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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF CALIFORNIA

Application of Pacific Gas and Electric Company for Authorization to Sell Certain Generating Plants and Related Assets Pursuant to Public Utilities Code 

Section 851

                                                                     (U 39 E)                    

Application No. 96-11-020

COMPLIANCE FILING

Pacific Gas and Electric Company (PG&E) makes this verified compliance filing (1) to certify that it has followed the auction process authorized by the Commission in D.97-09-046 (September 3, 1997); (2) to inform the Commission of the identity of the buyer of the Morro Bay, Moss Landing and Oakland Power Plants and the terms and conditions of the sale, including the sale’s price; (3) to provide the Commission with estimated information, including book values and transaction costs, for the accounting and ratemaking adjustments necessary to properly reflect the sales; and (4) to request a final order finding that the sales are in the public interest and approving them.

I.
PG&E COMPLIED WITH THE AUTHORIZED SALE PROCESS


A.
Description Of The Auction


D.97-09-046 (September 3, 1997) authorized PG&E to use a two-stage competitive open auction process.
  While D.97-09-046 sanctioned the start of the auction, it precluded PG&E from accepting final bids until (1) this Commission approved a Mitigated Negative Declaration (MND) and (2) the Federal Energy Regulatory Commission (FERC) approved the form of the ISO Master Must-Run Agreement (MMRA).  The first condition was satisfied on October 22, 1997, when D.97-10-058 adopted the MND.  The second condition was satisfied on October 29, 1997, when FERC issued its Order Conditionally Authorizing Limited Operation of an Independent System Operator and Power Exchange, Conditionally Authorizing Transfer of Control of Facilities on an Interim Basis to an Independent System Operator, Granting Reconsideration, Addressing Rehearings, Establishing Procedures and Providing Guidance (issued October 30, 1997) which, among other things, approved the MMRA “in substantially the form required by the ISO.”  D.97-11-030 (November 5, 1997), Mimeo at 5.



1.
Summary Of Major Milestones


PG&E followed the authorized auction process.  The following summarizes the major milestones in the auction: 

August 25, 1997
PG&E began advertising and Morgan Stanley began distributing the Confidentiality Agreement to potential bidders



September 3, 1997
Commission’s Interim Opinion (D.97-09-046)



September 8, 1997
PG&E began providing the Confidential Information Memorandum to potential bidders that signed and returned the Confidentiality Agreement



October 10, 1997

Bidders submitted Statements of Qualifications and Interest, including non-binding Initial Bids, to PG&E 



October 12, 1997
Stage 2 of auction process started:  PG&E notified Stage 2 bidders and sent them proposed plant-specific Purchase and Sale Agreements and associated contracts



October 13-November 13, 1997
Stage 2 bidders conducted additional due diligence, including review of documents in the Data Room, visits to each plant, management presentations, and discussions with PG&E personnel in areas of the bidders’ interest



October 27, 1997

Bidders submitted contract markups to PG&E 



November 4, 1997
PG&E provided bidders with revised, final contracts



November 14, 1997
Bidders submitted binding Offers to PG&E 



November 18, 1997
PG&E’s Board of Directors approved the sales and contracts were signed





2.
Stage 1 Of The Auction
 

In anticipation of the issuance of D.97-09-046, on August 25, 1997, PG&E began advertising the availability of the plants.  PG&E’s investment banker, Morgan Stanley & Co. Incorporated (Morgan Stanley), sent letters to more than 175 domestic and international utilities, power marketers, independent power producers and others whom Morgan Stanley considered prospective purchasers.  PG&E ran advertisements in the Wall Street Journal and the Financial Times of London.  PG&E also advertised the availability of the plants for sale through PG&E’s Internet web site.  Following the issuance of D.97-09-046, on September 8, 1997, Morgan Stanley began to send the Confidential Information Memorandum
 to potential bidders that had signed and returned the Confidentiality Agreement.  In all, 46 potential bidders received the Confidential Information Memorandum.  In addition to the Confidential Information Memorandum, during Stage 1 of the auction, potential bidders were able to visit PG&E’s Data Room to review documents related to the plants and to California’s electric industry restructuring.



Stage 1 ended on October 10, 1997, when bidders submitted Statements of Qualifications and Interest, including their non-binding Initial Bids.  Bidders were allowed to (and did) bid for any combination of the plants offered for sale.  A bidder could bid individually on one or more plants, or submit a combined bid for two or more. The bidder could specify that it was willing to buy only its designated “package” of plants, and not any individual component.  Based on an evaluation of the financial and operational background of the bidders and the amounts of their Initial Bids, PG&E selected the bidders to participate in Stage 2 of the auction.



3.
Stage 2 Of The Auction


PG&E initiated Stage 2 on October 12, 1997, with the notification of the bidders and the sending to bidders of the proposed Purchase and Sale Agreement, Operation and Maintenance (O&M) Agreement, and Switchyard and Retained Properties Agreement tailored to each plant for which the bidder was selected.  During the next five weeks, all bidders visited the plants on which they were bidding, received  a management presentation on the plants and associated contractual and regulatory issues, had follow-up meetings and telephone conference calls with knowledgeable PG&E personnel to answer their inquiries in specific areas, and made additional visits to the Data Room.  Whenever PG&E provided one bidder with documents to supplement those in the Data Room, PG&E placed the documents in the Data Room so they would be available to all bidders.



On October 27, 1997, all the bidders submitted contract markups and comments to PG&E.  PG&E reviewed the suggestions and comments, and sent final, revised contracts to the bidders on November 3, 1997.  All of the changes were made to clarify the original documents or to accommodate suggestions made by bidders.  None of the changes increased risk to ratepayers.  


B.
Results Of The Auction


On November 14, 1997, all Stage 2 bidders submitted binding bids.  These were price-only bids based upon the revised forms of contracts provided by PG&E.
  Duke Energy Power Services, Inc. (Duke EPS) submitted the highest bid–$501 million for the three plants as a package.  No other single bid or combination of bids yielded proceeds as high as Duke EPS’.  On November 15, 1997, PG&E notified Duke EPS.  On November 18, 1997, PG&E’s Board of Directors met and approved the sale.  The contracts were signed immediately thereafter, and Duke EPS provided a $6.9 million irrevocable standby letter of credit as a deposit to secure performance of the Purchase and Sale Agreements.  The contracts, copies of which are submitted with this Compliance Filing, include a Purchase and Sale Agreement, an Operation and Maintenance (O&M) Agreement, and a Switchyard and Retained Properties Agreement for each plant, and a Special Facilities Agreement for the Oakland plant.

II.
INFORMATION ABOUT THE PURCHASERS (RULE 35)


A.
Character Of Business (Rule 35(a))



Duke EPS, a Colorado corporation, is the domestic generation asset development and acquisition unit of Duke Energy Corporation (Duke Energy).  Duke Energy wholly owns Duke EPS through Duke Energy’s Duke Capital Corporation (Duke Capital) subsidiary. Duke Energy is one of the country’s largest energy services companies.  Duke Energy’s utility 

unit, Duke Power, serves approximately two million customers in a 20,000 square mile service territory in North and South Carolina.  Duke Power’s three nuclear plants, eight coal-fired stations and hydroelectric and combustion turbine plants are among the most efficient in the nation.  Duke Energy’s gas transportation network combines 35,000 miles of interstate and intrastate pipelines to deliver approximately 12 percent of the total U.S. gas consumption (none in California).  Additionally, Duke Energy is one of the nation’s largest marketers and gatherers of natural gas, producers of natural gas liquids, marketers of electric power, and providers of risk management services.



The acquisition of the three plants is being made through three special purpose Delaware limited liability companies–Duke Energy Morro Bay LLC, Duke Energy Moss Landing LLC, and Duke Energy Oakland LLC(that are sister companies of Duke EPS.  Duke Capital, which has a Standard and Poor’s corporate rating of A, is guaranteeing the obligations of the purchasers under the Purchase and Sale Agreements and associated contracts.
B.
Other Generation Assets In California Under Common Ownership Or Control (D.97-11-030)



Neither Duke EPS nor its parent or affiliates owns or controls any other generation assets in California.
C.
Commitment To Sign Master Must Run Agreement (Moss Landing and Oakland) (D.97-11-030)


Section 5.4 of the Purchase and Sale Agreement requires, as a condition to closing, that the purchasers sign the ISO’s Master Must-Run Agreement for the Moss Landing and Oakland plants or to provide PG&E with a certificate of the ISO that the ISO does not need the plants for its purposes.  This satisfies the condition established by the Commission in D.97-11-030 (Ordering Paragraph 1).

III.
ACCOUNTING AND RATEMAKING ADJUSTMENTS

The sales of the three generating plants have established the market value of the plants, as required by Public Utilities Code § 367.  (D.97-09-046, Mimeo at 12.)  Upon the close of the sales, PG&E will remove the net book value of the plants from rate base.  Because the market value of the three plants is greater than their combined book value, the difference between the sales proceeds, net of transaction costs and tax effect, and the book value of the plants will be credited to the Transition Cost Balancing Account (TCBA) upon close of the sale.  In addition, adjustments will be made to the Fossil Decommissioning and the FAS 109 Regulatory Asset for deferred taxes sections of the TCBA, as described in the following sections.  Finally, PG&E’s rate of return on its non-nuclear and non-hydroelectric assets should be increased as an incentive payment for its voluntary divestiture, as described in Section G, below.

A.
Gross Sale Proceeds

As described above, the gross sale proceeds for the three plants total $501 million.  Transaction costs and taxes will be netted from these gross sale proceeds before the net book value of the plants is subtracted.

B.
Transaction Costs

As proposed in PG&E’s Testimony and Application filed November 15, 1996, and approved in D. 97-09-046, PG&E’s transaction costs for the sale of its power plants will be deducted from the sales proceeds of the plants at the time the sales close.

On November 10, 1996, the CPUC authorized PG&E to establish the Generation Divestiture Transaction Costs Memorandum Account (GDTCMA) to track transaction costs associated with the divestiture of its power plants.  In this Compliance Filing, PG&E provides an estimate of the transaction costs associated with the sale of the Morro Bay, Moss Landing and Oakland power plants which have been billed or are known to be pending through September 1997. 

PG&E will continue to incur transaction costs through the closing of  the sale.  All transaction costs associated with these sales, including those not determined until closing and not billed until after closing, ultimately will be booked to the GDTCMA and netted against the sale proceeds when the TCBA accounting adjustments are made.  At the time the TCBA accounting adjustments related to this sale are made, the associated transaction costs will be removed from the GDTCMA.
As described in Table 1, PG&E has incurred and has been billed for or is aware of pending charges totaling approximately $10 million for transaction costs associated with the sale of  the Morro Bay, Moss Landing and Oakland Power Plants.  The transaction costs on Table 1 include the costs of PG&E’s investment banker, PG&E’s outside legal counsel, PG&E’s outside document production support for regulatory discovery and buyer due diligence, and both PG&E’s and the CPUC’s consulting fees in the CEQA process.  

In addition, costs associated with Phase 1 environmental studies, miscellaneous Phase 2 environmental support, title reviews, survey work, subdivision work, property map preparation, and other miscellaneous costs such as Federal Express and messenger service, materials for the Information Memorandum, presentations to bidders, maps, and temporary staff augmentation are also included.




C.
Net Book Value

PG&E’s net book value balances as of December 31, 1995, for all its generation facilities were audited and verified by an independent audit team and adopted by the Commission as the starting point for the determination of transition cost calculation on November 19, 1997, in Decision 97-11-074. The net book value of each plant is comprised of tangible plant, net of accumulated depreciation, and on-site inventories.  The tangible plant to be sold includes land, production plant, generation-related transmission plant, and on-site common and general plant.  The on-site inventories include materials and supplies inventories and fuel oil inventories. 

The undepreciated original cost of the plant assets to be sold at Morro Bay, Moss Landing, and Oakland Power Plants, was $326.3 million, $471.5 million and $34.7 million, as of December 31, 1995, and the net book value of the property to be sold was $168.5 million, $192.9 million, and $12.4 million, respectively.
  The cost of the on-site inventories to be sold for the three plants as of December 31, 1995, was $1.6 million, $14 million, and $0.8 million.  These amounts are presented in Tables 2, 3, and 4 (Column(d)).  Consistent with the Commission’s decision in Phase 2 of the Competition Transition Charge (CTC) Proceeding issued November 19, 1997, (D. 97-11-074), the December 31, 1995, balances of plant and depreciation reserve will be used to set initial amortization schedules and to record costs in the TCBA.

The net book value amounts presented for each power plant on Tables 2, 3, and 4, have been adjusted to reflect the specific assets that will be transferred to the buyers.  PG&E presented the costs assigned to these power plants, recorded on its books as of December 31, 1995, (represented by Column (a)) in its August 1, 1996 Sunk Cost Filing (A. 96-08-001).  However, not all of the assets presented in the Sunk Cost filing will be transferred to the buyer.  Likewise, assets not originally assigned to the power plants in the Sunk Cost filing will be transferred to the buyer.  Tables 2, 3, and 4, summarize and reconcile the difference between the net plant balances in the August 1, 1996, Sunk Cost filing and this Compliance filing.  

The adjustments to the Sunk Cost filing are comprised of the following: 1) generation-related transmission equipment that will be retained by PG&E, 2) land at the power plants associated with switchyards and transmission facilities that will be retained by PG&E, 3) other assets that will be retained by PG&E and reclassified for non-generation functions, 4) assets shared by more than one facility that were included in the Sunk Cost filing but that will not be sold with individual plants, and 5) additional assets to be sold, such as vehicles, that were not included in the Sunk Cost filing.
  The Purchase and Sale Agreement for each plant lists all the assets that will be transferred to the buyer.   


D.
Tax Effects

In the typical 851 filing, ratepayers receive the after-tax gain (or loss) from sale of plant through the depreciation reserve (or shareholders might receive the after-tax gain or loss directly).  However, the tax effects of the sale of the three power plants at issue in this application will be accounted for in the TCBA, through two mechanisms.  First, tax payables and receivables related to differences in the timing of depreciation will be recovered or returned to ratepayers as a separate item in the TCBA.  Because book depreciation is done on a straight line basis, while tax depreciation is done on an accelerated basis, some income taxes are deferred.  For property subject to flow-through ratemaking, these deferred taxes are normally collected from ratepayers when they are actually paid to the government.  

A joint proposal regarding recovery of the FAS 109 Regulatory Asset related to deferred tax liability on flow-through property was adopted by the Commission November 19, 1997, in the CTC Phase 2 decision (D. 97-11-074)
.  The stipulation states that these deferred taxes will now be recovered over the transition period, subject to the limitations of the rate freeze and the length of the recovery period.  In effect, recovery of the tax liability related to plant assets has been “de-coupled” from the depreciation on the underlying assets.

When the sale of the three plants closes, PG&E must pay taxes on the capital gains.  The capital gains taxes are based on the net tax value of the plant.  Therefore, in calculating the after-tax gain to be credited to the TCBA (the second mechanism described above), a credit to ratepayers for deferred taxes already recovered or that will be recovered during the transition period through amortization of the regulatory asset described above (the first mechanism) will be made to make the tax on the gain equal to that which would have been owed on the book value.

The tax netted from the sale proceeds and the CTC deferred taxes on the sale of the three plants are as follows (in $millions):

Table 5


Book Value


Description
Tax Basis
Comment

a)
$ 491
Net Proceeds
$ 491
$501 million minus transaction costs of $10 million.



b)
$ 390
Net Book or Tax Value
$ 230
Difference due to accelerated tax depreciation on a flow-through asset



c)
$ 101
Pre-tax Gain
$ 261
a - b

d)

Current Tax @40.746%
$ 106
c * 40.746%
 combined tax rate


e)

Deferred Taxes
$ -65
Deemed fully funded via prefunded deferred taxes and TCBA amortization of the FAS 109 Regulatory Asset



f)
$  41
Total Tax Netted from Sale Proceeds



Current Tax + Deferred Tax (d + e)

g)
$  60
After-tax Credit to TCBA

(c - f)


E.
Application Of Net Sale Proceeds to Transition Cost Balancing Account

Consistent with AB 1890 and Commission decisions, PG&E’s TCBA will be adjusted to reflect the sale of the three power plants.  As discussed above, upon the close of the sales, PG&E will remove the net book value of the plants from rate base.  Although the net book values shown above are as of December 31, 1995, the adjustments made to rate base and the TCBA will be based on the actual book value of the property being sold at the time the sale closes.  The book value of the sold property at the time of closing will vary from the December 31, 1995, values due to continued depreciation and capital additions made to the plants during 1996 and 1997.
  

Because the plants are being sold for more than book value, there are no uneconomic sunk costs to amortize through the Scheduled Amortization Subaccount of the TCBA adopted by the Commission in Phase 1 of the CTC Proceeding (D. 97-06-060).  Instead PG&E will continue to depreciate the plants using normal GRC-adopted depreciation rates and record these costs in the TCBA until the sale closes.  The difference between the net sales proceeds and the net book value of the plants at closing, reflecting normal depreciation, will be credited to the CTC Revenue Section of the TCBA upon close of the sale.  

The following table illustrates the calculation of the TCBA credit resulting from this sale:


Amount

(millions)


Proceeds
$501


Transaction Costs
 -10


Taxes
 -41 


Net Book Value
-390


Net Credit
$ 60


Changes from the figures shown above in transaction costs, net book value (other than adjustments for 1996 and 1997 capital additions) and taxes, will be reviewed in the annual CTC proceeding.  PG&E expects the ultimate value of the credit to the TCBA to be somewhat higher than the $60 million shown here when all changes are recorded.


F.
Fossil Decommissioning

In Exhibit 19 in evidence this proceeding, PG&E explained that it would replace the net present value of the current estimates of site-specific environmental remediation work, as adopted in Decisions 92-12-057 and 95-12-055, with new estimates, also presented in Ex. 19 and examined in this proceeding.  In Ex. 21 PG&E agreed with ORA’s proposed adjustments to those estimates, presented in Ex. 20.  No other party presented testimony or otherwise commented on the new estimates of environmental remediation costs for the three sale plants.  These agreed-upon environmental remediation cost estimates are shown in Line 1 of Table 6 below.

The amount already accrued for environmental decommissioning of the Morro Bay, Moss Landing, and Oakland Power Plants based on a pro rata spreading as used initially in Application 96-08-070.
, also was presented in Ex. 19 and 21.  These amounts are shown in Line 2 of Table 6.  

Table 6 also shows the amounts already accrued for non-environmental decommissioning for the three sale plants.  Since the Purchase and Sale Agreement shifts the responsibility for decommissioning the plants, except for environmental remediation, to the new owner, the new estimate of PG&E’s non-environmental decommissioning costs is zero.




Table 6





Morro Bay
Moss Landing
Oakland
Total


Environmental 





1
Estimated NPV
$6,427,734 
$21,331,929 
$3,836,253 
$31,595,916 

2
Accrual as of 1/1/98
$6,874,154 
$8,105,422 
$1,028,152 
$16,007,728 

3
Estimate Exceeds Accrual
($446,420)
$13,226,507 
$2,808,101 
$15,588,188 


Non-Environmental 





4
Estimated NPV
$0 
$0 
$0 
$0 

5
Accrual as of 1/1/98
$15,408,354 
$23,009,441 
$298,838 
$38,716,633 

6
Estimate Exceeds Accrual
($15,408,354)
($23,009,441)
($298,838)
($38,716,633)

7
Total Estimate Exceeds Accrual
($15,854,774)
($9,782,934)
$2,509,263 
($23,128,445)








Based on this table, sufficient funds have already been accrued in aggregate for these three plants to cover the net present value of their decommissioning liabilities, and $23,128,445 of accrual will be pro rated across the remaining generating plants.  The rate base associated with PG&E’s remaining fossil plants will be reduced by this additional decommissioning reserve, effectively reducing return on the remaining plants and the corresponding fossil sunk cost revenue requirement.  

Consistent with Decision 97-11-074 in Phase 2 of the CTC Proceeding, the estimated decommissioning costs of plants not yet market valued will continue to be recovered through the TCBA at GRC-approved levels until the remaining plants are sold, at which time any decommissioning reserve in excess of the retained decommissioning liability will be credited to the TCBA.


G.
Rate of Return

Although it has not reviewed the final version, PG&E understands that in the Commission’s November 19, 1997, decision in the CTC Phase 2 Proceeding (D. 97-11-074), the Commission interpreted its Preferred Policy Decision to have said that a reduced return on equity was appropriate for utility assets given transition cost recovery. 

PG&E believes the Preferred Policy Decision mandated a reduced return on equity for uneconomic assets that generate transition costs, rather than to assets afforded transition cost treatment.  PG&E plans to file an application for rehearing on this point.  

The market valuation process for Morro Bay, Moss Landing and Oakland power plants has demonstrated that these three plants are not uneconomic.  Because the market value is known to be above the net book value before the implementation of the TCBA, no transition costs for any uneconomic portion of the net book value of these plants will be booked to the TCBA.  Therefore, these three plants should earn the authorized rate of return, plus the bonus discussed below, until the date the sale closes.  

PG&E requests that the Commission rule that the appropriate rate of return to be applied to these plants wil be the rate of return ultimately set in the CTC Phase 2 decision after the Commission rules on PG&E’s application for rehearing.  Because the differences between the current rate of return and the reduced rate of return for all of PG&E’s generation facilities are now being tracked in a memorandum account, the Commission’s decision on this issue may be implemented after the sale is closed.  PG&E therefore requests that the Commission not delay its approval of the sale and associated ratemaking for these plants pending resolution of the rate of return issue in the CTC proceeding.

In Decision 95-12-063, the Commission also granted an increase in the return on equity of the non-nuclear and non-hydroelectric component of the transition cost balancing accounts of 10 basis points for each 10 percent of fossil generation capacity divested (mimeo at p. 111).  The Commission’s November 19, 1997, decision in the CTC Proceeding, Phase 2, ordered PG&E to apply for a mechanism, including a tracking account, to implement this bonus in the divestiture proceeding.  

PG&E already has announced plans to divest 99 percent of its fossil generation.  Therefore, PG&E proposes to create a tracking account to track a 0.99 percent return on equity for its non-nuclear, non-hydroelectric generation plant between July 28, 1997,
 and the date of any sale of generation assets.  At the time of closing for this sale, a 42 basis point increase will be applied to all non-nuclear, non-hydroelectric generation assets earning a reduced rate of return, retroactive to July 28, 1997.  At the time of subsequent sales, a similar accounting adjustment will be made.

IV.
CONCLUSION

The Commission’s inquiry in reviewing a Section 851 application is whether the transfer will be adverse to the public interest.  Re Universal Marine Corporation, 14 Cal. P.U.C.2d 644, 646 (1984).  The Commission should issue a final decision that (a) determines that, in light of the industry restructuring mandated by A.B. 1890, PG&E’s sale of the Morro Bay, Moss Landing, and Oakland Power Plants is in the public interest and that these plants will no longer be necessary or useful in the performance of PG&E’s duties to the public; (b) approves the terms and price of each sale; (c) approves PG&E’s accounting and ratemaking adjustments, including the forecast environmental remediation and transaction costs, based on the pre-approved methodology and the actual proceeds and terms of the sales; and (d) states that the Commission has considered the Mitigated Negative Declaration (MND) and mitigation monitoring plan adopted October 22, 1997 (D.97-10-058) in light of this Compliance Filing and concludes that fulfillment of the mitigation measures set forth in the MND and the mitigation monitoring plan shall be conditions of the sale.
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VERIFICATION



I, the undersigned, say:
I am an officer of PACIFIC GAS AND ELECTRIC COMPANY, a corporation, and am authorized to make this verification for and on behalf of PG&E, and I make this verification for that reason; I have read the foregoing application and I am informed and believe the matters therein are true and on that ground I allege that the matters stated therein are true.




I declare under penalty of perjury that the foregoing is true and correct.


                       Executed at San Francisco, California, this ___ day of November, 1997.



  

___________________________________





  
  LESLIE H. EVERETT





   Vice President and Corporate Secretary

VERIFICATION



I, the undersigned, say:
I am an officer of DUKE ENERGY POWER SERVICES, INC., a corporation, and DUKE ENERGY MORRO BAY LLC, DUKE ENERGY MOSS LANDING LLC, and DUKE ENERGY OAKLAND LLC, Delaware limited liability companies (collectively, the “Duke Companies”), and am authorized to make this verification for and on behalf of the Duke Companies as to those matters pertaining to the Duke Companies, and I make this verification for that reason; I have read the foregoing application and I am informed and believe the matters therein pertaining to the Duke Companies are true and on that ground I allege that the matters stated therein are true.




I declare under penalty of perjury that the foregoing is true and correct.


                       Executed at San Francisco, California, this ___ day of November, 1997.



  

___________________________________

                                           

      KEITH L. HEAD





Vice President

� D.97-09-046 authorized PG&E to accept preliminary bids contingent upon PG&E removing the requirement that Stage 2 bidders justify any decrease in their final bid from their preliminary bid.  (D.97-09-046, Mimeo at 5.)  PG&E eliminated this feature from its auction process.


� The Confidential Information Memorandum consisted of three volumes.  Volume I contained a narrative description of California’s electric market, the highlights and basic operating and financial information about the three plants.  Volume II contained the Auction Protocols, the pro forma Purchase and Sale Agreement (and exhibits), and the pro forma Operation and Maintenance Agreement.  Volume III contained the ISO’s Master Must Run Agreement.


� One bidder attempted to add conditions to its bid that were not contained in the final documents PG&E sent to all bidders. The bidder’s price was not the highest, so PG&E did not have to disqualify the bidder for submitting a non-responsive bid.


� The determination of net book value is dependent on the amount of depreciation imputed to these assets.  Based on the straight-line, remaining-life, group-depreciation method used by the Commission, depreciation is recorded at the plant account level and not the facility or asset level.  Therefore, the depreciation allocated to individual assets must be theoretical, based on certain assumptions.  The net book value amounts presented for each plant assume that the assets to be sold have service lives the same as for all similar assets.


� Finding of Fact 19.


� As discussed in Chapter 2 of Exhibit 28 in the CTC proceeding, the amounts presented in the Sunk Cost filing included only directly-assigned on-site common and general plant.  Vehicles are assigned to PG&E’s General Services Department, and therefore were not included in the costs presented in the Sunk Cost filing.


� Flow-through property is all property subject to state depreciation and property subject to federal depreciation, if placed in service before 1981, snf pody-1980 book/tax basis differences.


� The current combined tax rate is: 35% (federal) + 8.84% (state) - 3.094% (federal benefit of state deduction), yielding a rate of 40.746%.


� Alternatively, state taxes could be computed as a separate calculation when the sale closes.


�  PG&E’s 1996 capital additions are being reviewed in A. 97-10-014, dated October 3, 1997.  1997 capital additions will be reviewed in a subsequent application to be filed in 1998 after 1997 recorded data is available.


� A.96-08-001/96-08-070, et al, Exhibit 33, Table 3-10, p. 3-45.


� July 28, 1997, is the date the reduced rate of return will be implemented according to the November 19, 1997, decision in the CTC Proceeding, Phase 2.  Since PG&E has been recovering the full rate of return in rates and recording the difference between the full return and the reduced return in a memorandum account, there will be no retroactive ratemaking issue with the new tracking account.
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