

o s N R
LU IR

approval of the regulatory. authorities andhieeeq;Q;ﬁg;xwﬁeapqu

- ~ ’
¥ - .,,\r-.« Sl ottt
S Tl Ll -

-y

close&’on fhat date.

PO ...‘\_.-—

.
P el
. . -
- . - e T L T ~
- WO Tee m g Tomp o gms Mg Tl IO
e e aing PRCaS p

23. PGRE calculates its pfe:piiuéai:‘o' the traasaction: as.:
$147. 5 millio-, a_d its after tax gain 2s S94.4, mill;oa~~. o

"y
e PR

247 PeaEry s calcula.tio' of. tkfem 'a:fter ta_x 831-‘1-'1-°1ud'°3‘ 7

DY ;. -

million for Califor,ia cap‘tal gai.s tax.
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25.‘ These coal properties:were mot necessary oriugeful “for -
Purposes or 6 851 at the time of -the:.sales o oi.uii2we ©57 LITLIT

26, Detormznatio“ of the allocatiorn of risk should be deferred
uxtil the deci;zo“ in PG&E’'s next“general rate case when the extire

-

Moztezuna Prcject has been examined. FT eee z- -
27¢,,‘he recorded: cost method” assurmes” tha:t each dol:}.ar spen't by‘w
PG&? o, developathes two. froperties: vas equally at riskl U Tt

e it e

[ 28. -PGXE.wag not at:risk-for:the’cdsta- o*‘improvements to the .

* rate baseaprope:tY-tni~-c:7 s: sornlsslsc nooruoezens lIseo

-

’-Ar -

29. The Btu context method allocates about 61% of the gain ‘o

. -
- e ~-."'
P

the rate.base property. - -0 sxieT ni ITNT rotT
.30, -Btus are the-ultxmate expression ™oL the’ value of “the” coal .

— e me o T

for its essential purpose. e S T E s

x1. The.after~tax gein "allocated ~to “the - rate base prgperty is
about. q55-3'milli-on,»«~~--, nolora 82, L LZ znEmmI. o

32. PGAXZ may be liadle for Califorria capital gains tax of
$7.37 million.on thegsentire gain

bt S o

33, ’whether such“lt&bzlmty will be asserted is uncertain.

Vlu¢

34-,“,h£ amoun$'0£ the tax allocabdle to the rate base property
is about QA Jmillion. . . -

; ,3)-.-.«0\{‘
PPN AR P

'V'“35nﬁJB:?G&~-is~liable‘£ornsuch tax it should recover its
pa&ﬁgaté oz & 40)lar~for-dollar basis.
3€. The refund of the gain should not be delayed.
Conclusions of Law
‘1. Section 851 of the Public Ttilities Code does not apply to
PGEE's sale of its Utah coal Properties to Sunedco.
2. Risk a“alysis should be the major consideretio" underlying
the allocation of ‘the gain. " 7
. The determinetion of risk allocation should be deferred.
4. That portion of the gain allocabdle to the ratc base

property should ‘be refunded to the. ratepayera immediately.

PR
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o
..-,‘-.

-2~ - Ihe uncertaiaty regarding the Caltfornis cap:ftal ga.ins tax
supports the exclusion of thel.tax frim the calcura.'tlon ot 'éze gain. ’

[PPRENIE - Sl
. " -a’\':Jr o f" \:) A A e e -
Al o

- -—.—_\~. -

Tr TS oRDERED that: | Cnmtumgn e oA snotg :

1. ¥ithin 50 days. from.the. efi‘ective -date’ of- this® &eciszon »
Pacific Gas PEYY Electric Compazy shall:- £ile with the Commission an " -
advice letter p'réposi g, i'bs .plan-for.refun ding the gain®from the sale
of its Utah coal properties calculated iz accordance with T this T °
decisioa.

-

s - (‘,_,w :

"", - mma T - -

-y
-~ Mo e A e ——m"":w“" _‘u W omd e e

s K - -
...4-~J S >

B I*”'che eve..t that PG&Z is fourd liable Lor ﬂal.ffornfa

capztal ga.ins Tax resulting.fromnth:i;s trangaction Tit shalTSrecover
such “Costs from its ratepayers. LonoTin loloaensn avld

s e i

Cm

‘> .

This order becomes -effective 30 :days "from: -today‘ -7

- -y

‘Dated December 30, 1982 , at San Francisco, SRS S PR

e ~ Ui
e o Tl <, - S :.“'-v - - _-.,_ '
0. A - “

.oion “RICHARDSD., GRAVEIII
..w - . JLEONARD. M., :-GRIMES | .JR.,
”“"VIC‘ICR CALVO .. T
T oRor oir ‘CCommissioners :

V‘W‘
~n~- s""“"

Comissioner Pris cilla C.ﬁ Grew
-z being neces sarity absent’,” did
.« ROt paxrticipaten,s o xc zrzemyow

Ll S

- '“’
v -

~

amT g

Cun\an J... i ﬂ"’\h‘:ﬁ&::ISn D:CISva' - o
/‘3 APPROTTD BY THE 420 'E
> COMM SSIGD@:.::\S- J.CD.-.".":." > onl

3cdovitz, Exccu§é§§:§i§§~'
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