PUBLIC UTILITIES COMNISSION OF THE STATE OF CALIFORNIA

COMNISSION ADVISORY & GCOMPLIANCE DIVISION RESOLUTION E-3048
Accounting and Finance Branch Novémber 25, ;987

RESOLUTION

ORDER AUTHORIZING PACIFIG GAS AND ELECTRIGC CONPANY (PGSE) =~ TO
ENTER INTO A NUGLEAR DECONMISSIONING HNASTER TRUST AGREEMENT FOR
DIABLO CANYON UNITS 1 AND 2 AND FOR HUNBOLDT BAY UNIT 3 NUCLEAR -
GENERATING STATIONS.

(Advice letter 1160-E, filed June 23, 1987).

SUNNARY

1. By Advice Leéetter No. 1160-E, Pacific Gas and Electric
Conpany (PG&E) submitted for Commission approval nuclear
daeconnissioning tax-qualified and non-qualified trust agreements
for Diablo Canyon Nuclear Generating Station Units 1 and 2,
(Diablo) &nd for Humboldt Bay Nuclear Generating Station Unit 3.
These agreements are subaitted pursuant to Ordering Paragraphs 2
and 3 of Decisjon 87-05-062 (the "Decision'") which requires
PGS&E to obtain the Coérrission’s prior spproval to execute these
agreenents. ' '

2. The Commission finds that it is reasonable to establish a
tax-qualified trust wunder 1Internal Revenue Service (IRS5) Code
Section 468A for California jurisdictional revenue reguirenents,
and if necessary and approved by the IRS, another separate trust
for Federal Energy Regulatory Commission jurisdictional revenue
requirerents to decormission these units.

3. The Commission finds that it is reasonable to establish a
non-qualified trust for California jurisdictional revenue
requirements, and if necessary another separate trust for Federal
Energy Regulatory Coammission jurisdictional revenue requireménts
to deconmission these units.

4. PGEL&E also filed master investment advisor agreements with
Advice Letter 1160-E. This master investment advisor agreement
will be authorized by a separate Resolution of this Commission.,
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BACKGROUND

l. The Tax Reform Act of 1984 added Section 468A to the

Internal Revenue Code (I.R.C.), to allow a utility to eleact,
under certain conditions, a current year federal income tax
deduction for those future nuclear power plant decomaissioning
costas that are reflected in the utility’s currently authorized
revenue raequirementsa, One of the conditions is that the
decornmissioning costs be segregated in a truat fund. Iin
California, the major regulated electric utilities were affected
by the statute, including Pacific Gas and Electric Company.

2. The statute was considered in OII 86, an Investigation on
the Connission’as own motion into present and alternative methods.
of financing nuclear facility decomnissioning costs, In this
proceeding, Decision 87-05-062 set forth the costs, revenue
regquirement, and trust issues necessary for the other Celifornia
utilities to quelify revenue collécted to provide for eventual
dacoanissioning of nuclesar power plants, for a current year
federal tax deduction. Diablo revenues were authorized in
Decision 87-03-029 and Humboldt revenues in Resolution E-3041%.

3. The Decision also recognized that, according to the atatute,
truste must be set up to manege the funds until they are actually
spent on decomnissioning. One trust agréeéement can be established
to hold all trust funds, but that trust must separateéely account
for the trust funds pertaining to each nuclear units, and must be
further separated between qualified trust funds and nongqualified.
Trusts in conformity with Section 468A of the statute are
considered "“"qualified trusts".

4. Nonqualified trusts are also established for decormissioning
costs which are collected in rates but which are not eligible
under the tax laws for current tax deductions. These trusts are
established to ensure that those funds will be available at the
tine of plant decomaissioning.
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S. In summary, Decision 87-05-062 found that!

a) Southern California Edison (Edison), San Disgo Gas &
Electric Company (SDG&E) and Pacific Gas and Electric
Company (PG&EY should establish trust fundas fo6r nuclear
decommissjioning costs which qualify for a tax deduction
under I.R.C. Section 468A.

b) Edison, SDG&E and PGS&E should establish trust funds for
nuclear decommissioning costs which do not qualify for
a tax deduction under I,R.C. Section 468A,

c) Tax qualified trust fund investnenta are limited by
Internal Revenue Service (IRS) tak regulation to!

(i) public debt securities of the United States;

(11) obligations of a state or local governnent that
are not in default as to principal or interésts;
and :

(iiidtime or derand deposits in a bank or an insured
federal credit union. -

The tax qualified trust funds may be invested in any of
these permitted investments.

d) Non-tax qualified trust funds may be invested -in any
permitted investment for tax qualified trust funds plus
guaranteed inveatment contracts, high-quality corporate bondas end
equity securities, and other securities guarantéed or secured by
the U.S. government; provided however, that investments in high
quality equity securities shall not exceed 60X of the trust
fund’s fair market value.

e) Because of the lead timse reguired for adeqﬁate
preparation of the IRS filings and the trusts, Decision 87-05-062
was pade effective on the date signed (Hay 29, 1987).
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DISCUSSION

1. By this Advice Letter, PGSE has prepared and subnittéd a
mnaater tax qualified trust agreement for Diablo Canyon units 1
and 2 and for Humboldt Bay Unit 3 in compliance with Decision 87-
05-062, In addition, a non-tax qualifled trust agreement is
provided for these Units to govern that portion 6f the truat
funds for the facilities which do not qualify under I.R.GC.

Section 468A. All truat agreements have been drafted to conform

with the requiréments set forth in Decision 87-05-062 (pages 30-
34). .

2. The Commission Advisory and Compliance Division (CACD),
formerly the Evaluation & Compliance Division, has conducted a
series of meetings with PG&E and other Coammlssion sataff in the
course of ite review of the Advice Létter. 1In thé course of that
review various clarifications, additiéns and deletions were
discussed for inclusion in the final adopted draft documents to
be attached to this Resolution. PG&E waa a full participant 1in
the process and provided coémments, responses to inquiries and
proposed further draft lsnguage for use in the truat agreenentsa.

3. The Staff proposed alteration to the composition and the
reporting requirementas of the Committees which govern the
conduct of the Trusts, the actions of the Truatees and thé actions
of the Investment Manager(s). PG&E has agreed to the changes and
additions. The changes primarily include the addition of
*outside'" members to the Commjittee who are not Directors,
officers, employees or agents of PG&E. The staff beéelieves that
this will ensure compliance with the Public Utjility Code Sections .
1363, 1365(c), 1367, 1368, and 1369 and in particular to ensaure
that the Truats are "“externally managed, segregated fund(a)".
The Commission will exercise confirmation suthority over the
‘"outaide' Cormjittee Nenbers. The rembera of the Cormnittee will
serve S-year terms and may be removed by the majority vote of the
Comnisasion for reasonable cause.
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9, PGLE believes that because the Trust authorized by this
resolution contains specific California ratemaking requireaents
and other apecific California astatutory requirements, and- because
it requires extensive review and appréval by the Commission, that
it would be 4impractical to apply this trust ¢to FERC
jurtisdictional decommisaloning expenses. The Internal Ravenue
Code only authorizes one tax-qualified trust for each "nuclear
power plant, If another trust is necessary for FERC
jurisdictional decoanissfoning éxpenses it would require "IRS
approval. The staff believes that PGSE should seek such approval
but should not take any action that would endanger the tax-
qualified status of the California Commission jurisdictional
trust. The California jurisdictional portion of these unita is
the primary concern of this Commission.

S. The outeide members of the Committee must be selected by
PGS&E and their names submitted to the Commission for
confirmation. Because of the time cédnstraints applicable to that
process and the need for PG&E to proceed with the Trust, the
staff believes PGSE should be allowéed to operate the Trust with a
Comamittee composed entirely of internal PG&E members, pursuant to
section 3.01 of the Haster Trust Agreement, until outside members
of the Committee have been confirmed by the Conniasion. PG&E
should subrit the nominees within 90 days of the. eéffective date
of this resolution and when a coamplete subrittal has been made,.
the 60-day period for Commission review set forth in the attached
trust agreement should comaence. ,

6. The fees to be charged by PG&E’s chosen trustee, Hsrris
Trust and Savings Bank appear to be reasonable when compared with
the fee levels summarized in Decision 87-05-062 (pp. 2 & 3
mnimeo). PG&E believes these fees are fair, reasonable and
connenaurate with the services to be provided.

7. The staff of the Commission Advisory and Conplihnce Division
has reviewed this filing and finds the modified agreements to be
in confornance with the requireamenta of Decision 87-05-062,

8. The Commission astaff has received no protestsas in this natter,
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. In accordance with Section 11X, Paragraph G of General Order
396-A, PGS&E has mailed a copy of only the advice letter (without
the attached truat fund agreements) to the utilities and
interested parties shown on its regular advice 1letter mailing
liat and on the service lists in the Dieblo Canyon and Humboldt
caseaes,

FINDINGS

1. We find that the nuclear decomnissioning trust agreements
for Diablo Canyon Units 1 and 2 and for Humboldt Bay Unit 3
applicable to these trust funds, as modified by Pacific Gas and
Electric Company and the Commission Advisory and Compliance
Pivision, as attached to the Resolution, are reasonable,

2. PG&E should do nothing which:endangers or invalidates
California jurisdictional trust.

3. We further find that these aodified agreements are in
conplisnce with Decision 87-05-062; therefore,

IT IS ORDERED that:

i. Pacific Gas and Electric Company is authorized
to place into effact the modified nuclear:
decoamissioning trust agreementa for Disblo Canyon
Units 1 and 2 and Humboldt Bay Unit 3 in the form
that are attached hereto.

2. All subsequent proposed trust agreements, if any,
shall also require Commission approval.

3. The Trust Connittee nay operate on an interim
basis with all PG&E members until the Commnission
confirma PGL&E’s nominees for outside members of
the Trust Coanmittee.
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PGLE shall subait the nanea of their. nominees
for outside members of the Trust Coamittee within
S0 days of the effective date of this resolution.

The trust established by and for the California
juriadiction shall nét be used in any way to
accrue, manage or dispose of decommissioning funds
for PG&E’as FERC Jurisdictional share of
decoarnissioning resvenue reguirement.

Advice Letter No. 1160-E shall be marked to show
that it was approved by Résolution No. E-3048
with the trust agreeménta modified to the forn
attached hereto,

The Executive Director is authorized to sign the
trust agreement on behalf o6f the Commiassion.

After the trust agreements are executed by all
parties, the Chief Administrative Law Judge or her
designate shall be the contact perason for all
matters regarding thée trust and ancillary
agreements.,

9. This Resolution is effective today.

I certify that this Resolution was adopted by the Public
Utilities Connjasion at its regular meeting on Novénber. 25, 1987{
The following Coamissioners approved it! .

STANLEY W. HULET?
President
DONALD VIAL
FREDERICK . DUDA
G. MITCHELL WILK
JOHN B OHANIAN
Comniissionerg
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STATE OF CALFORNIA GEORGE DEVKMERAN, Gevemat

PUBLIC UTILITIES COMMISSION

138 VAR NESS AVERLE
SAN FRANCISCO. CA #4102

Decemder 3, 1987

Pacific Gas & Electric Conmpany
77 Beale Street
San Franclsco, Califorania,

Attention: Gordon R, Saith
Vice President - Finance and Treasurer

Subject: Correction of Typographical Error Resolution B-3048
Nuclear Decommissfioning Trust Fund,.

Gentlemen:

The Ordering Paragraph Nunmber 4 of Resolution E-3048 dated
November 25, 1987 for Advice Letter 1160-E incorrectly states
that Pacific Gas and Rlectric Company has 30 days to subnmit
nominees for its decommissioning trust fund Committee, The clear
fntent of the Comnission was to asllovw 90 days as shown in
- paragraph 5 of page 5.

The related Resolutions for San Diego Gas and EBlectric Company
and the Southern California Edison Company, E-3060 and E-3057
respectively, both dated November 25, 1987 clearly demonstrate
this intent by including 90 days in both the discussion and
ordering paragraphs. :

Ordering Paragraph Number 4 of Resolution E-3048 should read:

"4, PG&E shall submit the names of their nominees for outside
members of the Trust Committee within 90 days of
the effective date of this resolution.”

This correction is made in accordance with the authority granted
in Resolution Number A-4661 dated March 9, 1977 which authorizes
the Executive Director to correct typographical and clerical
errors, and other obvious, fnadvertant errors and omissions in
Commlssion Orders.

We apologlize for any inconvenience. A corrected copy of
Resolution E-3048 is enclosed for jyour records.

”(%W//MM

Victor Weisser
Executive Director

Attachment
cc Distribution List Advice Letter 1160-E.







PUBLIC UTILITIES CONNISSION OF THE STATE 0? CALIFORNIA

CONNISSION ADVISORY & CONPLIANCE DIVISION RESOLUTION 8-3243
Accounting and Finance Branch November 25,

RESOLVUTTIOQN

ORDER AUTHORIZING PACIFIC GAS AND ELECTRIC GCONPARY (PGSE) TO
ENTER INTO A NUCLEAR DECONMISSIONING MASTER TBUST AGREEMENT FOR
DIABLO CANYON UNITS 1 AND 2 AND FOR HUHBOLDT .EAY UNIT 3 NUCLEAR
GENERATING STATIONS. (//

987)

/

(Advice letter 1160-E, filed June 23, 1

SUNMARY

1. By Advice Letter No. 1160/E, Pacific Gas and Electric
Company (PG&LE) submnitted fo Commiasion approéoval nuclear
decomrnissioning tax~qua11f1ed nd non-qualified truat agreements
for Diablo Canyon Nuclear eratiﬁg Station Unita 1 and 2,
(Diablo) and for Humboldt B Nuclesr Generating Station Unit 3.
Theae agreementa ara aubai ed pursuant to Ordering Paragraphs 2
and 3 of Decision 87- 03{%62 (the "Decision") which requires
PG&E to obtain the Commission’s prior approval to execute these
agreenents.,

2. The Commission Ainds that it is reasonable to establish a
tax~qualified trust/under Internal Revenue Service (IRS) Code
Section 468A for CAlifornia juriasdictional revenue requireaments,
and if neceasary gnd approved by the IRS, another separate trust
for Federal Enerdy Regulatory Cosmission jurisdictionasl revenue
reguiremnents to/decommisasion these units.

3. The Comgission finds that it is reasonsble to aatablish a
non-qualifigd trust for California juriadictional revenue
requirenentd, and 1f necessary another separate truat for Federal
Energy Reg latory Commission jurisdictional revenue requirements
to deCj;?)ssion these units.

4. &E also filed master investment advisor agreements with
Advice /Letter 1160-E. This master inveatment advisor agreement
wil} be authorized by a separate Resolution of this Commission.
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BACKGROUND

1, The Tax Refora Act of 1984 added Section 468A to~ the
Internal Réevenue Code (I.R.C.), to allow a utility to-slect,
under certain conditiona, a current yesr federal ncone tax
deduction for those future nuclear powér plant degomnissioning
costa that are reflected in the utility’s currentiy authorized
revenue requiremsnts. One of the conditions ia that the
decornissioning costs be segregated in a truat fund. In
California, the major regulated electric uti)ities were affected
by the atatute, including Pacific Gas an:/g}ectric Company.

2. The statute was considered in 0I1l/86, an Investigation on

the Commiasion’a own motion into present and alternative aaethods

of financing nuclear facility deconfkissioning costs. In this

proceeding, Decision 87-05-062 2#% forth the costs, revenue

requirement, and trust iesues necgSsary for the other California

utilities to qualify revenue ?8 lected to provide for aventual
e

decommnissioning of nuclear p r plants, for a current yéar

federal tax deduction. Di lo revenues were - -authorizeéed in
Decision 87-03-029 and Hua:;}dt ravenuaea in Resolution E-3041.

3. The Decision also recggnized that, according to the statute,
trusts musat be set up to kanage the funds until they are actually
apent on deconmissioningf{ One truast agreeaent can be éatablished
to hold all trusast fundd, but that trust must separately account
for the trust funds p ftaining to each nuclear units, and must be
further separated bez een qualified trust funda and nonqualified.
Trusts in conforn} y with Section 468A of the atatute sare
considered “quali;}ed trusta®.

costa which are/ colléected in rates but which are not eligible.
under the tax lawa for current tax deductionas. These truats are
established to’ensure that thoase funds will be availsble at the
tine of plant/decomnissioning. '

4. Nonqualifij7 trusts are also eatablished for decoamissioning




Resolution E<3048
Novesbor 2%, 1987
Page 3

5. In aumpary, Declesidén 87-05-062 found that!

a) Southern California Edison (Ediaon), San Diego Gas ‘&
Elactric Company (SDG&E) and Pacific Gas and Electric
Company (PG&E) should eatablish truat fundas for- nuclear
decomrmiasioning coata which qualify for s tax~-deduction
under I.R.C. Section 468A.

b) Edison, SDG&E and PGSE should establysh trust funds for
nuclear deconmiasioning coata which d not qualify for
a tax deduction under I.,R.C. Section 468A.

?) Tax qualified truakt fund invehktmenta ara liatlted by
Internal Revenue Service (IRS) tax rjgy ation teo:

(1) public debt securitigh of the United States;
(1i) obligations of a atdte or local governméent that
are  not in déf;;} as to princlipal or interests;

and : .
(iiidtime or demand ,deposits in a bank or an insured
federal credit/ union.

The tax qualified trust funda may be inveated in any of
these pernitt;} invastments.

d) Non-tax qua} fied trust funds may be inveated in any
permitted investment for tax qualified trust funds plus:
guaranteed inveatnen} contracts, high-quality corporate bondas and
equity securities, and other securities guaranteed or secured by
the U.S. governme {; provided however, that investmentas in high
quality equity curities shall noét exceed 60X o6f the trust
fund’s falir aar;Lt value.

ey Becaggi of the lead time required for adequate
preparation of'the IRS filings and ths trustse, Decision 87-05-062
was nade effective on the date signed (May 29, 1987). -
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DISCUSSION

1. B8y this Advice Letter, PGS&E has prepsred and subpitted a
master tax qualified truat agreement for Diablo Canyon units 1
and 2 and for Humboldt Bay Unit 3 in coapliance with Deciaion 87-
05-062, In addition, a non-tax qualified trust agreehent is
provided for these Units to govern that portion of fhe trust
funds for the facilities which do not qualify uﬂéer I.R.C,
Section 468A. All trust agréements have been dra;ted to confornm
with the requiremsnta aset forth in Deciaion 87-05-9062 (pagea 30-
34>,

2. The Commisasion Advisory and Complisfce Divieion (CACD),
formerly the Evaluation & Coaplianca bDiy{sion, has conducted a
series of meetings with PG&E and othes/%onniasion ataff in the

course of its review of the Advice Lattér. 1In the course of that
review various clarifications, additions and deletions were
diascussed for inclusion in the fln} adopted draft documents to -
be attached to this Resolution. PG&E waa a full participant in
the process and provided conlepts, responses to inquiries and
proposed further draft.langu:g; for use in the truat agreements.

3. The Staff proposed altération to the composition and the
reporting requirementa of/the Committees which govern the
conduct of the Trusts, the Actions of the Trustee and the actions
of the Inveatnent Nanagerf{s). PG&E has agreed to the changea and
additions. The changegs primarily fnclude the addition of
*‘outaide'" members- tg/fhe Committee who are not Directors,
officers, employaes ox: agents of PG&E. The staff believes that
this will ensaure co:pliance with the Public Utility Code Sections
1363, 1365(c), 1367,/1368, and 1369 and in particular to énsure
that the Trusta ar% “"externally mranaged, segréegatéed fundd(s)".

The Commisajion 211 exercise confirmation authority over theé
“"outside'" Coamittée Membera, The membera of the Comamittee will
serve S-year terns and may be removed by the majority vote of the

/
Conmission for reasonable cause.
;
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4. PGSE believes that because the Trust authorized by this

resolution contains specific California ratemaking raquirements

and other specific California statutory requirements, and because

it requires extensive review and approval by the Commiasion, that

it would be impractical to apply this trust to FERC

jurisdictional decommissioning expenses. The Internal .  Revenue -
Code only authorizes one tax-qualified trust for each nuclear

power plant. If another trust 1is necessayy for FERC

juriadictional decommisaioning expenses it would require IRS

approval. The staff believes that PG&E should gek such approval -
but should not take any action that would /;ndanger the tax- -
qualified status of the California Commigfion jurisdictional -
truat. The California jurjadictional portion of these units is
the primary concern of this'Connissioi;///

S. The outside members of the Copfiittee must be selected by
PG&E and their names submittsg to the Commisaion  for
confirnpation. Becsuse of the ti-e/bonatrainta applicable to that
process and the nesd for PGS&E o proceed with the Trust, the
staff believes PGSE should be aI{;ued to operate the Truast with a
Committee composed antirely of/internal PGE&E members, pursuant to
section 3.01 of the Haster t} st Agreement, until dutside reabers
of the Committee have been” confirmed by the Commiasion. PG&E
should submit the nomineeg’ within 90 days of the effective date
of this resolution and when a coéomplaete submittal has bsen nade,
the 60-day period for Commission review set forth in the attached
truat agreement should/commence.

6. The fees to be charged by PG&E’s chosen trustee, Harris
Trust and Savings B BAnk appear to be reasonable when conpared with
the fee levels s(immarized in Daciaion 87-05-062 (pp. 2 & 3
nimeo). PG&E believes these fees ara fair, réasonable and
conmenaurate with the services to be provided.

7. The stafflof the Commission Advisory and Compliance Division
has reviewed,/this filing and finds the modified agreements to be
in confornapbe with the raequirements of Decision 87-05-062.

8. The Commiassion staff has received no protests in this matter.
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rd
9. In accordsnce with Section 111, Paragraph G‘pf/General Order
96-A, PG&E has mailed a copy of only the advicejletter (without
the attached trust fund agreements) to the utilities and
interested parties shown on its regular adivice 1letter mailing
liat and on the service liate in the Dia;}é Canyon and Huaboldt

cases.,
.

FINDINGS

1. We find that the nuclear commissioning trust agreements
for Diablo Canyon Units 1 and/2 and for Humboldt Bay Unit 3
applicable to these trust fundg£, as modified by Pacific Gas and
Electric Company and the Copmisasion Advisory. and Compliance
Diviaion, as attached to the,Resolution, are reaszonable.

2. PG&E should do notling which endangers or invalidates
California jurisdictional/trust. ’

3. We further find ,that these nodified agreements are in
conpliasnce with Decisign 87-05-062; therafore,

IT IS ORDERED that:

1. Pacjfic Gas and Electric Coapany is authorized
tZ place iInto effect the modified nucléar
décomnisasioning trust agreements for Diablo Canyon
VYnits 1 and 2 and Humboldt Bay Unit 3 in the fora
&hat are attached hereto.

2. fAll subsequent proposad trust agreements, if any,
shall also require Conmission approval.

3/' The Trust Coanittge may operate on an interina
basis with all PG&E membteras until the Commission
confirms PGSE’s nominges for oéutside members of
the Trust Conmmittee.
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PGSE shall subait the names of their norinegs
for outside members of the Truat Committee within
30 days of the effective date of this reaéxp ion.

The trust established by and for th 6ﬁllf0rnla
juriasdiction shall not be used 12/{hy way to
accrue, mnanage or dispose of decommidsioning funds
for PG&E’s FERC juriesdictiondl share of
decommissioning ravenua réqui;;y t. '

Advice Letter No. 1160-E sh€ll be marked to show
that it was approved by R; olution No. E-3048

with the truat agreementg” modified to the form
attached hereto.

The ExXecutive Director/ is authorized to sign the
trust agreement on bghalf of the Conniasion.
j

After the trust agreoments are exacuted by sll
parties, the Chlgf Administrative Law Judge or her
desjignate shal)’ be the contact person for alli

natters regarXding the trust and ancillary
agreenents. )

9. This Resolution is éffective today.

I certify that this Fesolutlon was adopted by the Public
Utilities Commigsion at/ ita regular meeting on Noveamber 25, 1987,
The following Co:-le;}oners approved it! ’

STANLEY W. HULETY/
Prestdent

DONALD VIAL 7 4/ . ;
FREDEBICK R DUDA : Zﬁ
. MITCHELL WILK . % /;
JOHN B, OHANIAN SN
Gommssioners Executive Director

/

¥




