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BEFORE THE PUB~IC UTI~ITIES COMMISSION OF THE STATE OF CALIFORNIA 

A~p11eat1on of Paeif1e Gas An4 ) 
Eleetric Company To Enter Into ) 
A Computer Center Lease, To Enter ) 
Into A. Financing, Construction And. ) 
Agency Agreement, And. To Convey ) 
EXisting Utility Property. ) 

----------------------------, 
o PIN ION .... -------~ 

Utility's Request 

Application 82-01-66 
(Filed July 30, 1982) 

PacifiC Gas and. Electric Company CPG&E), a California 
eo~poration o~er3ting under the juris41et1on of this Commission, is 
planning to construct a computer center at Fairfield, Solano County. 
The proposed. racility ~ould. be PG&E's second, the first being located 

4IfIl San Francisco. 
PG&E proposes to finance the construction of the center by 

means of a leveraged. lease. PG&E requests that the Commission :i:~ 
that 1t has no jurisdiction over the lease transaction nor over an 
associated. agency agreement. Should., however, tne Commission rind 
that it Goes have jurisdiction, PG&E requests the Commission to 

authorize the lease and ageney agreement. 
?G&E presently owns the seven acres of land upon which the 

center is planned to ~e eonstructed and PG&E requests that it. be 

authorized to trans~er this property to the lessor as part or the 

transaction. 
PG&E asks t~at the application be granted ex parte, 

and that the Commission's order become etteet1ve on issuance. 
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Nature or the Proposed Transaction 
A~ contemplate~, a limited partner~hi, (partner~hip), of 

which an atriliate or Ea~tman Paine Webber Incorporated would be the 
general partner, woul~ be rorme~ to acquire the lanG, finance and 
const~ct the computer center, and lease the project to PG&E. The 
general partner would arrange all or the short-term construction and 
long-term permanent debt financing tor the partner~hi,. 
Details of Lease 

PG&E antici~ates that the lease will be for a primary 
ter~ 0; 2S years, subject to five renewal options of five 
years each. The rental fees for the 25-y~ar ?erioc and for any 
renewals would be determined and fixed at the time the lease is 
executed ace tbe term3 or tbe rinancing known. Tbe partnersbip would 
hol~ title to the computer center. 

The proposed lease is a net lease under which PG&E would be 
responsible for all operating and maintenance costs, local taxes, and 

~insurance. The lease might contain provisions to the effect that, 
should the racilities be rendered unsuitable for use because of 
damage or destruction by !ire or other casualty, or should they be 
taken by eminent domain or otherwise become uneconomical, PG&E would 
be required to offer to purchase any remaining portion of the 
faeilities for a sum to be speeified in the lease. PG&E also might . 
be given a right Of first refusal should the partnership desire t~ 
sell the facilities to a third party. 

The lease might be structured to ~equire ?O&E to offer to 
purchase the fac1lity at the en4 of the primary term of the lease. 
The partnership, 1n turn, woul~ have the right to reject the otfer 
and pursue and accept other offers. Any option to purchase under the 
lease would require PG&E to pay a purchase price equal to- the then 
fair market value of the facilities. 
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Permanent ~ebt ~1nane1ng woul~ be obtained by the 
partner~hip ba~ed on the ereditworthi:e~~ or PG&E'~ lea~e. !he 
~ermanent lender~ would reeeive a :1rst ~ortgage lien on the 
facilities and an assignment or the partner5hip's intere~t in the 
lease .. 

As the transaetion is currently eontemplated the rental 
payments would 1ncrea~e over the primary term or the lea5e. Assuming 
16S debt ~1nanc1ng by the partnership, the ftannual lease constant,ft 
the annual amount or lea5e payments divided by the project cost, 
would 1ncrea5e as rollow5: 

Time 
Period 
(Years) 
Primary 

Renewals 
26-50 

Rental Schedule - 16~ Debt Assumption 

Annual 
Lease 

Constant 
Per-iod 

8.840000% 
,6.324000 
18.089481 
19.389487 

15.75 

Effective 
Cost or 
Financing 

12 .. 71% 

Pre5ent Value of Lea5e 
Payments as a Percent or 

Project Cost Discounted at 16% 

The ravor-able cost, as compared to conventional debt financing, would 
be made possible by tax benefits that would be r-ece1ved by the 
partnership as a lessor.. PG&E's rental payments would, during the 
first five years of the lease, be less than the debt service payment~ 
made by the partnership on the permanent loan. The dirference would 
be made up by eQuity contributed by the partner-s to the partnership. 
Terms or the Agency Agreement 

The agency agreement would obligate the partnership to 
construct, own, and finance the computer center. It also would 
appoint ?G&E as construction agent for the partnership, allowing PG&E 
to build the facilities to its own specir!cation~. 

PG&E might be required to fund any eosts needed to complete 
the ~ac!lity in excess or the approximately $13,500,000 anticipated 

~o be borrowed by the partnership from the construction lenders. 
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.ttpG&Ef S obligation to fune those costs woule be require~ ~y the 
~artnershi~ to protect it against ·the risk of cost overruns. PG&E 
would be reimbursed by the partner~hip for any cost overruns at the 
closing of the permanent financing. PG&E believes that $13~500,OOO 
will be the maximum cost or the facility an~ that this provision is 
reasonable. 

A~4it10nally, PG&E might be required to purchase the 
facility in the event construction has not been completed" by the 
outside funding date of the permanent loan. Should construction not 
be completed by the funding date, the closing of the permanent loan 
and the repay~ent of the construction loan would be precluded. This 
obligation to purchase would be requ!red by the partnership to 
protect it against risks caused by delays in the project, and the 
requirement would provide needed assurance to the construction 
lenders. PG&E believes this provision to be both manageable and 
reasonable. 

4Itrra~sfer of Real ProeertI . 
As part of the proposed transaction, PG&E would convey 

title to the approximately seven acres of lan~ in Fairfield to the 
partnership for location of the computer center. In compliance with 
the Rule 35 of the Commission's Rules of Practice and procedure, 
PG&E reports that its book and original cost of tne prop~rty is 
approximately $96,000. The p~rcha~e price would be approximately $1 

million, and would be paid in cash. The land is currently recorded 
in Plant Held for Futu~e use and the gaio from the sale would ~e 
recorded in Feeeral Energy Regulatory Commiss1on (FERC) Account 
411.6, Gain from D1spo~1tions of Utility Plant. The income taxes 
relating to the gain would be recorded in FERC Account 409.1, Income 
Taxes, Utility Operating Income; Accounts 41,.5 and 409.1 are Utility 
Operating Income accounts and therefore the land transaction would be 
included in any ratemaking test year as a net benefit to the 
customers. 
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Alleged Advantage~ of the Proposed 
.~omputer Lease Transaction 

PG&E alleges that the transaction would provide the 
following benerit~: 

,. The entire cost of the facility would be 
financed without the need for ?G&E to 
issue any bonds or stock. 

2. Leasing provid.es long-te~:n financing fOr" 
the facility at an effective cost to 
PG&E su~stantially les~ than the rate 
which would be necessary should PC&E 
directly finance the construction of the 
facility by issuance of debt. 

3. For financial purposes, PG&E intends 
that the lease would be an operating 
lease in accordance with generally 
accepted accounting principles. PG&E 
currently reports all leases in its 
financial statements under a footnote 
for commitments and contingencies. 

4. PG&E would have direct control over the 
construction or the facility and would 
have the ability to ensure that it is 
built to PC&E's specifications. 

5. PG&E would. have assured use and. control 
of the facility for fifty yea~= with 
none~calating rental payments for the 
tinal 25 years. 

6. The benefits or the lease transaction 
would be attained with less annual 
revenue requirement than would be 
required under direct PO&E ownership. 

Staff Evaluation 

The Financial Branch of the Revenue Requirements Division 
has reviewed the proposed transaction for reasonableness and 
recommends that approval be granted. 
Applicable Statutes 

PO&E seeks confirmation from the Commission that no 
jurisdiction over the lease eXists under Public Utilities CPU) Code §s 
8'6, 8'7, 8'8, and 830. Authorization of the land conveyance is 
sought under PU § 85'. 
Commission Ju:isdiction e The Commission has generally held in past ~ecisions that it 
does not have jurisdiction over transactions in which a utility is a 
lessee. (Pacific Tele;?hone and Telegraph" COmpany Decision (D.) 93699 dated 
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Nov~~r 3, 1981 in Application (A.) 60928 (a oo~uter equipment lease); Pacific 
Telephone and Telegraph Company D .85874 dated. May 25·, , 976 in 
A.56467 (also a computer equipment lea~e'; Pacific Telephone and 
Telegraph Company D.83333 dated Augu~t 20, 1974 in A.55095 (a 
lease ~f improved. real property).) 

In this proposed transaction, PG&E would be a le$~ee under 
a true lea~e as di~t1ngu1shed from an obligor un~er a contract for 
the purchase of real property or from an issuer of other 
ied.e~ted.eess. Onder the lease, PC&E would not act as guarantor, 
endorser, or surety with respect to the ~inanclng of the partnership, 
nor would. the lease constitute a ~nd, note, or other evidence of 
1nde~tedness. PG&E would not, in connection with the consummation of 
the transaction, issue any stock or other evid.ence of interest or 
ownership, and al~o would not, through its lease payments, acquire 
any ownership, equity, or rever~ionary 1ntere~t in the eomputer 
center facilities. 

4t Tne re~uirement that PG&E offer to purchase the facility 
should the facilities be rendered unsuitable because of casualty, 
eminent domain, or termination of the lease, does not affect the 
enarae~er of the tran~action a~ a true lea~e. The Comm1ss10n has 
previously conclud.ed. in a ease 1nvolving a nuelear fuel lease that a 
lease was a true lease not subjeet to Co~mission jurisdiction 
regardless or obligations of the lessee to purchase the subjeet 
matter of the lease upon specif1ed terminating events. (Southern 
Cali!ornia Edison Co. D.81961 dated Oetober 12, 1977 in A.S1319.) 

In a subsequent decision involving PG&E and a nuclear fuel 
lease with sim11ar condition3, the Commission found the lease to be a 
true lease on the ground.s that there was no eommitment by the le~see 
as a guarantor or issuer of indebtedness under PU Code 55'816, 817, 
8'8, 830, or 85'. (Pacific Gas and Electric Company D.92555 
dated December 30, '980 in A.60046.) The transaction considered in 
D.92555 involved issuance of a promissory note and Commission 
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a?p:o~al and ex~m?tion from the Co~~ission's competiti~e bidding rule 
(0.3861' dated January 15, 1936, as amended, in,C.',76l) was required 
for issuance of the note. At PG&E's request, the Commission, while 
finding the lease to be a "true lease", asserted jurisdiction over 
the lease itself, under the general pro~isions of PO Code § 701. 
PG&E requested that the Com.~ission assert jurisdiction over the lease 
because of the "financial importance" of the lease and "essential 
nature" of the leased nuclear fuel. PG&E also requested Commission 
jurisdiction o~er the lease because FERC had allegedly asserted 
jurisdiction o~er nuclear fuel leases under Section 204(a) of the 
Federal Power Act where state electric regulatory bodies had denied 
jurisdiction. The Commission assumed jurisdiction of a similar 
lease transaction of Southern California Edison Company (D.90380 
dated June 5, 1979 in A.58791) • 
Discussion. e There is a clear line of decisions holding that the 
Commission does not ha~e j~risdiction o~er transactions in which 
the utility is a lessee. We departed from that holding only in 
connection with nuclear fuel leases because of the financial importance 
of the lease and the essential nature of leased nuclear fuel. 
Those special circumstances do not exist with respect to the lease 
transactions in issue. Those transactions are routine. In the 
circumsta~ces, we will confirm our prior holdings that the routine 
lease transactions of public utilities are not subject to our 
jurisdiction under PO Code §§ 816, 817,818, and 830 and that we 
should not assert jurisdiction o~er such leases under PO Code 
§ 701 where no special circumstances or conditions exist which 
may require our regulatory approval. 

-7-



A.82-07-66 ALJ/bw Al t .. - ALJ-JW'M 

The Land Transac~ion 
The proposed land conveyance is subject to our jurisdiction 

under PO Code 5 851. Approval of that transaction is required 
before the balance of the lease transactions may be consummated. 
The land conveyance is in the public interest and will b~ authorized. 
Other Matters 

Notice of PG&E's A.82-07-66 appeared on the Co~~ission's 
August 3, 1982 Daily Calendar. No protests or requests for hearing 
were received ~O; is there any known oojection to the proposed 
leveraged lease transaction. There is no infor~ation not already 
available to the Co~~ission that could be developed at a public 
hearing- Therefore, a public hearing is not necessary. 

The actions being taken in this decision are for the 
. purpose of this proceeding only and are not necessarily indicative 

of the amount of expenditures, if any, which will be approved as 
ttproper operating expenses in current or zubse~uent proceedings for 

the determination of just and reasonable rates. 
The application contains no support for PG&E's request 

that this order become effective on issuance. Because of the 
inchoate state of this transaction, haste does not appear to be 
justified, and this order will beco~e effective after the customary 
30-day period. 
Findi:'lqs of FZlct . 

1. PG&E is a Califor~ia corporation operating under the 
jurisdiction of this Commission. 

2. PG&E plans to construct a computer center. 
3. ?G&E proposes to finance the co~puter center by means of 

a leveraged base. 
4. PG&E intenos to enter into an agency agreement with the 

lessor. 
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s. PG&E presently owns the land on which the computer center 
wo~ld be built. 

6. PG&E proposes to transfer the computer center site lane 
to t:'e lessor as part of the leveraged. lease tr~nsaction. 

7. The lease transac~ion, agency agree~ent, ane land transfer 
would enable ?G&E to finance its proposed computer center at 
significantly less cost than would be entailed by financing the 
facility from the ?roceeds of conventional debt and equity 
securities. 

8. The proposed lease transaction, including the agency 
agreement and land transfer, is a reasonable means of financing 
the proposed computer center. 

9. The lease and agency agreement involve no special 
circumstances or conditions which may require Co~~ission scrutiny 
or oversight. 

4t 10. The proposed land conveyance is for proper utility 

11. Notice of this application appeared in the Commission's 
August 3, 1982 Daily Calendar. 

12. No protests or requests for hearing have been received 
nor is there any known opposition to the application. 
Concl~sions of taw 

1. PO Code 5 851 requires that Commission authorization 
be Obtained for the transfer of the computer center site by PG&E 
to the lessor. 

2. The land conveyance should oe approved. 
3. The ~ro90see lease and associat~d agency agreement is 

a routine transaction, not subject to PO Code 55 816, 817, 818, 
ane 830. 

4. No authority from this Co~~ission is required for PG&E 
to enter into the proposed lease and agency agreement. 
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5. The portion of the application seeking approval of the 
lease and agency agreement should be dismissed. 

6. A p~blic hearing is not necessary. 
7. ?G&E shQuld :ile a final CQPy of the lease, agency 

agree~ent, and land conveyance document. 
8. No fee is required. 

ORO E R 

IT IS ORDERED that: 
1. ?aci:ic Gas and Electric Company (PGS.E) I on or after the 

effective date of this order, m~y convey the site of the ?roPQsee 
computer center upon terms and conditions substantially consistent 
with those set forth in or contemplated by A.82-07-66. 

2. In all other respects, A.82-07-66 is dismissed. 
3. PG&E shall file one copy each of the lease, agency 

agreement, and land conveyance documents with the Commission's 
~Docket Office within 15 days after thei: execution. 

This order becomes effective 30 days from tOday. 
Dated oCT2019S2 , at Soln Francisco, California • 

JOHN E. nRYSON 
Pl'c:.lc;';'nt 
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