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Pacific Gas and Electric Company (PG&E) requests that the 
California Public Utilities Commission issue an Order approvin~ an 
amendment to Article 6.0l of the Nonquali!ied Nuclear. 
Decoxrun,issior.in~ Trust A~reem.ent (Nonqualified A~reement) _ Such an 
amendment is allowed by Article' 2.10 ot the Nonqualitied Agreement. 

Pursuant to Resolution E - 3041,. dated June 15, 1987 and 
Decision (D) 87-03-029, dated March 6, 1987, PG&E established 
externally managed trusts to administer funds accrued in rates from 
ratepayers and contributed to the trusts to provide for funding of 
PG&E's estimated future costs of decommissioning its nuclear 
generating plants .. l/ PG&E has two Master Trust Agreements, one 
for the decommissioning tunds which qualify tor an income tax 
deduction under Section 468A of the Internal Revenue Code, (IRC), 
the Qualified Trust; and one for the .re:mainin~ funds, the 
Nonqualified Trust'. 

This order grants the authority to execute the amendment 
requested by PG&E to its Nonqualitied Agreement only. This 
amendxnentauthorizes the Trustee of 'the Nonqualifieel. Trust to· 
reimburse PG&E for taxes charged to- PG&Etor the earnings of the 
Nonqualified Trust. 

l/ PG&E owns a 100 percent interest in Unit One of the Diablo 
Canyon Nuclear Generating Station, a 100 percent interest in Unit 
'I'Wo of the Diablo Canyon Nuclear Generating- Station, and a 100 
percent interest in. Unit Three (Nuelear) of the Humboldt Bay 
Generatin~Station. 
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lmekground 
This Application appeared on the commission 'calendar of 

March 23, 1989. No protests or comments have been tiled. PG&E 
requested ex parte processing in its application. 

Under section 468A of the IRC the Qualified Trust is a 
separate taxpaying entity and the Trustee is empowered to' pay taxes 
directly out of the Qualified Trust to, the Internal Revenue Service 
and to the State ot Calitornia tor any imposed taxes. The 
Nonqualitied Trust 4/ does not receive the same treatment as a 
separate tax paying entity; its earnings, losses and expenses are 
accrued on the company's tax returns tor Faderal and ~tate purposes 
so that PG&E must pay the incremental tax caused by the 
Nonqualitied Trust's operation. As the Nonqualitied Aqreement 
currently reads, the Trustee and PG&E believe that the Trustee 
cannot reimburse PG&E for the incremental taxes incurred by PG&E 
because ot the Nonqualified Trust's earnings. The Commission 
Advisory & Compliance Oivision (CACO) has reviewed the issue 
and concurs with PG&E, that an amendment is needed to Section 6-.01 • 
The amended language has been reviewed by Harris Trust & Savings 
Bank. V 

Section 6.01: pa~en.t ot ExpenS~g on~ M:m1ni strAtion « 

To pay all ordinary and necessary expenses 
and other incidental costs including, but 
not limited to, Investment Manager(s) tees 
and Committee member(s) fees, reimbursement 
to t:.i~e COlIlpiJnl' ~or taxes paid on trust 
earnings, the tees and/or compensation ot 
.o.ny protessional advisors, legal." counsel 
or ~dministrative support hired ,by the 
COlIll:\ittee as provided in Se~ion 3 .. 04, 

There are in fact separate trust tunds for each qenerating unit 
for both ~alificd and nonqualified decommissioning 
contribut~ons. A Master Trust Agreement for the qualified 
portion of the pl~nts applies to each qualified trust fund and 
a Master Trust Agreement tor the nonqualified portion applies 
to each nonqua11tied trust fund. 

e v Trustee to, the Qualitied and Nonqualified Master Trust 
Agreements, as authorized by the Commission in Resolution 
E-3,048,. dated Nove~er 2"5, 1987. The Trustee is located 
in Chicago, Illinois. 
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expenses and insurance premiums as provided 
in Soction 3.06 incurred in connection 
with this Master Trust or the Master Trust 
in the discharge of the Trustee's fiduciary 
obligations unaer this Agreement •••• 
(Emphasis added) .. 

committee and lru~ee Approval 
By a resolutio~,of the Pacific Gas and Electric Company 

Nuclear Facili#cies Decommissioning Trust committee dated March 3, 
1989 and by a letter from Harris Trust and Savings Bank dated 
February 15-, 1989, both'parties have indicated their approval to 
the above amendment to Section 6.01. As a signatory of the Trust, 
the Executive Director of the Commission must sign an amended 
agreement pursuant to an Order of the Commission concurring in such 
an amendment. This siqn~ture is necessary before any amendment is 
effective and enforceable. 

~cp Statt Eevi~~ 
The CACD has reviewed the proposed amendment and Concurs 

with PG&E that such a change is necessary. The alternatives are 
not acceptable for several reaSOns. PG&E could pay the taxes and 
not be reimbursed. This would unfairly confiscate PG&E's, property_ 
The ta~es could ~e included in either base rates or a balancing 
account for separate recovery. This too is not acceptable because 
of the complexity it would add and because the rate recovery and 
tax liability would be difficult to match. 

The CACO notes, however, that reimbursement should be 
limited to the demonstrated increment in taxes accruing to, PG&E 
solely because o·f the Trust's earnings and should not be at the 
statutory tax rates. At this time, CACD believes that PG&E will 
pay the full or maximum tax rate on the Trust's incremental 
earnings, but at some future time PG&E could ]:)e in a less than 
maximum tax situation and so should only recover the incremental 
taxes,. not a full "statuto,ry" amount. Further, if the 'l'rust yields 
tax benefits to· PG&E in terms of losses in one tax year, the tax 
benefit should ~e contributed. by PG&E to the 'l'rust.and not held by 
PG&E's shareholders.- In the event of a, tax loss by the Trust, 
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there could well ~e a t~ding deficiency; by contributing the tax 
~enetit, PG&E will reduce the chance of underfundinq the Trust and 
this will help offset the losses. It the Nonqualified Trust were a 
separate taxpayer like the Qualified Trust, any losses could ~e 
carried forward and backWard under the tax laws to otfset future or 
prior tax expenses. PG&E should provide to CACD eopie~ of its 
calculations approved by external auditors and the request ~or 
reimbursement at the time it seeks rei~ursement from the Trust or 
makes a contribution. Reimbur~ement for taxes and the tax saving 
due to Trust losses should be reimbursed or contributed at the time 
PG&E makes its first quarterly tax payment after the elose of the 

'tnl:st's calendar year aeeountingperiod.. We coneur with the CACD .. 

findings ot Fa9~ 
1. PG&E is an electric public utility or9'anized and ex:'sting 

under the laws ot the State of California and is subject to the 
juris~iction of this Commission .. 

~. PG&E has two Master 'trust Aqreements to provide tor the 
ultimate decommissioning of nuclear powered generating tacilities 
which PG&E owns. 

3. PG&E has a Qualified 'rrust under IRe Seetion 468A and 
each ot the tunds under the Trust are separate taxpaying entities .. 
PG&E has tunds under a Nonqualified Trust whiCh are treated as a 
part Qf PG&E's operations for tax purposes. 

4. PG&E and the Nonqualitied Trust's Trustee, Harris Trust & 
savings Bank, agree that the Nonqualified Trust agreement must be 
modified to reimburse PG&E tor taxes paid to the federal and state 
governments on the earnings of the Trust~ 

s. ~h~ CACO concurs that the proposed amen~ent to Section 
6.01 of the Master Trust Agre~ment is reasonable subject to' 
limiting PG&E's reimbursement to' those taxes actually pai<1. 

6,.. It' is reasona})le to: :modify the, Nonqualified Haster Trust 
Agreement ... 
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l. PG&E is liable tor the taxes on the earnings of the 
Nonqualified Trust and is entitled to recover those costs from the 
Trust's assets. 

I 

2.. The proposed modification to, the Master,t'rust Agreement 
is reasonable. 

IT IS ORDERED that: 

1. Pacific Gas and Eleetric Company (PG&E) shall 
modify its Nonqualified Master Trust Agreement with the Barris 
Trust & Savings Bank (Harris) as proposed above. 

2. PG&E shall limit its reimbursement to· only the actual 
incre~ental taxes it must pay above the taxes it would have paid 
before considering the Trust's earnings and must contribute to· ~e 
Trust any tax savings. 

3. The Executive Oirector is directed to siqn a conformed 
eopy of the Nonqualified Master Trust Agreement on behalf of the 
Commission after such ~endment is siqnedby PG&E and Harris. 

This order is effective today. 
Oated MID'l 0 1989 , at San Franeisco, california .. 
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STATE OF CAUFORNIA 
DEPARTMENT OF CORRECTiONS 
PRISON INDUSTRY AUTHORITY . 

Q't.rrlifirntz .of l1nbtl1ibual .!l\irr.ofilm Dr 
®tlr.rr ~17DtiTgnip"lrir i~.rp'r.(lburli.O'n 

1, the undersigned, h~eoy certify to the following in connection with the 
accompanying microfiim (photographic reproduction) : . 

That [, ThO,.O)cs Coupe' , industrial Superintendent. P .1eA. Micrographics or 
~h.rlSon an employee in the charge of 

Mr. Coupe' , have been provided with access to> the records. documents .. 
instruments. plans. books or papers (hereafter referred to as ,. records") of 

• C.P.t1.C. (OECISIONS) at CM?·t=; VACAVILLE, CAT..T1". • 

for the purpose of microfilming; that such access WQS provided with the 
consent of said person or entity; thot such records are reproduced in the 
occompanying microfilm; cnd that each Deportment of Corrections ? .IA of 
the, S·tote of CcHfomk.:: reproduction incfudes the foIIowtng symbol, roll 
num~,'r __ J. .... VIdJ~ ______ _ 

Thot pt.1rsuont to de!eg.ctjon of the Deportment of CorredUy,C: P.t A.>, ..! =::: 
. :;" "7:,:..':'~':':~:::~,:': ~~.:.~-: <,~;';';'t';vou~i~---tne reprOduction of documents and recorcs 

ortne-"-t:Jeportm'ent -or .;oj- otnerpersons-ono' entltres m- 'tne monner 
authorized by Section 14756 of the Government Code, ond Section 1551 of 
the Evidence Code;, ond to certify under officio I seol of the Deportmen"L 

That this microfilm of the obove described' records was, token under my 
direction and control on the dote hereof and that it is 0 complete,. true 
correc't copy thereof; 

Thot the microfilming or the other photogrophic processes were accomplished 
in a manner ond on film which meet the stondard specificotion of the 
United States Notional Bureau of Standards· ~nd' A.N.SJ. 

Thot this certificote wos mode at the time of the toking of this microfilm. 

WITNESS my hond and the secl of the Deportment of Corrections Prison 
.. , Industry' Authority pC; , doy of rEb.· 9! 

. ,), d.bamcM £ an, pee 
THOMAS' R~ COUPE'~ 
Industrial. Superintendent 
P J.A. Micrographics prr,on. 

jndurtry 
Guthority 



STATE OF' CAUF'ORNIA 
DEPARTMENT OF' CORRECTIONS 
PRISON INDUSTRY AUTHORITY 

Qt-rrtifirtttt of lInbiuibual !t\irrofilm or 
®t4-rr ~4otitgr-ap4ir t~ppr-o.burli.(Jn 

&.ttti.att 14755 <lau.tr:nnU1tt Cltab.t 

It the undersigned. hereby certify to the folk)wing in connection with the 
occomponying microfilm (photographic reproduction) : . 

That I, Th~~sl Coupe' , Industrial Superintendent, P .. IA Micrographics or 
~h.tlSQn on employee in the chorge of 

Mr. Coupe" , hove been provided with access to the records, documents, 
instruments,. plans, books or papers (hereafter referred to as "records") of 

C.P.c.c. (DECtStONS) at CMF"S VAC]W!tLE, CAUl"'. , 

for the purpose of microfilming; that such access was provided with the 
consent of soid person or entity; .thot such records ore reproduced in the 
occomponying microfilm; and thot each Deportment of Corrections ?.l.A. of 
the Stcite of Californio reproduction incl.udes the following symbol, roll 
number Ji06 " • 

'That pursuant to delegation of the Deportment of Corrections P.l.A.. , I om 
authorized to direct and control the reproduction of documents and records 
of the Deportment or of other persons and entities in the manner 
authorized by Section 14756 of the Government Code, and Section 1551 of 
the Evidence Code; end to certify under official seal of the Deportment.. 

Thot this. microfilm of the obove described' records, wos token under my 
di'rection and controL on~ the dote hereof ond that it is a complete~ true 
correct copy thereof; 

That the microfilming or the other photographic processes were accomplished 
in o· monner and on film which meet the stondord specification of the 
United States Notionol Bureou of Standards.· and' A.N.S.I. 

Thot this' certificote wos made at the time' of the taking of this microfilm. 

WITNESS my horlc' ond the seol of the Deportment of Correcttons Prison 
Indostry Authority :2(J , doy of fEh~ 91 

california 

d.bomcM 2 DmpeC 
THOMAS R. COU.pE' 
Indostriol Superintendent ~ 
P .I.A. Microgrophics 


