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92555 DlC 30 91) 
Decision No. -------- fIT:~nrrnn~nAtL 

BEFORE TIm PO'BLIC UTILITIES COMI"ZISSION OF THE STATE ~J dAl~~A' 
Ap~lication of PACIFIC GAS A1~ ELECTRIC 
CO~~~~ For Authorization To lt~tcr A 
Nuclear Fuel Lease, To Borro~ Funds From 
Its Nuclear Fuel Lessor And To Issue 
Promissory Notes Evidencing Such Debt, 
To Enter A Consent And Agreement 
Relatin~ To The Nuclear Fuel Lease And 
To Its Borrowin5 or ~~ds From Its 
Nuclear Fuel Lessor, And, Upon A Certain I 
Termination Of A Trust Relating To The 
Nuclear Fuel Lease, To Assume Certain 
Obligations. 

OPINION ... --..~--~ 

Ap~licatio:c. No. 60046 
(Filed October ,0, 1980; 

&mended December 19, 19S~) 

Pacific Gas and Electric Company (PGandE) requests authority, 
pursuant to Sections 701, 816 through 818, 830 and 851 of the Public 
Utilities Code, for the following: 

(1) To enter a Nuclear Fuel Lease witb Pacific Energy 
Trust (Ener~) through which PGandE would lease 
nuclear fuel; 

(2) to borrow from Energy on a revolving credit basis 
an 8lIlount up to $150,000,000 but not to exceed an 
amount equal to Energy's investment in nuclear 
fuel then being leased and to issue a PromiSSOry 
Note exempt from the COm%ission's competitive 
bidding rule, to Energy to evidence any such debt; 

(3) to execute a Consent and Agreement with certain 
banks where such an agreement is a ~rerequisite 
to Energy's borrowing from the banks in an aggregate 
amount not to exceed $;00,000,000 to finance: 

(a) Energy's purchase or not to exceed $;00,000,000 
or nuclear fuel to be leased to PGandE; or 

(b) Energy's lQans to PGandE or up to $150,000,000, but 
not to exceed the amount or nuclear fuel then 
beinr leased; and 

(4) to be authorized u~on the termination of Energy, 
and u~on certain con~i~ions, to assume certain 
obligations and to succeed. to certain rights •. 

-1-



• 

• 

• 

A.60046 RR/1q ... 

On December 19, 1980, PGandE filed an amendment to its 
application. The amendment was necessitated by a modification of 
the Credit Agreement which increased Energy's authorized borrowings 
from Banks from $200,000,000 to $300,000,000. The amendment also 
setn forth the other changeo to the basic transactions resulting 
from Energy's increased borrowing authorization. Energy is allowed 
to use the funds, obtained through the Credit Agreement to finance 
its purchase of up to S300,000,000 of nuclear fuel to be leased 

·8 

to PGandE or to finance its loans to PGandE of up_ to. $150.,,000;000, 
but ~ot to exceed the amount of nuclear fuel being leased. 
Addition~lly, Section 2(d) of the Le~se hac been modified to increase 
its limit~tion on the total nuclear fuel investment of Energy from 
5300,000,000 to $400,000,000. 

Notice of the filine oT the application appeared on the 
Commission's Daily Calendars of November 5 and December 23, 1980, 
respectively. No protests have been received. 

PGandE is a California corporation and a public utility 
principally engaged in the business of generating, purchasing, 
transmitting, and selling electricity, and purchasing, transporting, 
distributing, and selling natural gas to 47 counties in Central 
and Northern California. PGandE also provides a small amount of 
incidental water and steam services. For the twelve months ended 
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September 30, 1980, PGandE reported total operating revenues of 
$4,643,168,000 and net income of $480,863,000. Exhibit A, attached 
to the ~pplication, indic~te~ that for the nine months ended 
September 30. 1980, PG~~dE generated tot~l oper~ting revenues 

oi',S;,636,820,000 and net income of $401,;93,000 .. 
Exhibit I, ~tt~ched to the application, indicates that 

PGandE's ~~reimbursed cnpita1 e~~enditures as of August 31, 1980, 
were $812,619,000. Since AUGust ;1, 1980, and up to the date of 
this app1ication,PGandE received net proceeds in the amount of 
ap?roximate1y $14,396,000 from the issuance a..~d sale of common stoc,k 
in con.~cction with its Savin~s Fund Plan and Dividend Reinvestment 
and Co~on Stock Purchase Pl~~. PGandE h~s not been reimbursed for 
any other material portion of the unreimbursed capital expenditures 
since Au~st 31, 1980. PGandE has made additional capital 
,expenditures subsequent to August 31, 1980,. which are not. set forth in 
Exhibit I attached to the application. 

PGandE intends to use the funds made available to it 
through Energy's revolvinc credit line to partially reimburse its 

treasury for capital expenditures. 
The application indicates that by December 31, 1980, 

PGandE will have approximately S23l million in nuclear fuel inventory. 
PGa..~dE presently fina..~ces its nuclear fuel inve~tory with permanent 
capital consistin~ of long-term debt, preferred and common equity • 
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PGandE is presently completing negotiations on a Nuclear 
Fuel Lease (Lease), a Promissory Note, ~~d a Consent and Agreeme~t 
(Consent), copies ot which are attached to the amended application 
as revised Exhibits B, C, D, respectively. 

The Lease provides that PGandE will lease nuclear 
fuel from Energy, a trust organized under the laws of the 
State of N~w York.1/ -

Energy will acquire from PGandE certain rights to nuclear 
fuel that is intended to be utilized in reactor cores of Diablo Canyon 
Nuclear Plant and rill acoui.;re from PGandE certaill ri~hts" conceriiiD.g 
nuclear fuel ~der contracts which PGandE has entered or may enter. 
Energy will purchase nuclear fuel or rights thereto under these 
contracts for purposes of the Lease. 

Energy will .rill"a.:lce "its" purchase of the nuclear fuel leased 
to PGandE through issuance of its own commercial paper and/or through 
direct loans from certain batiks. In accordance with a Credit 
Agreement to be executed by Energy and certain banks, attached to the 
amended application as revised Exhibit F, Energy's commerci"8.i "pape~ will 
be supported by le.'~:~.~"rsof " credit (Letter"s of Credit) e'£ten,q..ed eeyerally 
bj nanUfactUr~r~ R~?-ver ~st "~,~mpariy (H8:T) ~ B8llkers Trust ,Company(BT) 'I 

aDd the First National Bank of Chicago (?NBC). (MET, ~T, ana rNBC 
will be referred to collectively as the Ba:c.ks.) ,C,ommercial paper 

dealers acting as agents and/or dealers for Energy will place its 
commercial paper on the market. 

1/ The signatory to the Lease on behalf of Energy will be 
Ne~"'eon I. ~a~dm(,.,-;e;Dt L:t;£!"~ .. hitS. ind.~~;dual""aca:pacity tb~~"}~?!~"~,:r ,M_ ". 

as eotl"U.stee ,,0 ~s .. ee/' ac l.llg w.w.er an pursuan "lO~,"~" _ __"" 

Trust Ap::reement. "a CO'DY of which is attached to the amended " 
application as revisea Exhibit E. The TrUst Agree:ent designates 
United States Trust Company or New York (Corporate Trustee), a 
New York banking corporation, as Energy's other cotrustee. 
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Contingent upon satisfaction of certain conditions and the 
nonoccu~re~ce of various events, includins expiration or tercination 
of the Credit Agreement o~ specified events of default, the Credit 
Agreement commits the Banks to provide Enersy financing of up to 
$300,000,000 by Letters of Credit supporting the issuance of Energy's 
commercial paper and/or through direct loans to Energy on a revolving 
credit basis. The proceeds may be used by Energy to, amone other 
purposes, purchase up to $;00,000,000 of nuclear fuel for pu~oses 
of the Lease and to loan up to $150,000,000 on a revolving credit 
basis to PGandE to be evidenced by the Promissory Note. While PGandE 
is not a party to the Credit Agreement, its consent to the Credit 
Agreement is a required precondition to the Banks' executio~ of the 
Credit Agreement. 

The PromiSSOry Note, intended to evidence ~y such debt by 

PGandE to Energy, unconditionally obligates PGandE to Pa::! Energy on 
a specified dat~/ the aggregate principal amount or the loSJl.s made 
by E:lergy to PGandE, which have not been repaid by PGandE. IDterest 
on the aggregate unpaid principal amount shall be paid quarterly by 
PGa:o.dE to E:o.ere:;y in a ma:::::.ner a:o.d in an amou:o.t equal to the inte:"est 
or discount accrued for each day during that quarter on that portion 
of Energy's borrowings from the Banks or through its issuance of 
commercial paper notes equal to the unpaid principal amc~t. 

In order to induce the Banks to enter into the Credit 
Agreement, PGandE agrees iD the Consent with each Bank (among other 
things): 

(1) To make its payments as they become due under the 
Lease or under the Promissory Note to a collateral 
account (Collateral Acco~t) to be estab1ishee by 
the Security Agreement; 

s/ Initially to be June ;0, 1985, but with provisions for SDnual 
extensions paralleling similar provisions in the Credit 
Agreement. 
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(2) to perform and ~~ll!I2.~y_. with each t~riD.and provision 
of the Lease; _ ' 

(3) to repeat and to reaffirm for the benefit of the 
B~s the representations and warranties made by 
PGa.:c.dE in the Lease; 

(4) to make additional representations and warranties 
to the Banks; and, 

(5) to regularly furnish certain financial and other 
information to the Banks as required. 

An additional condition precedent to the effectiveness of 
the Credit Agreement is Energy's execution of the Security Agreement, 
a copy of which is attached to theamended,.·~p'plicatio:c. as' revised ',' 
Exbibi t G. Under the'~gjCtiri'ty .Agreement, Energy pledge~, assigns, 

_transfers and d.eli:~;rs·. to :MET, as .pledgee for the' :B~s' and· of. holderz " 
of Energy's commercial paper, .and ~Subjec,t 't,o~', certain permitted liens, a 
continuing first priority security interest in specified collateral 
which Energy will own as of the date of execution of the Security 
Agreement, or at any time thereafter m~ acquire, such as: 

(1) Any right, title, or interest in, including among 
other things, all nuclear fUel under the Lease; 

(2) all of Energy's rights under the Lease, including 
the payme:lt of lease payments by PGa:c.dE; and, 

(3) all of Energy's rights under the Promissory Note, 
including all collections, income, and distributions 
with respect to the note. 

W'hile -under the Security Agreement the rights of the Banks and of 
the holders of Energy's commercial paper are equal. 

While PGa:c.dE is not a party to the Trust .A.greement, that 
agreement's execution and effectiveness is also a condition precedent 
to the effectiveness of the Credit Agreement. The trust estate, 
defined in Schedule A to the Lease (Exhibit B) includes all rights 

-5-



• 

• 

• 

A.60046 RR/l q 

or the Cotrustee and or the Corporate Trustee (or either or them) in 
the transactions related to the Lease, including among others: 
(a) in the Lease, (b) in the agreements to purchase nuclear fuel, 
and (c) in the Credit Agreement. The .declaration of trust 
specifically subjects the Trust Agreement to the terms and conditions: 
(a) or the Lease, (b) the Credit Agreement, and (c) of the Security 
Agreement. 

The trust may be terminated by the written notice of the 
trustor, provided that such termination shall not be effective without 
the written consent or the trustees and PGandE. 

include: 

The more important provisions or the Nuclear Fuel Lease 

(1) PGandE will transfer to Energy its right, title, 
and interest to its nuclear fuel inventor.y and to 
certain contracts concerning nuclear fuel which it 
has entered or may thereatter enter. 

(2) Energy shall thereafter p~ such amounts as become 
due and payable under these assigned contracts. 

C;) Energy shall reimburse PGandE for all 8l1lounts paid 
by PGandE and for the costs it incurred in obtaining 
these rights. 

(4) PGandE will retain all rights and responsibilities 
regarding the nuclear fuel, other than the making 
of payments and holding title to it. 

(S) For the term of the Lease, PGandE will lease all 
nuclear fuel owned and to be owed by Energy. 

(6) The Lease, unless terminated earlier, shall terminate 
on June ;0, 2030. 

The Lease is a full net lease which means that PGandE will 
be responsible for operating, mal.IitaiD.ing~ repairilis,- replacing .. and 
insuring the nuclear fuel and for paying all taxes and costs arisinr. 
out of the ownership, possessio~or use of the fuel. 
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PGandE's lease payments will include: 

(1) 

(2) 

(;) 

Easic Rent - a charge payable quarterly in arrear~ ana calculated to represeDt the investmeDt of 
Energy in the Duclear fuel cODsumed while the unit 
is producing heat and a daily fiDancing charge for 
the period allocated to the unit, but excluding 
daily financing charges capitalized and added to 
investment; 

Additional Rent - All other payments PGaneE agrees 
to make, other th~ Easic Rent ~~d Advance Re~t; a=c 

Advance Rent - which PGandE shall pay upon Energy's 
request in certaiD specified circumstances when 
Energy does not have sufficient funds and cannot 
obtain such funds from alternative sources and i~ 
amounts sufficient to allow Energy to meet it~ 
obligations. 

PGandE retains the sole obligatioD regarding storage and 
distribution of spent fuel. Within a reasonable time after the 
leased nuclear tuel has become spent fUel, Energy shall transfer its 
right, title, and interest in the speDt fuel to PGandE. Additionally, 
at any time, and at its option, PGandE may cause Energy to transfer 
all or a part, of EDergy's right, title, and interest in nuclear fuel 
to PGandE. 

Energy agrees upon PGandE's request to exercise its rights 
under the Credit Agreement to borrow fUnds to enable it to carry out 
its obligations under the Lease and, with certain exceptions, to 
CODsent to or join in any consent with respect to the nuclear fuel 
contracts. 

At SIJ.Y time, PGandE may, upon 1"ive days' written and 
delivered notice, terminate the Lease. Energy may terminate the 
Lease under certain circumstances, including: 

(1) If it notifies PGandE that Energy is of the opinion 
that it faces potential liability arisin~ out of 
Energy's interest in the nuclear fuel subject to the 
Lease, 1"or which Energy is not tully .insured~ and this 
notice is not rescinded within 15 days; 
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(2) it it becomes subject to certain adverse 
interpretations, rules, regulations or 
declarations with respect to its status or 
the conduct of its business; or 

(3) it there is a nuclear incident of suf:ricent 
mag:c.i tude. 

Energy has alternative termination rights upon certain 
events or derault (Event or Default). These Events of Default, 
include, among other matters: 

(1) The insolvency of PGandE; 

(2) the 'tai1ure or PGandE to perform its payment or 
other obligations under the Lease, includin~ 
specifically its obligations relating to insur~ce 
under Section 11 or the Lease; and 

(3) the failure by PGandE to pay any indebtedness for 
borrowed money exceeding an aggregate of $10,000,000 
when due, if such failure shall continue after any 
applicable grace period relating to the indebtedness .. 

To the extent the nuclear fuel being leased is, or becomes 
eligible: (a) for the work incentive credit; (b) for the investment 
credit; or (c) for the service credit under the Internal Revenue 
Code, at PGa:c.dE· s request, Energy shall elect to treat PGatldE as 
having acquired the nuclear fuel and shall provide PGa:c.dE with an 
appropriate credit election. 

The Commission has previously recognized certain advantages 
to leasing nuclear fue12/ and these benefits are alleged in PGandE's 
application, as follows: 

(1) Nuclear fuel leasing provides PGa!ldE an uof:f-balance 
sheet financing" method o:f procuring nuclear :fuel. 
This :financing method enables PGandE to obtain 
nuclear :f'Uel exclusive of the cost of equity and 
without ~lacing additional ~ressure OD its traditional 
capital markets, and should thereby result ~ a 
reduction or its costs to obtain nuclear fUel. 

2/ SoCal Edison Co.~ Decision No. 90380, dated June 5, 1979, in 
Application No. 58791 and Decision No. 87961, dated October 12, 
1977, in Ap~lication No. 57379. 
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(2) Leasing nuclear fuel should reduce revenue 
requirements to the extent that an equity return 
component norcally associated with the purchase of 
capital assets is not required from the ratepayers. 

(3) For ~ina.."'lcial reporting purposes, the Lease will 
continue to be accounted roX' on PGandE's books as 
a lease in accordance with the Statement or Financial 
and Accounting Standards No.1, (FASB 1,) 4/ of the 
Financial Accounting Standards Board which-represents 
the prese~t position of the accounting profession 
with regard to the proper accounting treatment for 
leases. PGandE currently reports all leases in a 
balance sheet footnote under commitments and 
contingencies. 

(4) Owning nuclear fuel may have a disadv~tageous 
effect on PG~"'ldE's cash flow because of the relatively 
short-term nature of the asset. with o~~ership, cash 
flow associated with depreciation must be continually 
reinvested in new fuel with riSing fuel costs. This 
could cause continual cash flow deficits as required 
reinvestment exceeds burn up. Leasing enables these 
cash expenditures and accounting expenses to be in 
balance. 

(5) Leasing nuclear fuel means that the ratepayers will 
be charged only for the nuclear fuel being used 
(burnup) and only when it is being used (plus 
financing charges). 

In revised Ey~ibit B, attached to the amended application, 
PGandE has provided calculations establishing that by leaSing nuclear 
fuel, PGandE expects to save annually in excess of 25 percent or the 

4/ FASB 13 issued in NoveI!lber 1976 defines a lease: "A lease is 
- de~ined as ~ agreement for conveying the right to use property, 

plant or equipment (land and/or appreciable assets) USually for a 
stated period of time. It includes agreements that, although not 
Domi~ally defined as leases, meet the above definition, such as 
a 'heat supply contract' for nuclear fuel." 
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financing expense which would be required by the utility's continued 
o~~ership of nuclear fuel. The calculation of these anticipated 
savings are summarized in the amended application as follows: . 

Revenue Reouirement~/ 
Lease Ownershi~ 

Nuclear Fuel Lease Commitment $,00,000 5300,000 
Fin~~ci:s Cozt - Rate of 

l2.~/~/ Return Effect (Pre-Tax) Lease 
Ownership 17.101%£/ 

Annual Financing Cost $ 37,~O S 51,303 
Present Value of FinanCing Costs 

1/1/81 through 6/30/85 ~/ $112,518 $152,566 
Present Value FinanCing Costs 

1/1/81 through 1/1/20;1 £/ S219,204 5299,888 

~/ Dollars stated in thous~ds. 

b/ Includes: Commercial Fa~er - 12.0~~ (1980),and fee for 
Letters of Credit - .~~ 

e/ Based on weighted pretax costs in accordance with PGandE's 
capital costs a:d capitalizstion ratios. Decision No. 91107, 
dated December 19, 1979, in Applications Nos. 58545 and 58546. 
Energy would ~ass to PGandE ~ available investment tax credits 
relating to the leased nuclear fuel. 

~/ Disco~ted at 17.101%. 
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PGandE requests that the Commission assert its 
jurisdiction over the lease pursuant to the general provisions 
of SectioD 701 of the Public Utilities Code. PGandE's request 
is Dearly identical to that granted SoCal Edison in Decision 
No. 90380, dated June 5, 1979, in Application No. 58791. Section 701 
of the Public Utilities Code grants the Commission broad power to 
do all things necessary and convenient in the exercise of its general 
power and jurisdiction to supervise and regulate public utilities 
and to keep rates reasonable. PGandE urges that it is in the best 
interests of the ratepayers of Calitor.oia that this Commission, 
which has general jurisdiction over and which regulates PGandE's 
rates and business, take jurisdiction over the Lease. The financial 
importance of the Lease and the essential nature of the leased 
material allegedly make the Lease a different type of transaction 
than any type of fuel acquisition or lease typically engaged in 
by a public utility. 

Commission jurisdiction over the Lease is also requestec 
because the Federal Energy Regulatory Commission (lERC) has 
allegedly exercised jUrisdiction over similar nuclear fuel leases, 
where state commissions have declined to do so. The ];£.~C's 
jurisdiction is premised on its authority over issuance of 
securities under Section 204(a) of the Federal Power Act. By 
labeling such leases as a form of security, the PERC negates a 
benefit of nuclear fuel leaSing, that of keeping the transaction 
otf the balance sheet. Thus PGandE urges that the Commission 
exercise its Sectio::. 701 j':U'isdictio:c. over the tease, thereby act 
to remove the possible jurisdiction of the PERC, and thereby 
prese~e the financial benefit of the tease. 
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Therefore, this Commission's jurisdiction over the Lease 
could be premised on its authority (a) to insure adequate fuel supply, 
(b) to maintain adequate electric service, and (c) to set reasonable 
rates insofar as leasing is less costly than ow.ership. l?GandE has 
established that the Nuclear Fuel Lease may result in significant 
savings as compared to the cost of outright purchase of nuclear fuel. 

With respect to PGandE's further requests that this 
Commission authorize its execution, delivery, and performance of the 
Promissory Note and of the Consent, authorize its transfer to Energy 
upon and at times after the execution of the Lease its right, title, 
and interest to its nuclear fuel inventory and to certain contracts 
concerning nuclear fuel which it has entered or may hereafter enter, 
and authorize its assumption of certain obligations and succession 
to certain benefits upon certain conditions upon termination of the 
Trust Agreement, we note first that the Revenue Requirements Division 
bas reviewed the application and concluded that PGandE's obtaining 
funds through ~ergy's extension of credit of up to $150,000,000 
on a reVOlving credit basis is necessary to partially reimburse 
PGandE's treasury for past capital expenditures. 

The Credit Agreement provides Energy financing through 
the issuance and sale of its commercial paper, supported by 
irrevocable Letters of Credit issued by the Banks, and/or by direct 
loans from the Banks. The $,00,000,000 commitment shall be divided 
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aeong the Banks. Any extension of credit by the Banks to Energy 
shall be evide~ced by either the Banks' consent to the issuance of a 
comcercial paper note or by a credit note. 

As a consideration to the Banks for their respective 
obligations respecting the Letter of Credit, Energy shall pay to 
each Bank a fee (Letters of Credit Fee) equal to the individual 
Bank's percentage or the total commitment to Energy times l/2 o~ 1 

percent per annum o! an amount computed on a daily basis upon the 
greater of: 

(1) The face amount of the then outstanding supported 
commercial paper notes or 

(2) eighty percent of the Banks' total commitment. 

As a consideration to the Banks for their respective 
obligations to :make direct lOaJls to Energy, Energy shall PB:1 each 
Bank a tee (Commitment Fee) equal to the individual Bank's percentage 
of the total commitment to Energy times 1/8 of 1 percent per annum 
of an amount computed on the daily basis upon the lesser of: 

(1) Twenty percent of the Banks' total commitment or 

(2) the Banks' total commitment minus the aggregate 
amount of the Banks' total commi tment, not then 
being used by Energy to purchase nuclear fuel and/or 
to make loans to PGandE. 

PGandE intends to fully utilize the $300,000,000 co:ro.mitment of the 
Banks and therefore Energy, and effectively PGandE,will not incur 
such a Comcitment Fee. 

With certain limitations, Energy is permitted to obtain 
~ additional $100,000,000 of financing independent of the Credit 
Agreement and use such fUnds to purchase nuclear fUel ror purposes 
or the Lease or to pay the costs associated with its obtaining 
this addi tiollal financing • 
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With certain specified exceptions, Energy m~ use the 
proceeds of the Credit Agreement tor the following purposes: 

(1) Purchase nuclear fuel pursuant to the Lease; 

(2) loan l'GandE up to S150,000,000 in an amount not 
to exceed the e:mount of nuclear :fUel then being 
leased to be evidenced by the Promissory Note; 

(;) issue supported commercial paper notes tor the 
purpose of one of the other approved purposes; 

(4) make pay7llents on outstanding, matured commercial 
paper notes; 

(5) pay principal and interest on FJJl"! outstanding 
credit note; 

(6) pay financing costs; and 

(7) purchase designated securities • 

The Credit Agreement limits the amount of Energy's loans 
to PGandE at e:c.y one time to the amount of Energy's net investment 
in the nuclear fuel then being leased. The Credit Agreement shall 
be governed by, construed and interpreted in accordance with the 
1a ... s of "New York. 

~ith certain exceptions, the rate of interest on the unpaid 
principal amount of Energy' 5 debt to the Banks set forth on the 
credit note shall be: 

(1) During the first 90 days equal to the then effective 
l'mT Rate; 6/ -

(2) thereafter, equal to the then effective HaT Rate, 
unless for a particular pericd there has been 
outstanding any unpaid principal amount on a credit 
note; and 

c:,) in that event, the interest shall be equal to 105 
percent (105%) or the then erfecti've MHT Rate • 

§I The Credit Agreement defines the MHT Rate as the commercial loan 
rate of MHT from time to time in effect ill New York, New York, on 
unsecured borrowings having a 9O-day maturity bY' its most 0 

responsible and substantial domestic corporate borrowers. 0" • 
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If any principal on a credit note is ~ot paid when due, interest 
on such principal shall thereafter be payable, until such overdue 
amo~t is paid in full, at an annual rate 2 percent greater than the 
rate otherwise applicable. 

Among other matters, conditions precedent to the 
effectiveness of the Credit Agreement include an order of this 
Commission authorizing PGandE to execute the Lease, to execute the 
Promissory Note, and to execute the Consent and the execution of the 
Lease, the Promissory Note, the Consent, and the Trust Agreement. 

To induce each of the Banks to enter the Credit Agreement 
and to thereby enable Energy to finance its purchase of nuclear 
fuel purchase tor purposes of the Lease and its lend~~ of 
certain funds in excess of those necessary for nuclear fuel to 
PGandE on a revolving credit baSiS, PGandE will execute the Consent 
and therein agree directly with each Bank the following: 

(1) It will perform its payment and other obligations 
under the Lease and make all such payments to the 
Collateral Account; 

(2) it repeats and reaffirms for the benefit or the 
Banks the warranties and representations it made to 
Energy in the Lease and makes further representations 
and warranties to the Banks; 

(;) it will regularly provide each Bank with certain 
designated financial and other information; 

(4) it confirms that each reference in the Lease to 
"aSSignees" includ.es the Banks, and. specifically 
co:c.firms that each Bank is an indemnitee under the 
Lease, entitled to the benefits of indemnities 
set forth in Section 11 therein; 

(5) it agrees that its required payments to the Collateral 
Account shall be made without its asserting any 
defense, claim, set-Of!, recoupment, abatement or 
other right, it may have against any entity (excepting 
the defense that PGandE has already made the required 
payment and the defense that the loan purported to 
be evidenced by the Promissory Note was not in fact 
made) ; 
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(6) it confirms that certain 1f obligations" referenced at 
zpccificd placco in the Lease include obligations other 
than those incurred for the purch~se of nuclear fuel; and 

(7) it agree~ that any reque~t by the pledgee for Advance 
Rent as provided in the Lease, notwithstanding any other 
section of the Lease, zhall be in the form set forth in 
an appendix to the Consent. 

PG~dE alleges that the Credit Agreement enables Energy 
to be sufficiently financed to obtain an ade~uatc nuclear fuel 
inventory to service PGandE's nuclear fuel needs and to have funds 
in excess of th~t necessary to obtain nuclear fuel to loan PGandE 
up to $150,000,000 in an amount not to exeeed the amount of nuclear 
fuel being leased. By combining these objectives in the Credit 
Agreement, it is alleged that Energy is able to finance its needs 
under the Lease at attractive r~tes and pay a lesser amount in fees 
and other charges than would otherwise have been available. The 
full amount of these cost savings will be passed onto PGandE, and 
ultimately to its r~tepayer~_ 

PGandE ~lleees that these transactions enable it to obtain 
its nuclear fuel at a lower net cost than would be available by 
direct ownership ~~d ~lso obtnin credit up to $150,000,000 on a 
revolving basis, with maximum flexibility and at advantageous 
commercial paper discountc or interest rates. The commercial paper 
discounts and the interest rates payable are fluctuating. The 
discount rate is tied to the market rate ~d the interest rate is 
tied to the MHT Rate. Due to the structure and relationship among 
the agreements discussed herein, PGandE (a) must execut~ the Leas.c with 

Energy~ (0) must upon ond at times after the execution of the· Lease 
tr~~ofer to Energy its right, title and interest to its nuclear 
fuel inventory and to certain contracts concerning nuclear fuel 
which it has entered or muy hereafter enter; (c) must_execute the 
Promissory Note to Energy; (d) must execute the Consent to the Banks; ; 
(e) must assume certain oblip;ations; and (r) must succeed to certain 

~ rights under the Trust Af,recmcnt upon a particular termination of the 

trust. 
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In these circumstances, PGandE requests that the 
Promissory Note be exempt from the Commission's competitive bidding 
requirements.Z/ It contends that application or the competitive 
bidding rule to its execution of the Promissory Note would not be in 
the best interests of PGandE or its ratepayers as it could effectively 
preclude PGandE from taking advantage of the lower cost, favorable 
commercial paper discounts, interest rates, and flexible financing 
available through the Lease and its related transactions. Accordingly, 
the Commission's competitive bidding rule will not be applied to the 
Promissory Note. 

PGandE acknowledges that the expenses it incurs in procuring 
nuclear fuel through this Lease will be subject to review in future 
rate proceedings, and cites this fact and the completeness of its 
application as warranting ex parte processing. The Commission states 
unequivocally that its acceptance of jurisdiction over, and its 
approval of, PGandE' 5 entry into the Lease and its authorization to 
PGandE to execute, deliver and perform the Promissory Note and the 
Consent, its authorization to PGandE upon and at times after the 
execution of the Lease to transfer to Energy its right, title, and 
interest to its nuclear .fuel inventory and to certain contracts 
concerning nuclear fuel which it has entered or m~ herea.:!'ter enter, 
and its authorization for PGandE to assume certain obligations and 
succeed to certain rights upon a particular termination or the trust 
are intended solely to facilitate PGandEts participation in these 
transactions and to enable it to fully consummate these transactions 
with the other entities, and do not indicate ~ judgment by the 
Commission as to the prudence or :PGandE' s participation in such 
transactions. 

~e starr or the Commission'S Revenue Requirements Division 
has reviewed the application and has no objection to the execution, 
delivery, and perfol"ma.nce of the Lease by PGandE. The Division has 
analyzed the Lease and has concluded that the Lease is a true lease 

V Decision No., ~§i~) 4~:~~d January 15, 1946, as amended., 
in Case No. 4761. 
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and is not a commitment or guarantee ot indebtedness. The Division 
has no objection to the execution, deliver, and performance of the 
Lease or to the execution and delivery or the Promissory Note by 
PGandl: .. 

Findings of Fact 
1. PGandE is a California corporation operating under the 

jurisdiction ot this Commission .. 
2. The Lease is a true lease and involves no commitment by 

PGandE as guarantor or issuer of indebtedness wi thin the meaning of 
Sections 816, 817, 818, and 8;0 or 851 of the Public Utilities Code. 

;. The Lease may permit PGandE to acquire nuclear fuel at 
significantly less cost than would be required for outright purchase 
ot such fuel. 

4. PGanciE' s execution, delivery and performance of the Promissory 
Note and of the Consent and Agreement, its transfer to Energy upon and 
at times after the execution ot the Lease, its right, title, and 
interest to its nuclear fuel inventory ~d to certain contracts 
concerning nuclear fuel which it has entered or may hereafter enter, 
and its assumption of certain obligations and succession to certain 
benefits upon certain conditions upon termination of the trust are 
tor proper purposes. 

5. PGandE has need for tunds for the purpose set forth in the 
application. 

6. The money, property or labor to be procured or paid tor by 
the funds PGandE may obtain in executing the Promissory Note, ~d its 
borrowings thereunder, are reasonably required for the purpose 
specified herein, which purpose is not, in whole or in part, 
reasonably chargeable to operating expenses or to income. 

7. There is no know oPPosition and no reason to delay grantiDg 
the authorizations requested herein • 
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Conclusions of Law 
1. Section 701 of the Public Utilities Code grants this 

Commission jurisdiction over PGandE's Lease and to approve the 
Nuclear Fuel Lease. 

2. This Commission has jurisdiction over the Promissory Note, 
over the Consent and Agreement, and over the Trust Agreement and 
jurisdiction to approve the Promissory Note, to approve the Consent 
and Agreeme~t, to authorize PGandE to transfer to Energy upon ~d 
at times after the execution of the tease its right, title, and 
interest to its nuclear fuel inventory and to certain contracts 
conce~ing nuclear fuel which it has entered or may hereafter enter, 
~d to authorize PGandE to assume certain obligations and to succeed 
to certain benefits, as provided for in the Trust Agreement, upon 
termination or the trust under certain conditions. 

;. A public hearing is not necessary. 
• 4. Sufficient grounds exist to exempt PGa:c.dE I s execution, 

delivery, and performance of the Promissory Note from the competitive 
bidding rule established in Decision No. 38614, dated January 15, 
1946 as amended, in Case No. 4761 and such execution, delivery, and 
performance of the Promissory Note is exempted from the competitive 
bidding rule. 

• 

5. The amended application should be granted to the extent 
set forth in the order which follows. 

6. There is no known opposition and there is no reason to 
delay granting the authority requested. 

The actions taken herein are for the purpose or this 
proceeding only and are not to be construed as indicative of the 
amount of expendi tuz.es, if a:ny, under the Lease which shall be 
approved as proper operating expenses in current or subsequent 
proceedings for the determination of just and reasonable rates. 
~ese authorizations should not be construed as indicative or the 
treatment which the Commission will accord to nuclear fuel acquisition 
arrangem~nts to be u:c.dertaken by PGandE or other utilities with 
respect to other nuclear generating !acilities. 
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ORDER ------
IT IS ORDERED that: 

1. Pacific Gas and Electric Company, on or after the effective 
date hereof, is authorized to lease nuclear fuel in accordance with 
the ter.ms ~d provisions consistent with the Nuclear Fuel Lease 
attached to the amended application as revised Exhibit B. 

2. Pacific Gas and Electric Company, upon and at times after 
the execution of the Lease, is authorized to transfer to Energy its 
right, title, and interest to its nuclear fuel inventory ~~d to 
certain contracts concerning nuclear fuel which it has entered or 
may enter. 

3. Pacific Gas and Electric Company, on or after the effective 
date hereof, is authorized to execute, deliver and perform a 
promissory note in an amount not to exceed 5150,000,000, exempt from 
the Commission's competitive bidding rule, to Pacific Energy Trust 
in accordance with the terms and provisions consistent with the 
Promissory Note attached to the amended application as revised 
Exhibit C. 

4. Pacific Gas and Electric Company, on or after the effective 
date hereof, is authorized to execute and deliver to Manufacturers 
Hanover Trust Comp~, Bankers Trust Company and the ~irst National 
Bank of Chicago, a consent and agreement in accordance with the ter.ms 
~d provisions co~sistent with the Consent and Agreement attached to 
the revised application as revised Exhibit D. 

5. Pacific Gas and Electric CompaDY~ on or after the effective 
date hereof, is authorized upon the termination of the trust, and, 
upon certain conditions, to assume certain obligations and to succeed 
to certain benefits under the Trust Agreement attached to the amended 
application as revised Exhibit E • 
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6. This order shall become effective when Pacific Gas and 
Electric Company has paid the fee prescribed by Section 1904(b) 
of the Public Utilities Code, which fee is S8l,000. 

Dated California. 

ent 

'Co:n::!C01onor Yemon r... Stureeon. bo!n~ 
:c.oce!::~~r!.ly absent, t!1t! not p~rt1e1pQ.t" 
~ ~ '-1:l~~:..w. ~ ~ J?):IQ",o.li.M.~&II 
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