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Summary
————

This decicion authorizes the Pacific Gas and Electric
Company (PG&E) to become 2 guarantor of certain bonds 1ssucd for
Californiz Power & Lignt Corporation (CP&L). The bonds are’
required to finance the construction of & 49,990 XKW biomass~fueled

eleciric generating plant in Madera County, California.

We grant PG&E's § request that any risk compensatlon it
receives froxm CPZL shall not be recognized for ratemaking purposes.-
Tais below-the-line treatment also extends %o any guaranty;paxments
PG&E may moke a5 a guarantor of CP&L's bonds. Both the beaefits
and the risxks of this guaranty agreement will be borneentifelyianG&E's
shareholders and will not be shared in any part by PG&Z's #ﬁstomers.
Background - j?'
CP&L plans to build a 49,990 kW bxoma s—fueled_eiectric
generating plant and to sell the power generated at the plént to;
PC&E at PGLE's standard price offer for small power pr oducers.
The facility will be located in Madera County and will use! fbrest
products and agricultural wastes as pvoiler fuel to generatg steam
for two Turbine generators. CP&L estizates that the fhci’£3y_will
cost 8125 million and that it will start operating in mid-l 98&.“

\
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CP&L plans to finance the facility partly through ithe
issuance of revenue bonds by the California Pollution Control
Financing Authority under a trust indenture. Under a guaraﬁty
agreement, attached to the application as Appendix B, PG&Z Will
rake guaranty payzents to the trustee of the trust indenture in an
arount which the debt service on the bonds exceeds the amount
received by CP&L under & power sales agreement with PG&E. PG&E's
obligation to meke such guaranty payments may not exceed $733,333
each month. Any such payments made by PGEZ are to be repai@ by
CP&L. The guaranty agreement and the corresponding power sales
agreezent have 25-year terms from the date the facility is !
demonstrated to PGXE's satisfaction. .

As compensation to PG&E for the risk of making guaranty
payments, CP&L will pay PG&E a negotiated percentage of PG&E's
avoided costs. PG&E requests that any risk compensation rebeived
from CP&L should not be considered in any of our ratemsking
proceedings. PG&Z asserts that the obligation to make guafanxy
payments on behalf of CP&L is not a part of PG&E's:utility business,
but is a financing agreement with another company. Accordingli,
PG&E maintains that any monetary benefits from the guarantf
agreement should not be passed through tc PGEE'S customers.

Application (A.) 61117 is the second application filed
by PGEE for this particular facility. The first applicstion,
A.€0077, was taken off calendar after the issuance of a proposed
report frox the assigned Commissioner which would have denjed the
application. Denial was recommended because PGXE's showing in
A.60077 was deficient in a number of areas, leading to the conclusion
that the Power Sales Agreement then negotiated between PG&E?and

CP&L posed unquantified and therefore unreasonable risks for PGEE's
customers. ' | i
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Rather than resurrect A.60077, PG&E instead chose to
restructure its participation in CP&L's project and filed this
application, A.61117. The crucial change is that PG&E~no~l§nger
asks that its custorers bear any of the technical or financﬁal risks
presented by the facility. PG&E's customers will pay only for
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 beer shouldered by PG&E's custoners.

PG&E has requested ex parte processing of this application.
The Commission staff has reviewed A.611l7 and has not requested &
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 PGXE be authorized to assume
liability as guarantor of the bonds
issued on behalf of CP&L for construc-—
tion of a biomass electric generating
plant?

Does PGXE's requested participation in
the financing of CP&L's project present
any unacceptable risks for its customers
or its shareholders?

Are PG&E's shareholders entitled to all
of the benefits accruing from the
guaranty agreement with CP&L?

Does PGEE's proposed below-the-line
treatment of this transaction create

a possibility of cross-subsidization of
an unregulated venture by its regulated
operations?

May the Commission ignore fbr rate—
making purposes the financial conse-
quences of a guaranty agreement it
expressly approves with an order?
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We will attempt to answer each of these questions in the following§ 
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-
rission arn order authorizing it so to do.
Every such assumption made other than in
accordance with the order of the commission
authorizing it is void."

PG&E has requested approval of its guaranty agreement
with CP&ZL to comply with the requirements of § 830. Although PG&E
further asks that its shareholders should bear all the risks and
benefits of this agreement, we find that PGXE's participation in
the financing of this so-called "qualifying facility" under the-
Public Utility Regulatory Policies Act must be examined. By
aiding the financing of CP&L's biomass project, PGEE is>diversifyiﬁg
into an unregulated venture which may affect its regulated utility
business. O@r concern here is for the protection of PG&E's financial
integrity as well as the potential for cross=subsidization by a
regulated entity of an unregulated venture. Thus, we first must
determine that the proposed parﬁicipation does not create un-
acceptable financial risks for PG&E. In addition, we must preclude
any cross-subsidization and theirelated anticompetitive effeéts
of utility behavior which might result. |

PG&E contends in its application that the risk presented

by the guaranty agreement is minimized by the following protective
provisions: |

l. CP&L is required ﬁo‘finance the facility
with a minimum of 25% equity contributions.
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CP&L must supply an operating and
maintenance fund of at least '
$1 million throughout 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 beilers for the facility must be
designed to burn oil, gas, and synfuels
in addition to biomass fuel.

CP&L must obtain adequate insurance for
the facility.

CP&L may not sell or grant security
interests in the facility, except to
PG&E, but may execute subordinate liens
up to $3 million.

No acceleration of the debt service

pgzggnts may be made which would affect
PG&E.

CP&L must demonstrate the facility to
PG&E's satisfaction before PGRE's

obligation to make guaranty payments
arises.

CP&L rust relinquish control of the
facility to PG&E if PGKE makes guaranty
payments for six consecutive months;
PG&E is entitled to keep the facility's
net revenues while it is under PGKE's
control.

If CP&L does not repay PG&E the guaranty
payments made by PGE within 18 months
after PGAE 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 PG&E will have to make guaranty payments or that pay-
zents will be made 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 faces, but we are confident that the
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Tisk presented by the guaranty agreement should not in the future
impair PG&E's ability to raise capital, its bond rating, interest
coverage, or other key financial indicators. We are not concerned
with the actual risk or the amount of risk compensation PGXE will
receive. PG&E and CP&L have freely negotiated the risk comﬁensation
provision. Furthermore, PG&E's customers should not be affected
by the level of the guaranty payments or the risk compensatfon
payments. Our inquiry here is limited te the impact of‘thejagreement
on PG&E's financial health since this transaction will not be dirgctly
considered in any of our ratemaking proceedings. ‘

~ We note that PGRE's application and the guaranty agreement
are silent on the ratemaking treatment of PG&Z's guaranty payments
or reimbursement by CP&L of those payments. Clearly, PGEE's share-
holders are responsible for any guaranty payments unless PG&E re-
quests and receives recovery of the payments through an energy
cost adjustment clause (ECAC) or other offset proceeding. We emphasize,
as PG&E has done in the application and the agreement only for thne
risk compensation payments, that PGZE's shareholders are assuming
the obligation to make guaranty paymeats. PG4E, should not be
permitted to seek recovery of any guaranty payments in ECAC or any
other ratemaking proceeding. PG&E's shareholders are entitled to
receive the benefits of the risk compensation payments only if they
also assure the responsidility for all guaranty payments.

Even though the guaranty and risk compensation payments

are given below-the-line treatment, there remains a possibility
that PG&E's regulated operations may subsidize this unregulated
venture. This could occur since PGEE so far has not formed a
separate subsidiary to handle its diversification into unregulated
ventures like CP&L's facility. Until PG&E's regulated and non=
regulated activities are legally divided, we will instruct PGXE to
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separately account for its nonregulated expenses. In this case,
ny expenses associated with the guaranty, i.e. exployee time,
administrative overhecad, and materials, should be paid by the
sharenolders and not by the customers. Although the amount of
these expenses should be relatively szall, we will order Pd&E‘to
separately account for those expenses and not to seek *ecove*y of
those expenses from its customers.

I£ PC&E continues tc participate in unregulated rioks
and returns of small power producers, as we expect it will, investors*
perception of the utility and its financial strength very likely
will be affected. Although we declare here that the measufed or
tangidble bencfits and risks ol this guaranty agrecment w1ll not bve
recognized in any ratemaking proceedings, any coaplete evaluatlon
of PG&E's overall firancial picture by the public and by this
Commicsion will doubtless consider bheth its regulated and its un-
regulated activities. .
Findings of ract

l. PG&E and CP&L have 1cgyt1ated a guaranty agreement which
PC&LE to assume liability for certain facility bouds.
The guaranty agreecment contains protective provisions
which ensure that PC&E's financial integrity is not jeopardized.
3. PGXE requests below-the~line treatment of any riék
compensation pavments it rececives from CP&L.
L. BDelow-the-line treatment iS appropriate only if PG&E'
sharebolders assume the obligation for making guaranty payments
along with the right to claim the risk compensation paymenxs.

i
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5. PG&Z's participation in the financing of CP&L's facxllty
is not directly related to its utility business.

6. Any expenses incurred by PG&E because of the guaranty
agreement should be paid by its shareholders and not its customers.
Conclusions of Law

1. The guaranty agreement between PG&E and CP&L is reasonable
and prudent; PG&E should be authorized under PU Code § 830 to assume
liabilities as guarantor under the agreement. '

2. PG&E should not be permitted to seek recovery of any
guaranty paymeats in any ratemaking proceeding; any risk compensation
received by PG&E should not be considered in any ratemakzng
proceeding.

IT IS ORDERED that:
1. Pacific Gas and Electric Company (PG&E) is authorized

under PU Code § 830 to assume the obligations and liabilities as
gearantoxr on the facility bonds described inkthis‘applicatidn.

2. PG&Z shall not seek recovery of any guaranty payments in
any ratemaking proceeding; risk compensation described in the
application shall not be considered in any ratemaking proceeding.
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3. PG&E shall separately account for all expenses arising

from the guarazty agreement and shall not seek recovery of those »//
expenses in any ratemaking proceeding.

L. Within sixty days {rox the effective date of th;s
decision, PG&Z shall file with the Revenue Requirements Division
pro forma entries showiag the manner in which it would record

compensation for risk guaranty payments, any guaranty payment
anc expenses related to the guaranty.

This order becomes effective 30 days from today.
Dated _ July 7, 1982 , at San Francisco, Califcrnia.

RICHARD D GRAVELLE \

LEONARD A.- GRIIVES’ JR- .

VICTCR 'CALVO

PRISCILLA C. GREW
Comrissioners

Commissioner John E. Bryson,
being necessarily absent, did
. not participate.

”’Rf"i,

oMz SS .x:C.v.L.:’
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OPINION
Sumzmary

This decision authorizes the Pacific Gas and Electric
Coxpany (PG&EZ) to become a guarantor of certain bonds issued for
California Power & Light Corporation (CP&L). The bonds are
required to finance the construction of a 49,990 kW biorass-f{ueled

electric generating plant in Madera County, California.

We grant PG&E's request that any risk compensatzon it
receives frem CP&L shall not be recognized for ratemakxng_purposes.
This below~the-line treatment also extends to any guaranty payments
PGEE may make as a guarantor of CP&L's bonds. Both the benefits
and the risks of this guaranty agreement will be borne entii-ely by PG&E*s
shareholders and wlll not be ohared in any part by PG&E's customers.
Background ‘

CP&L plans to buildia 49, 990 kW biomass=fueled electric

generating plant and to sell the power generated at the plant to
PG&E at PG&E's standard price offer for small power producers.
The facility will be located ;n Madera County and will use forest
products and agricultural wastes as boiler fuel to generate stesm
for two turbine genmerators. CP&L estimates that the facility will
cost $125 million and that it will start operating in mid~198h.
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separately account for its non regulated expense In this Ease,
any expenses assoclated with he guaranty, i.e. gmoloye time,
administrative overhead, and mqterz als, should be paid by the share-—
holders and not by the custom %s. Altnhough the amount of these
expenses should be relatively small, we will order PGE to separately
account for those expenses andﬁnot to seek recovery of Those expénses
from ite customers. :
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Prsifess—in—rermrrtoTy proeteeuitpeT  If PGRE continues to participate
in unregulated risks an ret“st of small power producers,'as-we

expect it will, investors' percept~01 ¢f tne utility and its

financial strength vexy l;kcly will be affected. Although we declare
here that the measured or tang;blc benefits and rxisks of thxg

guaranty agzéement will not bc recognized in any ratemak;ng proceedings,
any complete evaluation of PG&E'G overall financial picture by the
public and by this Comm;ss;on;wxll doubtless consider both its
requlated and its unregulated ractivities.

Findings of Fact

1. PC&Z and CP&L have negotmated a guaranty a&reemeﬁt wnich

ovligates PG&Z 1o assume liability Sor certain facility bonds.
2. The guaraaty agreemént contains protvective provisions

which ensure that PC&E's f;nqnc-al integrivy is not jeopardized.
3. PGEE _equeStg below-tnc-lmne wreatment of any risk

compensation payzents LT ece‘veu from CP&L.

L. Below-the-line treatment LS appropriate only if PC&Z's
| .

shareholders assume the obligation for making guaranty payments
along with the right 0 claij;thc risk compensation paymeats.

l
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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 7 w8 , at San Francisco, California.

RICHARD D. CRAVELLE
LEONAKD M. GRIMES.- JR,
VICTOR CALVO . ‘
PRISCILLA C GREW

Commuissioners

Commissioner John E. Bmon,
being necessarily absent, d.xd
not participate.




