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82 07 021 JUl 11982 D~cision 

Applic~~ion of PAC!F:C GAS AND ) 
ELECTRIC CO~PANY for a1.l~:n.ority ) 
to ass~~ liabilit.ies 3S ) 
g'U",rantor on ce:"'tain facilit.y < 
bends to be issu~d on oehalf ) 

Appli~a~ion 61117 
(Filed December 8, 19S1~ 

of Ca!i:ornia Power & Li;ht ) 
Co~ration_ ) 

-------------------------) 
O:'IX!ON ------- .... 

7his decision authorizes the Pacific Gas and Electric 
Co::.?any (?G&E) t.o becor.le a guarar .. tor of certain conds issue~ for 
California Po· .... er & Light Corpvration (CP&L). The bor.ds 3re~ 

required to finance t.he const.ruction of a ~9,990 kW biomas~£ueled 
elect.ric genera~ing plant. in ):adera County~ C~lifornia. 

We grant. PG&E t 5 request. that any risk compensatio,D. it . 
, . I. 

receives fro=. CP&L shall .!"!ot be recognized for ratemaking purposes •. 
This below-t.he-line t.reatmen~ also ex~ends to 

PC&E :r.ay ~D.kc D.S a g..:.arantor 0·£ CPO::L· s bonds. 

i 

any guarantyparments 
Bot.h. the benefits 

and the ris~s of t.his g1.larar .. t.y agree:n~n:t. will be borne entirely by PC&E' s 

sharehold.ers D.!'lC .... ·ill not be shared in any part by PC&E's cus.tomers.. V 
Back~ro'.;.nd . 

C?&L pl;:lr.s :'0 b1.lild a 49,990 k,t,.; biot"..'lss-fuelede;ec~ric 

g~ner3ting plQ~t "'!'lei to sell the power generated at the :plant to 

?C&E at ?G&E· s standard price offer fo,:, small po· .... cr proaucers. 

The facility will be loca.ted in Iv".adero. County and will use forest 

products and agricul~ural wastes as boiler fuel to gAnera:t? ste;:ll'tl, 
for ~wo ~urbine ge!'lerat.o':'s. C?&L estin.ates that the fAcility._ will 
cost $125 ~illion and that it will s~art. operating in mid-J.:9S~·.. ' 
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CP&L plans to finance the facility partly througnithe 
issuance of revenue bonds by the California Pollution Control 
Financing Authority under a trust indenture. Under a guaranty 
agree:cent, attached to the application as AppendixB, PC&E. ~l 
~ake guaranty pa~ents to the trustee of the trust indenture in an 
a.I:O'U:l.t which the debt service on the bonds exceeds the amount 
received by C?&L under a power sales agreement with. PG&E:. P(i&E:' s 
obligation to u.ake such guaranty payments may not exeeed $733,333 
each month. Any such pa~ents made by PG&E are to be repaid by 

I, 

CP&I.. The guaranty agreement and the corres.ponding power sales· 
agreer=ent have 25-year terms from the date the facility is 
de~onstrated to PG&E's satisfaction. 

As compensation to PG&:E for the risk o·:f making guaranty 
payr:ents, CP&I. will pay PG&E a negotiated percentage of' PG&E,' s 
avoided costs. PG&E requests that any risk compensation re:ceived 
frOIt CP&!. should not be conSidered in any of our ratemaking: 

1 

proceedings. PG&E asserts that the o·bligation to Itake gua:x-anty 
pay:nents on behalf of' CP&!. is not a part of PG&E's utility' business, 
but is a financing agree::lent with another company. AC,cordmgly, 

f 

PG&E maintains that any 1T.onetary benefits from the guaranty 
agreement should not be passed through to PG&E's customers~ 

Application CA.) 61117 is the second application ; filed 
by PG&E for this particular facility. The first applicati~n, 
A.600n, "''as taken, off calendar after the issuance of a proposed 
report fro%:; the assigned Commissioner which would have denied the 
application. Denial was recommended because PG&E's showing in 

A.60077 was de£'icient in a n~ber of: areas. leading to the: conclusion 
that the Power Sales Agreement then negotiated between PG&E and 
CP&! posed unquantified and therefore unreasonable risks for PG&E's 
customers .. 
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Rather than resurrect A.60077, PG&:E instead chose to 
restructure its participation in CP&t's proSec.t and filed this 

I 

application, A.61117. The crucial change is that PO&E no longer 
asks that its custoIters bear any of the technical or .financial risks 

I 

presented by the facility. PG&E's customers will pay o·nlyfor 
delivered power from CP&L; PG&E's shareholders now will bear all 
responsibility for the guaranty payments which in the prior applica
tion, A.60077, would have been shouldered by PG&:E.' s custOJ:lers. 

PG&E has requested ex parte processing of this application. 
The Co~ission stafr has reviewed A.6l117 and has not requested a 
public hearing. We will dispose of A.61117 on an ex parte basis· 
since a public hearing is not necessary. 
Issues 

A.61117 presents the following questions: 
1. Should PG&E be authorized to assume 

liability as guarantor of the bonds 
issued on behalf o.f C?&L for construc
tion of a biomass electric generating 
plant? 

2. 

3. 

5. 

Does PG&:E's requested participation in 
the financing of CP&L's project present 
any unacceptable risks for its customers 
or its shareholders? 
kre P.G&E's shareholders entitled to all 
of the benefits accruing from the' 
guaranty agreement with CP&L? 
Does PC&E's proposed below-the-line 
treatment of this transaction create 
a possibility of cross-subsidization of 
an unregulated venture by its regulated 
operations? 
lI~y the Comn:ission ignore for rate
making purposes the financial conse-
quences· of a guaranty agreement it 
expressly approves with an order? 
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I 

We will attempt to answer each of these questions in the 1"ollowing:: 
I . 

discussion. 
Discussion 

Public Utilities (PU) Code § 830 provides that: 
"No public utility shall assume any obligation 
or liability as guarantor, endorser, surety, 
or otherwise in respect of the securities of 
any other person, firm, or corporation, when 
such securities are payable at periods' of 
more than 12 months after the date thereof, 
without having first secured from the com
mission an order authorizing it so to do. 
Every such assumption made other than in 
accordance with the order or the commission 
authorizing it is void. ,t' 
PG&E has requested approval of its guaranty agreement 

with CP&l to comply with the requirements of § $30. Although PG&E 
furt.her asks that its shareholders should bear all the risks 'and 
benefits of this agreement, we find that PG&:E's participation in 
the financing of this so-called. ,tqualifying facil,ity't' under the' 
Public Utility Regulatory Policies Act must be examined. By: 
aiding the financing or CP&L's biomass project, ~G&E is. diversify~ 
into ~ unregulated venture which may affect its regulated ut~ity 
business. oUr concern here is for the protection of P~'s financial 
integrity as well as the potential for cross:-subs1dizatio~ by a 
regulated entity of' an unregulated venture. Thus, we first must 
determine that the proposed participation does not create un
acceptable .financial risks for PG&:E. In addition, we must pI"eclude 
any cross-subsidization and the related anticompetitive effects 
of utility behavior ~ich migh.t~es'Ul t. 

PG&E contends in its a;pplication that the risk presented 
by the guaranty agreement is minimized by the following protective 
provisions: 

1. CP&L is required to 'finance the facility 
with a minix:i.un of .25~ eqUity contributions • 
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,2. 

3. 

4. 

5. 

6. 

CP&L must supply an operating and 
Itaintenance fund of at least -
$1 million through.out the life of the 
guaranty agreement. 
CP&l must contract for a sufficient fuel 
supply to operate at a 65% capacity for 
at least ten years. ' 
The boilers for the facility must be 
deSigned to burn oil,. gas, and synfuels 
in addition to bion:ass fuel. 
CP&t must obtain adequate insurance for 
the facility. 
CP&L may not sell or grant security 
interests in tne facility, except to 
PG&E, but ~y execute sUbordinate liens 
up to $3 million. 

7. No acceleration of the debt service 
payxtents n::ay be made which would a:f."f'ect 
PG&E-. 

8. CP&L must demonstrate the facility to 
PG&E's satisfaction before PG&E's 
obligation to Itake guaranty payments 
arises. 

9. CP&L must relinquish control o£ the 
facility to PG&E if PG&E ~kes, guaranty 
payn.ents for six consecutive month.s; 
PG&E is entitled to keep the facility's 
net revenues while it is under PG&E:' s 
control. 

10. If CP&L does not repay PG&E the guaranty 
payments made by PGScE within 18: months 
after PG&E has taken control, CP&L must 
convey the entire facility to PG&E. 

In PG&E's view, the above protective provisions reduce 
the risk that PGa:E will have to ltake guaranty payments or that pay
~ents will be Itade and not recovered by PG&E. For our purposes, 
the provisions also ensure that PG&:E"s financial integrity will 
not be jeopardized 'by the agreement. We are unable to- ascertain 

... 
the actual risk that PG&E i"aces, but we are con£icient that the 
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risk presented by the guaranty agreement should not in the future 
impair PG&E's ability to raise capital, its bond rat.ing, interest 
coverage, or other key financial indicators. We are not concerned 
with the actual risk or the amount. of: risk compensation PG&E: will 
receive. PG&E and CP&L have freely negotiated the risk compensation 
provision. Furthermore, PG&E's customers should not be affected 

I 

by the level of the guaranty paYJl:ents or the risk compensation 
pa.yz:ents. oUr inquiry here is limited to the impact of: the ,agreement 
on PG&E's financial health since this transaction will not be directly 
consid'ered in any oo£, our ratemaking proceedings. 

We note that PG&E's application and the gua.rantyagreement 
are silent on the ratemaking treatment of PG&t's gua~anty payments 
or reimbursement by CP&L of those pa}'1llents. Clearly, PC&E's share
holders are responsible for any guaranty payments unless PG&E re
quests and receives recovery of the payments through an energy 
cost adjustltent clause (ECAC) or other- offset pro,ceeding.. We emphasize, 
as PG&E has done in the application and the agreement only for ~e 
risk compensation payments, that PG&E t s shareholders are assuming. 
the obligation to make guaranty payments. PCi&E, should not be 
permitted to seek recovery of any guaranty payments in ECAC or any 
other ratemaking proceeding. PG&Ets shareholders are ent:1.~led. to 
receive the benefits of the risk compensation payments only: if' they 
also aSS~e the responsibility for all guaranty payments. 

Even though the guaranty and risk compensation payments 
are given below-the-line treatment, there remains a possibflity 
that PG&E's regulated operations ~y subsidize this unregulated 
venture.. This could occur since PG&E so far bas not ronted a 
separate subsidiary to handle its divers.ification into unregulated 
ventures like CP&L's facility.. Until PG&:E's regulated" and non
regulatod activities are legally divided, we will instruct PG&.E to 
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sepa:-3.tely aCC01.:.Ilt for its nonregulated expenses. In this ,case, 
any expenses associated with the guaranty, i.e. e:r.ployee time, 
ac:..cinist.:"ative overhead, and ::atcrials, should be paid by the 
shareholders ana not by the custo::ers. Although the a:r.ount of 
these expenses should be relatively s=sll, we. will order PC&E to 

I 

separat.ely account for those expenses and not to' seek recov:ery of 
those expenses f:-o~ its customers. 

If ?C&E co::.tin\:.es to participate in unregulated risks, 
a::.ci returns of slUlll power producers, as we expect it will,: investors" 
perception o! the utility and its financial strength very likely 
will be affect.ed. Although we declare here that the meas~ed or 
tangible benefits and risks o! this guaranty agreement wil~ not be 
:-ecognized in any rate::laking proceedi.."lgs, any complete evaluation 
o! PC&E's overall financial picture by the public and by this 
Com:izsion will doubtless consider beth its regulated and its un
regulated activities. 
Findin,Ss of Fact 

1. pe&g and CP&L have negotiated a guaranty agreement which 
obligat.es ?C&E to assume liabil'ity for certain facility bonds. 

2. The guaranty agreement contains protective provisions 
which ensure t.hat PC&E's financial integrit.y is not jeopardized. 

3. PG&E requests below-the-line tre~tment of any risk 
compensation pay:ents it receives fro~ CP&L. 

4. Belo""-t.hc-li:le trea.tment is o.ppropriate only if' PG&E"s 
shareholders assu:ne the obligation for making guaranty pay~ents 
along wit.h t.he right to claim the risk compensation payments. 

i 
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5. PCi&E t s participation in the financing of CP&L's facility 
is not directly related to its utility business. 

6. A:tJ.y eXpenses incurred by PG&E because of' the guaranty 

agreement should be paid by its shareholders and not its CU$tomers~ 
Conclusions of taw 

1. The guaranty agreeQent between PG&E and CP&t is reasonable 
and prudent; PG&E should be authorized under PU Code § S30 to assume 
liabilities as guarantor under the agreement. 

2. PG&E should not be permitted to seek recovery of" any 
guaranty paytte:lts in any rateItaking proceeding; any risk compensation 
received by PGS:E should not be considered in any ratemaking 
proceeding. 

ORDER - - ---
IT IS ORDERED that: 

1. Pacific Gas and Electric Company (FG&E) is authorized 
under PU Code § 830- to assume the obligations and liabilities as 
guarantor on t.he 1"acilit.y bonds described in this application. 

2. P~ shall not seek recovery of any guaranty payments in 

any rate making proceeding; risk compensation described'in the 
application shall not be considered in any ratemaking proceeding • 
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J~ ?G&E shall separately acco~~t for all expe~ses arising 
,f:o:: the gua:::-anty agreez::ent and. sb..;).ll not seek recovery Ofi'those 
expenses in ~ny ratemaking proceeding. 

4. Within sixty days froIl". theei"fective date of this 

decision. ?C&E shall file with the Revenue Requirements Division 
pro for:na entries showing t.he ll'.anner in which it would record 
compensation for risk g'Uaranty pay::ents. any guaranty payments, 
and expenses related to the guaranty. 

This order becor::es effective 30 days froIt tod.;).y'. , 
Dated Julv 7, 1982 , at San FranciSCO, California. 

RICHARD D. CRAVELLE 
LEONARD ~!. GRIMES, JR. 
Vr.CTOR'CAI.VO 
PRISCILLA C. GREW 

Co~issioncrs 

Commissioner' John E.Bryson, 
being necessarily absent, did 

, ' not participate. ' 

/ 



• 

• 

• 

ALJ/iy 6-

Decision ____ 8_2 __ 0_' __ 0_21 ___ 
JUL ·7 - 1982 

BEFORE THE PUBLIC UTILITIES COMlru:SSION OF THE STATE OF CALIFORNIA 

Application of: PACIFIC GAS AND; ) 
ELECTRIC COMPANY for authority' ) 
to assume liabilities as "j 
guarantor on certain fa'c:U i ty .' 
bonds to 'be issued' on 'behalf ;' 
of California Power & Ligh.t : 
Corporation. 

-----------------------) 

Application 61117 . 
(Filed December 8, 1981) 

OF'INION - -, - --- -- -- -
This decision authorizes the Pacific Gas and Electric 

Cor.pa.ny (PG&E) to become a guarantor of certain 'bonds issued for 
california Power & Light Corporation (CP&L). The' bonds are 
required to finance the construct.ion of a 49,990 kW biomasS-fueled 
electr.ic generating plant in ~!adera Count.y, California. 

We grant PG&E' 5 request that any risk compensation it 
receives frem CP&L shall not be recognized for ratemaking purposes. 
This below-the-line treatm~nt ,also extends to any guaranty payments 
PG&E may r:ake as a guarantor of CP&L ts bonds. Both the benefits· 

and the risks of this guaranty agreement will be borne entirely by PCi&E~ s 
shareholders and wll1 not be shared in any part by PC&E's customers. 
Background 

CP&1 plans to bUildia 49,990 kW biomass-fueled electric 

generating plant and to sell the power generated at th.e plant to· 
PCi&E at PG&E's standard price offer for small power producers. 
The facility will be located in Madera County and will. use: forest. 

products and agricultural was~ees as boUer fuel to genera.te stesm 
for two turbine generators. CP&L estimates that the facU:lty will 
cost $l?$ ~lion and that it.iw:Ul st.art operating in mid;...19$J.. • 
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1 

separat.ely acco~nt. for its no::.recu1ot.ed expenses. Ir. t.hiscase, 

any expenses ~ssociated with t.he guar.:lnty, i.e. employee time, 
:l.c.::!.:list.rot.ive overhe4ld) ond ma.teriols, should. b~:) p3id by t.he share-

• I. 

holoers and not. by t.he customers. Although the arr.ount of these 

exper .. ses should be relatively ::~m~11, we will order ?G&E toseparat.ely 

aCCOU:l:t for 'those expenses and :not to seek rl.:lcovery of 'enos:€: expenses. 
from its C~$t.ooers. 

.... '.. ...t:!. •. ,! '.:1 ~ r ' ~$?l Q t1l4~ l¢~'I;)gw-!'lt~, 'he- ~.fr-:.~ ..... <.1 e ... l.l. ... _ ... ..;..::. Sp!1:frS 

~.f-1-i;;~ •• 0._ ct;., .... le-t:~>(:t:i. it:':'c~ ':' •• to '" ..... _i".t%~te bi.d: -dis C%ti'C~ JC~ 
~"'.....-...'d" "-' l... ' \.. ~L" .0: ~l: .a:y,-:tr5-~l:lO ... t, vC:~!':'J: :-G&---e~'l'l.t'l'&" '<oI~ ~~.,r"";l;""'r-et=v<> .. ceCF :rom 

i~v-~et~.:. .. le5-S--0-l"'-OOm-J71~t..el.)C "ihi~-.f!~eW o~ .... til~ 
. .'.., al"~( if ~C ,-- . ~eo& ll"l: ... cg,oo ...... t:o .. y p!;:,tcc ....... /; ........ t &.:. cont.:l.m.:.es to po.r'ticipat.e 

in ~~:esulated risks and ret~~r.s of small power producerz, 3S we 
1 

expect. i~ will, i~vcstors' pc~ccp~ion cf t~c ~tility ond its 
financial strength very likely! will be affected.. Altho~9'hwe decla;r:e I 
here t.."l.at the· measured or tal'lg;iblc benefits and risks of this { 

guaranty ag::ee:ment will not bC.i~ recognized in any, ratemaking proceedings, 1 
any complete evaluation of ?G&E'~ overall financial picture by the 

, . 

public and by th.is Commission :will doubtless consider l:>oth its 

regulatec. a. .. ·l.d its unregulated :acti vi tics. 

Findings of Fac~ 
, .... ?C&E and C?&L have nes.otiated " gU':.-tr"{;lnty agreernent which. 

obligat.cs ?G&E to OSS·..1~~ lio'oility ;,"or cert..:1in facilit.y bor.ds. 
2. The g'.Jor3:'l't.y oeree:nl~:'lt. con-:.ains prot.~ct.i ve provisions 

which ensure t.hD.~ ?c&E~z fin.:Jncial integrity is not jeopordized. 
:3. ?C&£ reque~t.s below;-thc-l ine t.ri~o.t!ilCr.t. of a.ny risk 

cOl:pensation p3y::::en.'t5 i-c rece:ives i'rom C?&L. 

J.... Below-the-linc t.reZiitment is appropriate only if' PG&,S' s 
, 

sha:-eholders aSSU::le the oblig3t.ion lor In()king euar3.nty paYzr.ent.s 

along wi-:.h the right. 'to cJ.a~. t.he risk corr.pensatior. payrr.cnt.s • 
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3. PG&E Shall separately account for all expenses arising 
.from the guaranty payment and shall not seek recovery of" those' 
expenses in any ratemaking proceeding. 

This order becomes effective 30 days from today. 
Dated JUl 71982 t at San Francisc.o t California. 
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RICHAIU> D. eRA VEU;£ 
LEONARD ~'C~'la 
VICTOR CALVO. 
PRlSClLI..A c: GREW 

C,mmWIoners. 

I 

Commi~l>;onC'r JoIlnE.' Bmon. 
h<-in~ lle<:(':;sarily :l.bsen~ did 
not particip:l.teL 


