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Decision ___ 'sr._3_S ___ 5_7_ DEC 1 51981 

BEFORE IRE PUBLIC UTILITIES COMMISSION OF THE STATE OF CAL!FORNlA 

Application of SOUTHERN CALIFON~IA ) 
EDISON COMPAh~ for an Order Modify-) 
ing Decision No. 90380 da~ed ) 
June 5, 1979 Approving an Amended ) 
Nuclear Fuel Lease. ) 

---------------------------) 
o PIN ION ~ __ .-r __ _ 

Applica~ion 60995 
(Filec Oc~ober 19, 1981) 

By Decision (D.) 90380 dated June 5, 1979 in 

Applica~ion (A.) 58791, Southern california Edison Company (Edison) 

was au~horized under Public U~ilities (PU) Code Section 701, to 

lease nuclear fuel up to a credit limit of $300,000,000 in 

accordance with term and condi~ions in Exhibit B attached to 

A.58791. 

In the current application for codification of D.90380, 

Edison requests authority, under PU Code Section 701, as :ollows: 

1. To continue to lease nuclea= fuel and 

2. To increase the credit limit to finance 
the purchase of nuclear fuel, under a 
credit agreement, fro~ $300,000,000 to 
$500,000,000 aggregate p=incipal amount. 

This decision grants Edison the authority to ~end and 

continue its nuclear fuel lease. It allows Edison to modify the 

lease to sell, upon Commission approval, 4.95% of its undivided 

inte~est in San Onofre Nuclear Generating Station Units 2 and 3 ~c 
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certain of its resale customers. I~ also allows Edison to increase 

the credit li~it to finance the purchase of n~clear fuel from 

$300,000,000 ~o $500,000,000. 

Notice of filing of the application for modification of 

0.90380 appeared in the Co~ission's Daily Calenoar of October 20, 

1981. No protests have been received. 

Edison, a California corporation, engages in the business 

of generating, purchasing, transmitting, distributing, and selling 

electric energy in portions of central and southern California •. 

Edison executed and delivered a Nuclear Fuel Lease dated 

as of December 19, 1975 (Original Lease), amended and restated as 

of June 1, 1977 (1977 Lease) and further amended and restated as of 

August 28,1979 (1979 Lease). Edison presently has in excess of 

$280,000,000 of nuclear :uel subject to the 1979 Lease. 

Prior to its execution of the Original lease, Edison 

info~ed the Commission's Revenue Re~uirements Division (Division), 

through conferences and written communications, of the financial 

and other advantages of the lease arra:gement contemplated at that 

time. Edison was advised by a letter dated December 22, 1975 that 

the Division took no exception to the proposal but reserved the 

right to review the :atter in any future rate proceeding • 
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Prior to the execution of the 1977 Lease, Edison received 

a disclaimer of jurisdiction from the Commission on the grounds 

that there was no commitment by Edison as a guarantor or issuer of 

indebtedness under PU Code Sections 816 through 818, 830, or 851 

(D.87161 dated October 12, 1977 in A.57379). 

Prior to the execution of the 1979 Lease, the Commission 

approved Edison's lease of nuclear fuel in accordance with the 

terms and conditions of the 1979 Lease (0.90380 dated June'S, 1979 

in A.58791). This approval was granted under PU Code Section 701. 

At that time, the Commission determined that the 1979 Lease did not 

• involve a commiement by Edison as guarantor or issuer of i~debted­

ness within the meaning of PU Code Sections 816 through. 818, 830, 

or 851. 

• 

Edison is currently involved in negotiating changes to 

the 1979 Lease and certain documents connected with it. These 

changes ~re discussed below: 

A. Amendment to the 1979 Lease - In 1980, 
Eoison's o~~ership share in San Onofre 
Nuclear Generating Station Units 2 and 3 
was reduced from 80: to 76.55%. !his 
resulted from the purchase by the cities 
of Anaheic and Riverside of 1.66% and 
i.79%, respectively. The Commission 
approved t~ese purchases.j/ In 1981, 
the city of Anaheim contracted, subject 
to regulatory approval, to purchase 
an addition~l 1.5% share 0: San Onofre 

1/ D.88708 dated AtJril 18, 1978 in A.57707. 
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Generating Station Units 2 and 3, reducing 
Edison's original 80% share ~o 75.05%. 
Edison is seeking the Co~ission's approval 
of the additional 1.5% sale ~o ~he ci~y 
of Anaheim.2/ Edison is currently 
negotiating-an amendment (Amendment) 
to the 1979 Lease. The A=endment is 
designed only to adjust the mechanics 
of the 1979 Lease to reflect the fact 
that nuclear fuel will be leased for 
Edison's 75.05% share of San Onofre 
Generating Station Units 2 and 3 rather 
than for the original 80% share. As 
described ~bove, approval for the actual 
sales has been obtained or is currently 
being sought in independent proceedings 
before the Commission. The ~endmentr 
subs~antially in the fOrQ which Edison 
believes it will be executed, is attached 
to the application as Exhibit B. The 
staff of the Commission's Revenue Require­
ments Division has reviewed the Amendment 
and does no~ believe that the Acendment 
materially alters the ~erms and conditiOns 
of the 1979 Lease. 

the nuclear fuel related to the 1979 Lease includes 

nuclear fuel in the mining, milling, conversion, enricn:ent, heat 

production, reprocessing (i£ and when available), and storage 

stages. Edison leases the nuclear fuel from the San Onofre Fuel 

Company (Fuel Company), which is a wholly owned subsidiary of Broad 

Street Contract Services, Inc. (BSC), a Delaware corporation, 

2/ A.60916 which is c~rrently being considered by the 
Commi~sion. 

-4-



-. A.60995 RR/KlH/ARM/WPSC 

. 
; 

engaged with its other suosidiaries in a general leasing business. 

BSC is owned by a partnership composed of partners who are partners 

of Goldman, Sachs & Co., an investment banking firm. 

Payments for the acquisition of 'nuclear fuel are made by 

the Fuel Company or by Edison to be reimbursed by the Fuel Company. 

Title to the nuclear fuel passes directly to the ,Fuel Company from 

the suppliers of urani~ ore and remains with the Fuel Company . 
throughout the term of the 1979 Lease unless terminated earlier. 

The 1979 Lease provides that it is to be a net lease which meanS 

that Edison is responsible for operating, maintaining, repairing~ 

• replacing and insuring the nuclear fuel, and for paying all taxes 

and costs arising out of the ownership. possession. or use of the 

fuel. !he term of the 1979 Lease is about fifty years and, unless 

terminated earlier, will terminate on December 19. 2025. 

• 

Edison's lease payments under the 1979 Lease are payable 

quarterly in arrears. These payments include the following: 

1. A quarterly lease charge, which 
represents an administrative 
charge and other allocated costs 
of the Fuel Company and 

2. A burn-up charge equal to the 
cost of the nuclear fuel 
consumed while the nuclear fuel 
is in the reactor producing heat • 
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When the nuclear fuel is not in the reactor and producing 

heat, Edison may elect to have the Fuel Company capitalize 

quarterly lease charges or daily portions of it so long as this 

election will not result in the Fuel Company's exceeding its 

funding capability under the 1979 Credit Agreement (as defined 

below). Edison may, consequently, subject to the foregoing 

limitation, defer rental pa~ents until those times during 

commercial operation when the nuclear f~el is in the reactor and 

producing heat for the production of electric energy. 

Edison may, upon 5 days' notice, te=cinate the 1979 Lease 

• at any time. The Fuel Company may te~inate the 1979 Lease under 

certain circumstances, including the following: 

• 

1. If it becomes subject to certain adverse 
interpretations, rules, regulations, or 
declarations with respect to its status 
or the conduct of its business; 

2. If a nuclear incident occurs (as defined 
in the Atomic Energy Act of 1954, as 
amended) and the Fuel Company gives 
notice of its belief that this incident 
may give rise to liability exceeding 
$10,000,000; and 

3. If the Fuel Company gives three years' 
notice of its desire not to continue the 
1979 Lease for the remaining ter: • 

-6-



• A.60995 RR/KLH/ARM/WPSC 

Upon the occurrence of any event of te~ination, title to 

the nuclear fuel is transferreo to Edison unless the Fuel Company 

and its assignees have approved the transfer of title to the 

nuclear fuel to a third party designated by Edison. Within 

270 days, but not less than 90 days after notice of te~ination, 

Edison is obligated to purchase the nuclear fuel from the Fuel 

Company at a purchase price equal to the sum of the net stipulated 

loss valu~1 of the nuclear fuel, plus the expenses of the' 

transaction and the expenses of the Fuel Company, including the 

unamortized cost of financing the acquisition of the nuclear fuel, 

~ . both computed as of the day of purchase. Upon consummation of the 

purchase, all obligations of Edison, under the 1979 Lease, 

~ 

terminate. 

The Fuel Company has alternative termination rights upon 

certain events of default, such as the failure to perform, 

insolvency, or liquidation of the lessee (Edison). Upon the 

occurrence of an event of defa~lt, the Fuel Company ~ay 

1. !:eat the event of default as an event 
of termination with the results 
specified in the preceding paragraph 
and proceed at law or in equity for 
enforcement of the applicable 
provisions of the 1979 Lease, or for 
damages, and/or 

2. Terminate the 1979 Lease. 

The stipulated loss value is defined as the excess of the fuel 
cost over the burn-up charges received by the lessor. 
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If it terminates the 1979 Lease, Edison's interest in the 

nuclear fuel terminates, and the Fuel Company may take possession 

of the nuclear fuel, to the extent not prohibited by law, and sell 

it. 

In the event of te~inAtion, the Fuel Company may recover 

from Edison damages and expenses resulting from the breach of the 

1979 Lease, all accrued and unpaid amounts owed to it by Edison, 

and liquidated damsges. 

B. Increase in Available Credit Limit -
taison is currently par~icipac~ng in 
negotiations to &cenci the documents 
related to the 1979 Lease to increase the 
credit limit available to Fuel Company 
from $300,000,000 to $500,000,000. The 
credit limit increase will be accomplished 
principally by amendments to the credit 
agreement under which the Fuel Company 
finances the purchases of nuclear fuel. 
!he Fuel Company is the lessor under the 
1979 Lease. !he Fuel Company will enter 
into an amended credit agreement (Amended 
Credit Agreement) to increase the avail­
able funding limit. Although Edison's 
approval of the AQended Credit Agreement 
will be required. Edison will not be a 
party to the Amended Credit Agreement. 
Except for the credit limit changes to be 
negotiated in the Amended Credit Agree­
ment, the document will be similar in all 
material aspects to that executed in 
connection with the 1979 Lease. The 
general structure of the credit agreement 
executed in connection with the 1979 Lease 
(1979 Credit Agreement) is men~ioned o~ 
pages 2, 3, and 6 of D.9C380 and is 
discussed below. The 1979 Credit Agree­
ment is attached to the application as 
Exhibit E. 
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!he 1979 Credit Agree=ent provides a method for the Fuel 

Company to finance its obligations under the 1979 Lease. The Fuel 

Company finances its purchase 0: nuclear fuel by selling commercial 

paper through Goldman, Sachs & Co. To support its sale of commer­

cial paper, the 1979 Credit Agreement provides for the issuance of 

irrevocable letters of credit by Manufacturers Hanover Trust 

Company, Chemical Bank, Crocker National Bank, and Sec~rity Pacific 

National Bank (collectively referred to as the Banks). These 

Banks, which are each parties to the 1979 Credit Agreement, ·Nill be 

parties to the Amended Credit Agreement. Goldman, Sachs & Co. 

~ would u~~ its best efforts to sell the commercial paper at the best 

~ 

rate available consistent with pr~ent marketing considerations. 

However, in the unlikely event that the Fuel Company is unable to 

issue commercial paper, the 1979 Credit Agreement provides for 

revolving credit borrOWings, which wo~ld enable the Fuel Company to 

borrow funds from the Banks to finance its purchases of nuclear 

fuel. These borrowings would be evidenced by the Fuel Company's 

promissory notes. The Banks, in addition to receiving a securicy 

interest in the nuclear fuel owned by the Fuel Company, receive 

assignments of rents and certain other obliga:ions under ~he 1979 

Lease as security for the irrevocable letters of credit and 

revolving credit borrowings under the 1979 Credit Agreemen;. 
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Edison has stated it believes that it may be advantageous 

in the future to ma~e a change in the mechanics of administering 

the credit facility under the Amended Credit Agreement. This 

change would generally prov.ide that each issuance of commercial 

paper by the Fuel Company be backed by the credit of a specific 

Bank that is a party to the Amended Credit Agreement racher than by 

all of the Banks. this may improve the marketability of the 

commercial paper and result in lower overall costs. The Revenue 

Requirements Division has considered this change and does not 

believe that it would alter che terms and conditions of the Amended 

• Credit Agreement materially. 

• 

!he magnitude and complexity of the transaction 

contemplated under the 1979 tease, as amended, and the Amended 

Credit Agreement, as well as the ~certainty with regard to 

regulatory jurisdiction over the transactions, :ake it necessa=r 

for Edison to pursue all available avenues of regulatory action in 

an effort to obtain a clear indication of the Commission's position 

with respect to the transactions discussed in the application. 

This uncertainty, with regard to regulatory jurisdiction, arises 

because the Federal Energy Regulatory Commission has exercised 

jurisdiction over certain nuclear fuel leases unde= the Federal 

Power Act where state commissions have declined to do so • 
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Edison believes ~ha~, because of this uncer~ainey of 

regulatory jurisdic~ion, counsel for ~he Banks, to be par~ies to 

the ~ended Credit Agreement, will require a Commission oecision 

modifying D.90380 as a precondition to the execution of the 

, .. 

Amended Credit Agreement or any future credit agreements designed 

to alter the procedural methods under which the credit facility is 

made available to the Fuel Company. Al~hough Edison questio~s 

whether the modification is legally required, Edison has sought the 

modification required by the Banks' counsel in order to complete 

the transaction in a timely manner. The required modification 

~ would prinCipally involve an approval of an increase in the credit 

limit available to the Fuel Company to $500,000,000. !his increase 

would be in accordance with terms and conditions consistent in all 

~ 

material respects with those contained in the credit agreement, 

attached to the application as Exhibit E including terms and 

conditions, which may be amended in the future to alter the 

procedural methods under which the credit facility is made avail­

able to the Fuel Company. 
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Edison, by letter eated November 6; 1981, informed the 

Commission's Revenue Requirements Division that the :ajor reasons 

for leasing nuclear fuel~/ cited in D.90380 continue to be valid 

and are as follows: 

!::./ 

11 

1 • 

2. 

Leasing nuclear fuel should reduce revenue 
requirements to the extent that an equity 
return component normally associated with 
the ~urchase of capital assets is not 
requlred from the ratepayers. 

The ratepayers will be charged only for 
the fuel they are actually using (burn-up 
plus financing charges) and will be 
charged only when they are using the fuel. 

3. Nuclear fuel leasing provides Edison an 
alternative method of procuring nuclear 
fuel without placing additional pressure 
on its additional capital markets and ~ay 
indirectly result in a reduction of 
traditional financing costs. 

4. For financial reporting purposes, the 
1979 Lease, as amended, will continue 
to be reported as a lease in accordance 
with the Statement of Financial and 
Accounting Standards 13 (FASB '3)~/ 

The Commission has previously recognized certain advantages 
to leasing nuclear fuel in D. 87161 datee October 12, 1977 
in A.57379; D.90380 dated June 5, 1979 in A.58791: and 
Pacific Gas and Electric Company's D.92555 dated Deee=ber 30, 
1980 in A.60046. 

FASB 13 issued in November 1976 defines a lease: itA lease 
is defined as an agree~ent for conveying the right to use 
proper~y, plant or equipmen: (lane and/or a~preciable assets) 
usually for a short perioa of time~ !: inc.udes agreeQenes 
tha~, although no: nOr,Qally defined as leases, :eet the 
above definition, such as a 'heat supply contract' tor 
nuclear fuel." 
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of the Financial Accounting Standards 
Board whieh rep=esents ehe present 
position of the accounting profession 
with regard to the proper accounting 
trea~ene for leases. Edison currently 
discloses its lease commi:oents under 
commi~ents and contingencies footnote 
to its financial statements. 

Edison expects to save 53,444,000 or approxi~ately 7.76% 

of the $44,341 ,000 estimated ownership costs shown below as 

compared to the $40,897,000 estimated leasing costs of nuclear 
. 

fuel. The calculations of the anticipated savings are summarized 

as follows: 
Estimated Costs 

Lease ownershi~ 

Accumulated Fuel Cost - Pre-Reactor $32,581 ,000 $32,256,000 

In Reactor Financing Cost - Rate 
of Return Effect 
Lease a/ - 12.715% 8,316,000 
Ownership ~/ - 18.66% 12,085,000 

Total Revenue Requirement 40,897,000 44,341,000 

Present Worth £/ 26,131,000 28,489,000 

2:./ 

"Eal 

Includes: 4-Year Average ~te 
Commercial paper 12.0~O~ 
Letters of credit .625 
Managemen1: fee .030 

Total 12.715: 

Pre-tax rate of return based on 18.66% return granted to 
Edison. !he Fuel Company would pass to Edison any avail­
able investment tax credits relating to the leased,nuclear 
fuel (D.92549 dated December 30, 1980 in A.59351) • 

Discounted at Edison's authorized rate of return of 11.20% 
assuming a 51-month burn-up for the cost of one hypothetical 
batch .. 
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Edison's le~ter also indica~ed the proposed increase in 

the credit limit from $300,000.000 to $500,000.000 will not 

, 

ma~erially alter the terms and conditions of the lease documen~ 

approved in connection with D.90380. Therefore, the es~imated 

expense saving (discussed in D.90380) of up ~o· 15: over an outright 

purchase of the same nuclear fuel remains unchanged by the proposed 

increase in the credit limit. 

Findings of Fac~ 

1. Edison, a California corpora~ion, operates as a public 

utility under the jurisdiction of ~his Commission. 

• 2. The nuclear fuel lease may permi~ Edison to acquire 

• 

nuclear fuel for its San Onofre facility at significantly less cost 

than would be required for outright purchase of the nuclear fuel. 

3. The lease permits Edison to sell 4.95: of San Onofre 

Generating Station Units 2 and 3 upon Commission approval. 

4. There is no known opposition and no reason to delay 

granting the authority requested. 

Conclusions of Law 

1. A public hearing is not necessary. 

2. The application should be granted to ~he extent set forth 

in the order which follows • 
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ORO E R. _ ..... - - ~ 

IT IS OROEREO tha~: 

i. Southern California Edison Company (Edison), on or after 

the effective date of this order, is authorized a modification of 

0.90380 dated June 5, 1979 in A.58791 C') to continue to lease 

nuclear fuel in accordance with terms and conditions in all 

" 

material respects with those contained in documents attached ~o the 

application as Exhi~it 0 and Exhibit E, as may be amended,' (2) to 

increase ~he credit limits available to the Fuel Company from the 

$300,000,000 up to $500,000,000, and (3) authorize Edison to modify 

• the lease to permit, under the terms of the lease, to sell 4.95%, 

of San Onofre Nuclear Generation Station Units 2 and 3, upon 

Commission approval • 

• 
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2. In all other respects, D.90380 da~ed June 5, 1979 in 

A.58791 shall remain in full force and ef:ec~. 

This order is effective today. 
D= ... C ~I 51981 Da~ed , at San Francisco, california. ----------------

.' . . 


