COM/LYN/t94 7/18/2001

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of Southern California Edison

Company (U 338-E) for Authority to Institute a
Rate Stabilization Plan with a Rate Increase and Application 00-11-038
End of Rate Freeze Tariffs.

Emergency Application of Pacific Gas and
Electric Company (U 39 E) to Adopt a Rate Application 00-11-056
Stabilization Plan.

Petition of The Utility Reform Network for Application 00-10-028
Modification of Resolution E-3527.

ASSIGNED COMMISSIONER'’S RULING REGARDING
THE DRAFT RATE AGREEMENT BETWEEN THE COMMISSION
AND THE CALIFORNIA DEPARTMENT OF WATER RESOURCES

This ruling seeks comment on a draft Rate Agreement between the
California Department of Water Resources (Department) and the Public Utilities
Commission (Commission). The Rate Agreement is appended to this ruling as
Attachment A. This draft Rate Agreement may constitute the agreement
between the Department and the Commission as provided for in § 80110 and
8 80130 of the Water Code.! Once the Rate Agreement is executed, it will have

the effect of an irrevocable financing order.

1 California Water Code § 80110 and § 80130 were enacted as part of Assembly Bill No. 1 from
the First Extraordinary Session (Ch. 4, First Extraordinary Session 2001). The full text of these
code sections is provided in Attachment B.
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As drafted, the Rate Agreement is designed both to “establish a

mechanism to ensure that the bonds will be sold at investment grade ratings and

repaid on a timely basis” (Water Code, § 80130), and to support the power

purchase program of the Department. It is anticipated that the sale of the bonds

will allow the Department to repay the General Fund of the State for monies that

have been expended on power purchases.

A copy of the draft Rate Agreement is attached to this ruling as

Attachment A. This draft Rate Agreement contains a mechanism that will

provide for the payment of revenue to the Department in order to satisfy the

revenue requirements delivered to the Commission from time to time. Several

notable elements of the agreement are:

A “Rate Covenant,” contained in Article V, under which the
Commission would make an enforceable promise to meet the
Department’s revenue requirement.

Two specific mechanisms requiring the Commission to comply
with the Rate Covenant by establishing rates that meet the
Department’s revenue requirements in either 30 or 90 days. The 30-
day mechanism is triggered by the events listed on Exhibit A of the
Rate Agreement.

The definition of the Department’s “Retail Revenue
Requirements,” in Article I, to include both Bond Related Costs and
13 enumerated elements of the Department’s operating expenses,
relating, among other things, to the Department’s power purchase
program, load curtailment programs and operating costs.

Enforcement provisions in Article VI that allow a “Trustee” to
assume the rights of the Department under the Rate Agreement
under certain specified conditions. The draft Rate Agreement allows
the Department, or the Trustee, if necessary, to take legal action to
compel the Commission to meet its obligations.
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= Termination provisions, in Article VII, that provide the Rate
Agreement will terminate at the end of the bond transaction. The
definition of “Bonds” and “Financing Documents™ in Article |
indicate the scope of the transaction.2 Since an interim loan has been
made, the Rate Agreement will go into effect even if no long-term
bonds are issued. Further termination language provides that the
Department will consider altering its programs if certain events
occur so that the Rate Agreement does not become, in and of itself,
an obstacle to changes in the Department’s program or its financing
transactions.

Parties are asked to comment on these and the other provisions of the Rate
Agreement. Because the Commission has discussed the contents of the Rate
Agreement with the Department and is fully aware of the Rate Agreement’s
content and structure, parties need not summarize or describe the Rate
Agreement in their comments. Parties are requested to evaluate the effects of the
Rate Agreement and to indicate what they believe the consequences of the
adoption of the Rate Agreement would be.

A copy of a memorandum outlining the time-frame in which Commission
action must occur if the Department is to sell bonds on schedule is attached as
Attachment C. Under this timetable, the Commission must be in a position to
consider the adoption of a Rate Agreement by the middle of August. In order to
meet this schedule, and to allow parties adequate time to comment on the draft
Rate Agreement prior to the publication of the proposed decision, parties must
file and serve their comments on the draft Rate Agreement no later than
August 1, 2001. When the proposed decision is mailed, it will indicate the time

that parties will have to comment on the proposed decision.

2 The documents supporting this transaction are currently being prepared. The Commission
has not received copies of these documents except for an early draft of the Indenture.
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Due to the compressed comment schedule, parties should serve their
comments via e-mail, in accordance with the protocols previously established in
this proceeding. Parties shall also serve the Chief ALJ, Lynn Carew, by e-mail at
Iltc@cpuc.ca.gov and Geoffrey Dryvynsyde at gbd@cpuc.ca.gov. Hard copies of
all comments must be filed with the Commission’s Docket Office as provided for
in the Commission’s Rules of Practice and Procedure.

The Commission will also consider submissions from non-parties who
have a direct interest in the Rate Agreement. For example, as the Department
will rely on the Rate Agreement as the issuer of bonds, it would be appropriate
to include in the record of this proceeding the Department’s views. Letters from
non-parties received by the Chief ALJ and the Assigned Commissioner on or
before August 1, that have also been transmitted to the service list of this
proceeding following the protocols in the preceding paragraph will be entered
into the formal record of this proceeding.

IT IS RULED that:

1. Parties may file and serve comments by August 1, 2001, regarding the draft
Rate Agreement attached to this ruling.

2. Non-parties with a direct interest in the Rate Agreement may transmit
letters containing their views to the Chief ALJ and the Assigned Commissioner,
with copies transmitted to the service list of this proceeding, by August 1, 2001.
Those letters shall be entered into the record of this proceeding.

Dated July 18, 2001, at San Francisco, California.

Loretta M. Lynch
Assigned Commissioner
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RATE AGREEMENT

RATE AGREEMENT, dated as of August __, 2001 by and between STATE OF
CALIFORNIA DEPARTMENT OF WATER RESOURCES and STATE OF
CALIFORNIA PUBLIC UTILITIESCOMMISSION.

The parties mutually agree as follows:

ARTICLE I
DEFINITIONS

Section1.1  Definitions. Theterms set forth in this Section shall have the
meanings ascribed to them herein for all purposes of this Agreement unless the context clearly
requires otherwise. Words in the singular shall include the plural and words in the plural shall
include the singular where the context so requires.

“Act” shall mean Chapter 4 of the Statutes of 2001 (AB 1 of the First 2001-02
Extraordinary Session) of the State, as amended from time to time.

“Agreament” shall mean this Rate Agreement, as from time to time hereafter
amended or supplemented in accordance with the provisions hereof.

“Bonds’ shal mean State California Department of Water Resources evidences of
indebtedness issued pursuant to Section 80130 of the Act and the Executive Order of the
Governor of the State of California, dated June 18, 2001, in an aggregate principal amount up to
$13,423,000,000; provided, however, that (i) Bonds shall include notes issued in anticipation of
the issuance of bonds and retired from the proceeds of those bonds, but such notes shall not be
counted against said dollar limitation, and (ii) Bonds shall include indebtedness issued to refund
prior Bonds, but such refunding indebtedness shall not be counted against said dollar limitation.

“Bond Related Costs’ shall mean payments of, or deposits or other provision to
be made by the Department under the Financing Documents or the Act for the following:

0] principal of, premium, if any, and interest on Bonds;

(i) payments required to be made under agreements with issuers of credit and
liquidity facilities, including but not limited to, letters of credit, bond insurance, guarantees, debt
service reserve fund surety bonds, lines of credit and standby bond purchase agreements, and
under agreements relating to hedges, including but not limited to, interest rate swaps, caps,
options and forward purchase agreements, and under agreements relating to other financial
instruments entered into in connection with the Bonds;

(iii)  repaymentsto the General Fund of amounts appropriated to the Fund
including interest thereon at the pooled money investment rate;



(iv)  debt service coverage determined in accordance with the Financing
Documents; and

(v) deposits to debt service reserves established under the Financing
Documents.

“Commisgon” shall mean the State of California Public Utilities Commission and
any board, commission, department, corporation, authority or officer succeeding to the functions
thereof, or to whom the powers conferred on the Commission by the Act shall be given by law.

“Department” shall mean the State of California Department of Water Resources
and any board, commission, department, corporation, authority or officer succeeding to the
functions thereof, or to whom the powers conferred on the Department by the Act shall be given
by law.

“Department Charges’ means the charges imposed upon Retail End Use
Customers established by the Commission, in connection with Power made available to Retail End
Use Customers by the Department for Power currently being supplied by the Department or as
otherwise agreed to by the Department and the Commission.

“Department Program” shall mean collectively, Bond Related Costs and
Operating Expenses.

“Eledrical Corporation” shall have the meaning ascribed thereto in Section 218
of the Public Utilities Code, including any successor and assign thereof.

“Financing Documents’ shall mean any resolution, indenture, trust agreement,
loan agreement, revolving credit agreement, reimbursement agreement, standby purchase
agreement or other agreement or instrument adopted or entered into by the Department
authorizing, securing or enhancing the Bonds, as from time to time amended or supplemented in
accordance therewith, copies of which shall be provided to the Commission.

“Fiscal Year” shall mean the fiscal year of the State, which currently commences
on July 1 of each year.

“Fund” shall mean the Department of Water Resources Electric Power Fund
established by the Act.

“Operating Expenses’ shall mean the following costs and expenses of the
Department:

0] costs incurred for the purchase of Power and the delivery of such Power
including, but not limited to, amounts payable under short-term and long term Power Purchase
Contracts, termination and liquidation damage payments thereunder, payments thereunder relating
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to emission costs and emission opportunity costs, amounts payable in respect of balance of month
Power, hour ahead Power and real time balancing Power, including in-market and out of market
purchases, and costs incurred for transmission, distribution, scheduling, dispatch and other
expenses incurred by the Department in connection with the delivery of its Power;

(i) costs incurred for or in connection with fuel to be used in the production of
Power purchased by the Department, whether payable as a charge under a Power Purchase
Contract or a separate contract for the purchase, transportation or storage of fuel for use in the
generation of Power, including but not limited to termination and liquidated damage payments
under fuel purchase agreements, payments under options or other fuel or eectricity instruments,
and payments under financial instruments relating to fuel costs or costs related to fuel costs;

(i)  costsincurred to avoid or minimize the amount of Power required to be
purchased for retail end use customers pursuant to the Act, asfollows: the 20/20 conservation
program, the California Independent System Operator demand relief program and the demand
bidding program jointly developed by the California Independent System Operator, the
Commission and the three investor owned utilities implemented through the filings with the
Commission.

(iv)  payments under any security agreements executed in connection with
Power Purchase Contracts or in connection with contracts for the purchase, transportation and
storage of fuel or any other agreement relating to the purchase of Power;

(v) reasonable administrative, genera and overhead expenses and payments for
employee benefits, including but not limited to paymentsto savings, pension, retirement, health
and hospitalization funds; provided all such expenses and payments shall be as appropriated or
approved by the Legidature;

(vi)  insurance premiums;
(vii)  legal and engineering expenses;
(viii)  expenses for consulting and technical services;

(ix)  charges payable by the Department pursuant to any licenses, orders or
mandates from any agency or regulatory body having lawful jurisdiction;

(x) any taxes, governmental charges, and any other costs and expenses
required to be paid by the Department;

(xi)  expenses, liabilities and compensation of the trustees or other fiduciaries
required to be paid under the Financing Documents or pursuant to the Act, including charges and
expenses payable during the continuance of an event of default thereunder;
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(xii)  costswith complying with any arbitrage restrictions or rebate requirements
relating to the Bonds under Seaion 148of the Internal Revenue Code of 1986as amended, or a
succesr statute, and applicable regulations thereunder;

(xiii) depositsto fund or replenish operating reserves established under the
Financing Documents.

“Power” shall have the meaning ascribed thereto in Sedion 800100f the Act.

“Power Purchase Contract” shall mean those contrads entered by the
Department for the purchase of Power by the Department for sale to Retail End Use Customers
pursuant to the Act and in acerdancewith this Agreement.

“Retail End Use Customer” shall mean ead customer within the Service Areaof
an Eledricd Corporation that has purchased Power from the Department under the Act.

“Retail Revenue Requirements’ shall mean the revenues required to be generated
from the imposition of Department Charges as communicaed by the Department to the
Commisgon from time to time in order to pay Bond Related Costs and Operating Expenses.

“Revenues’ shal mean and include dl revenues, income, charges, recepts, profits
and other moneys or monetary benefits derived by the Department diredly or indiredly from
whatever source & aresult of the purchase, sale, exchange, transfer or other disposition of Power
pursuant to the Act.

“Service Area” shall mean the geographic areain which an Eledrica Corporation
distributes eledricity.

“Servicing Agreanents’ shall mean any agreement between an Eledricd
Corporation and the Department relating to the billi ng, colledion, segregation and enforcement of
Department Charges and the delivery of Power to Retail End Use Customers by the Eledricd
Corporation, as agent of the Department or an order of the Commisson having the dfed of such
an agreament.

“ State” shall mean the State of California.

“Truste€ shall mean any bank or trust company, or the State Treasurer,
appointed as trusteg co-trusteeor collateral agent in connedion with the Bonds or bond related
obligations pursuant to the Financing Documents and its siccessors and assgns.



ARTICLE II
REPRESENTATIONS AND WARRANTIES

Section2.1  Representations and Warranties of Department. The Department
makes the following representations and warranties as the basis for the undertakings on its part
herein contained:

@ It is a department within the Resources Agency of the State, validly
existing under the Constitution and laws of the State, and has full power and authority to execute,
deliver and perform and observe al of the terms and provisions of this Agreement.

(b) The execution, delivery and performance of this Agreement have
been duly authorized by all necessary action on the part of the Department.

Section2.2  Representations and Warranties of Commission. The Commission
makes the following representations and warranties as the basis for the undertakings on its part
herein contained:

@ It isa commission of the State, validly existing under the
Constitution and laws of the State, and has full power and authority to execute, deliver and
perform and observe all of the terms and provisions of this Agreement.

(b) The execution, delivery and performance of this Agreement, have
been duly authorized by all necessary action on the part of the Commission.

ARTICLE III
AGREEMENTS FOR BOND ISSUANCE; ASSIGNMENT

Section3.1  Agreement for Bond Issuance. Subject in all respectsto the
provisions of Articles VI and VIII hereof, the Department and the Commission agree that this
Agreement is executed to facilitate the issuance of Bonds and the execution of additional
agreements by the Department in connection with the Bonds.

Section 3.2  Agreement of State. Asauthorized by Section 80200(e) of the Act,
the Department includes in this Agreement the following pledge of the State:

While any obligations of the Department incurred under the Act remain
outstanding and not fully performed or discharged, the rights, powers, duties and existence of the
Department and the Commission shall not be diminished or impaired in any manner that will affect
adversely the interests and rights of the holders of or parties to such obligations.



Sedion 3.3  No Indebtedness Nothing contained in the Agreement, or in the
Financing Documents or any other document or instrument exeauted and delivered in connedion
with any of them, shall be deamed to creae or constitute adebt or liability of the State or of any
politicd subdivision thereof, or a pledge of the full faith and credit or taxing power of the State or
of any such politicd subdivision.

Sedion 3.4  No Peauniary Liability of Commisgon. Nothing in this Agreement
shall be deamed to crede aty peauniary liability of the Commisson, its officers, diredors,
employees or agents to any person, the sole remedy for any default by the Commisson hereunder
being the exercise of remedies gedficdly afforded hereunder and under the Act.

ARTICLE IV
RETAIL REVENUE REQUIREMENTS; JUST AND REASONABLE COSTS

Sedion4.1 Retail Revenue Requirements. (a) Generaly. The Department
shall, at least annually, and more frequently as deemed reasonably necessary or appropriate by the
Department review, determine and revise its Retall Revenue Requirements. The Commisson
agrees to cooperate with and assst the Department in any such review at the request of the
Department. The Department shall promptly notify the Commisson following any determination
or revision of the Retail Revenue Requirements, including the anount of the Retall Revenue
Requirements required to be wlleded from Retail End Use Customersin ead Service Area If
any such annual or more frequent review indicaes that the Department Charges are, or will be,
insufficient to med the requirements of Sedion 5.1, and the Department so notifies the
Commisgon, the Commisson shall take necessary adion to cure or avoid any such deficiency,
including adjustment of existing, and the cdculation and imposition of additional, Department
Charges within the time frames provided in subsedions (c) and (d) of Sedion 5.1.

(b) Additional Information. In any determination of the Retall Revenue
Requirements, the Department shall include the anount required to be recovered in the gplicable
period and may set forth amounts required to be @lleded duing subsequent periods. The Retail
Revenue Requirements for any period shall take into acmunt any deficiency in amounts recmvered
in ealier periods. The Department’s notification of its Retail Revenue Requirements pursuant to
Sedion 4.1(a) shall also spedfy the anount of Power the Department expeds to deliver to Retail
End Use Customers during the goplicable periods. In addition, the Department’s notification to
the Commisson of the Retall Revenue Requirements gall include astatement containing the
Department’s projedions (with reasonable detail) of the following information for ead month
during the period covered by the Retail Revenue Requirements:

0] the beginning balance of funds on deposit in the Fund;



(i) the amounts necessary to pay or provide for the principal of,
premium, if any, and interest on al Bonds and all other Bond Related Costs under the Financing
Documents as and when the same shall become due;

(i)  the amounts necessary to pay or provide for each Operating
Expense included in the Department Program; and

(iv)  theamount of its Retaill Revenue Requirement for that
month.

The Department shall provide to the Commission when available a copy of any
audit conducted pursuant to Section 80270 of the Act.

Section4.2  Just and Reasonable Costs. The Commission acknowledges
Section 80110 of the Act and agreesto be bound by it. The Department agrees that prior to
including any cost in the Bond Revenue Requirements communicated to the Commission in
accordance with Section 4.1(a), the Department will determine that such cost isjust and
reasonable within the meaning of Section 451 of the California Public Utilities Code.

ARTICLE V
COVENANTS

Section5.1  Rate Covenant.

@ The Commission acknowledges that the Department is entitled
under this Agreement to recover, as a Retail Revenue Requirement, such amounts at such times as
shall be sufficient, together with any moneys and securities on deposit in the Fund, to provide for
payment of the Bond Related Costs and Operating Expenses.

The Commission agrees that it shall accept each determination by the Department
of the Retail Revenue Requirements pursuant to Section 4.1 hereof, absent arithmetic error or the
inclusion of costs and expenses other than Bond Related Costs or Operating Expenses. In the
event that the Commission believes that a Retail Revenue Requirement as submitted to the
Commission contains an error as specified in the preceding sentence it will so advise the
Department and request a correction.

(b) The Commission hereby covenants and agrees to calculate, revise
and impose, from time to time, Department Charges for Power sold by the Department to Retail
End Use Customers sufficient to provide moneys in the amounts and at the times necessary to
satisfy the Retail Revenue Requirements as specified by the Department. Department Charges
shall be established without regard to the levels or amounts of any particular rates or charges
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authorized by the Commisson to be charged by any Eledricd Corporation for power sold by
such Eledricd Corporations.

(© The Commisson agrees that it shall cdculate and impose
Department Charges for Department Power sold, to be sold or deemed to be sold to Retail End
Use Customers no later than 90 days following the delivery to the Commisson by the Department
of a statement of new or revised Retall Revenue Requirements in acardance with this Sedion
5.1, unlessthe Department shall spedfy an ealier date pursuant to sub-sedion (d) below or a
later date for such cdculation and imposition at the time that it shall convey such new or revised
Retall Revenue Requirements to the Commisson.

(d) The Commisson shall cdculate and impose aljusted Department
Charges within 30 days or such longer period as the Department may in its le discretion spedfy,
of recapt of a Department certificate in the form attached hereto as Exhibit A, requesting such
expedited adjustment of Department Charges. |f such adjustment of Department Chargesis
required, in whole or in part, by arevision of the Department’s previoudly applicable Retail
Revenue Requirement, such certificate shall be acompanied by arevised Retaill Revenue
Requirement covering the remainder of the period for which Department Charges were previoudly
adopted. In recognition of the expedited procedure of the Commisgon set forth in this sub-
sedion (d), the Commisson may make such revised Department Charges subjed to adjustment
for rate spreading and impose revised rate spreading within 90 days of the entry of a Commisson
order responding to the Department’ s certificate for such expedited adjustment.

(e As authorized by Sedion 801100f the Act by referenceto
Article 5.5 (commencing with Sedion 840 of Chapter 4 of Part 1 of Division 1 of the California
Public Utilities Code, this Agreament has the force and effed of a“financing order” adopted
thereunder and shall be irrevocable except to the extent amended in acardance with the terms
hereof.

Sedion5.2 Eledricd Corporations.

@ The Commisson hes ordered and agrees, as may be requested from
time to time by the Department, to continue to order all Eledricad Corporations to deliver all
Power made available by the Department to Retail End Use Customers within their respedive
Service Areas. The Department shall at all times maintain ownership of Power purchased by it
until such Power is delivered and sold to such Retall End Use Customers. With resped to the
delivery and sale of such Power, the Eledricd Corporation shall function solely as agent for the
Department, and shall have no ownership interest in the Power purchased and sold by the
Department whatsoever or rightsto or interest in any rates, charges and payments relating
thereto.



(b) The Department has entered into, or has requested, Servicing
Agreeaments with Eledricd Corporations to transmit or provide for the transmisson of, and
distribute the Power and provide hilli ng, colledion, and other related services, as agent of the
Department, on terms and conditions that reasonably compensate the Eledricd Corporations for
their services. The Servicing Agreaments will i nclude the provision by the Eledricd Corporations
of information concerning sales of Power and Power consumption by Retail End Use Customers
by classof service, in such detail asis reasonably requested by the Department to implement the
matters described herein. As permitted by the Act, if an Eledricd Corporation fails to perform
such services as agent of the Department, the Commisgon agrees at the request of the
Department to issue orders and enforce the same or aff ord other appropriate relief to require such
Eledricd Corporation to do so.

(© The Commisson agrees at the request of the Department to issue
rules regulating the enforcement of the @ove-described agency function as described in the Act
and the Servicing Agreaments, including the provision of information to the Department.

All money colleded with resped to any Power aajuired by the Department
pursuant to the Act and the Governor's Emergency Proclamation dated January 17, 2001, and all
money paid dredly or indiredly to or for the acount of the Department with resped to any sale,
exchange, transfer, or disposition of Power aaquired by the Department pursuant to the Act and
the Governor's Emergency Proclamation dated January 17, 2001, shall constitute property of the
Department. To the extent any moneys are recaved by an Eledricad Corporation pursuant to the
Act in the processof colledion, pending their transfer to the Department, such moneys sl be
segregated by the Eledricd Corporation on terms and conditions establi shed by the Department
and shall be held in trust for the benefit of the Department. The Commisson agreesto issue
orders or afford other appropriate relief to enforce the foregoing requirements.

Sedion5.3 Compliancewith Agreanent.

@ The Commisson hereby covenants with the Department that the
Commisgon shall take dl such adions or refrain from taking all such adions, asthe cae may be,
so asto comply with the terms and provisions of the Act and this Agreement.

(b) The Commisson hereby covenants that, so long as any Bonds dhall
be outstanding, it will not take any adion, or fail to take any adion, which, if taken or not taken,
asthe cae may be, would adversely affed the tax-exempt status of the interest payable on Bonds
then outstanding, the interest on which, at the time of issuance thereof, was exempt from Federal
income taxation or not includable in grossincome for purposes of Federal income taxation. In
furtherance of the foregoing, the Commisgon agreesto ad at the diredion of the Department
with resped to those matters within its control that could adversely affed the exclusion of interest
on Bonds from grossincome for purposes of federal income taxation.



Sedion5.4 Liens. Until the Bonds have been paid in full or provision hes been
meade therefor in acerdance with the Financing Documents, the Commisson, to the extent it has
the power to do so, shall not permit to be aeaed any purported lien upon or pledge of the
Department Charges except any lien and pledge thereon creaed by or pursuant to the Act as
seaurity for the enforcement of the Department’s obligations entered into pursuant thereto.

Sedion5.5  Enforcement of Rules and Regulations. In acwrdancewith the
Act, unlessotherwise gpproved by the Department, the Commisson shall enforce and cause the
Eledricd Corporations to enforcethe rules and regulations, as they may be anended from time to
time, providing for discontinuance of or disconnedion from the suppy of Power for nonpayment
of rates or other charges establi shed by the Commisson with resped to Power sold by the
Eledricd Corporation or the Department to Retail End Use Customers.

ARTICLE VI
EVENTS OF DEFAULT AND REMEDIES

Sedion 6.1  Eventsof Default. An“event of default” or a“default” shall mean,
whenever they are used in this Agreament, any one or more of the following events:

@ failure of the Commisson to cdculate and impose Department
Charges in acardance with Sedion 5.1;

(b) failure of the Commisson to observe any other covenant, term or
condition of this Agreement, provided, however, that such failure shall have wntinued for a
period of twenty (20) days after written notice, spedfying such failure and requesting that it be
remedied, is given to the Commisson by the Department, unlessthe Department shall agreein
writing to an extension of such time prior to its expiration, and provided further, that if the failure
stated in the notice cannot be remedied within the goplicable period, the Department shall not
unreasonably withhold its consent to an extension of such time if corredive adion has been
instituted by the Commisgon within such period and is being dli gently pursued.

Sedion 6.2 Remedies. Whenever any event of default shall have occurred and
be continuing, and written notice of the default shall have been given to the Commisson by the
Department and the default shall not have been cured within any period provided therefor, the
Department may take whatever adion at law or in equity may appea necessary or desirable to
enforce performance and observance of any obligation, agreament or covenant of the Commisson
under the Agreement.

Sedion 6.3  Consent to Assgnment. (a) The Commisson consentsto the
collateral assgnment by the Department to the Trusteeidentified in the Financing Documents of
the covenants of the Commisson contained in Sedion 5.1 and 5.2 hereof; provided, however, that
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any rights 9 granted to the Trusteeshall not be greaer than the rights of the Department under
such Sedions of this Agreement, and such right on the part of the Trusteeto enforce such
covenants dal only commence dter the Department has both defaulted under its obligations
contained in the Financing Documents and has failed to enforce such covenants in acmrdance
with the terms of this Agreement. Prior to exercising any rights granted to the Trusteein
acordance with this Sedion 6.3, the Trusteeshall be required to (i) give prior written notice
within the time period required in Sedion 6.3(b) below, (ii) certify to the Commisgon that an
event of default has occurred under the Financing Documents and (iii) comply or cause the
Department to comply with the provisions of this Agreement relating to the Department’ s rights,
duties and obligations hereunder, including, without limitation, the requirement to provide the
documentation spedfied in Sedion 4.1(b) hereof.

(b) In addition to the requirements of Sedion 6.3(a) for exercising its
rights hereunder, the Trusteeshall give the Commisson 30 days prior written notice of the
exercise by the Trusteeof any of the Department’s rights under Sedion 5.1 hereof.

ARTICLE VII
TERMINATION

Sedion7.1 Termination. The Agreement shall terminate, and the wvenants
and other obligations contained in the Agreament shall be discharged and satisfied, when payment
of the Bonds and all other amounts required to be paid by the Department under the Financing
Documents have been made or provided for in accordance with the Financing Documents.

Sedion7.2  Termination of Purchase of Power by the Department.
Circumstances may occur during the term of this Agreement which result in changes to the
Department Program. Eadh party recognizes that these dhanges in circumstances may result in a
reduction of the Retall Revenue Requirements. Any change in the Department Program shall be
expeditioudly refleded in an appropriate aljustment to the Retall Revenue Requirement filed as
set forth in Sedion 4.1 of this Agreament. Certain changes in circumstances as described below
may occur which shall be described as “Transition Events’ for purposes of this sdion.

Legidative Transition Events. Without limiting the generality of the foregoing,
“Trangition Events” may include dhangesin state law which have the dired or indired result of
changing the charader or scope of the Department Program (a“Legidative Transition Event”).
The Department covenants that, upon the occurrence of a Legidative Transition Event, it shall
promptly provide to the Commisson a description of any resulting changes to the Department
Program (including, but not limited to, changesin the cdegories under the terms “Bond Related
Costs’ and “Operating Expenses’ hereunder), as well as file with the Commisson appropriately
adjusted Retail Revenue Requirements pursuant to Sedion 4.1 of this Agreament.
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Residual Net Short Transition Events. A “Transition Event” shall also occur on (i)
the date one hundred twenty (120) days precaling the last date (the “ Sunset Date”) upon which
the Department is permitted to exeaute new agreements for the purchase of Power under the Act
or (ii) the date on which the Department is advised in writing by the Commisgon that (A) an
Eledricd Corporation is then rated at least investment grade by at least two rating agencies, or
the Commisson has determined that an Eledrica Corporation has sufficient financial resourcesto
purchase sufficient power in the market to med the residual net short load (i.e. the portion of the
net short load not provided for by Power Purchase Contradsin effed as of the Transition Date,
as such term is defined below) attributable to Retall End Use Customers within such Eledrica
Corporation's Service Area and (B) either (x) such Eledricd Corporation has advised the
Commisgon in writing (with a copy to the Department) that it is prepared to purchase the residual
net short or (y) the Commisson has entered an order direding such Eledricd Corporation to
purchase such residual net short load, which order has become final. Inthe event the Commisson
delivers the written advicereferred to in clause (i) above (hereinafter referred to asa*” Transition
Notice”), the transition date shall, unlessotherwise agreed by the Department, be one hundred
twenty (120) days (the “Transition Date”) following the date of recept of the written advice
referred to in clause (i) above (the date of recept of such Transition Notice being referred to
herein as the “Transition Notice Date”). The Department covenants that on or prior to the
Trangition Date, it shal provide to the Commisson a description of any resulting changesto the
Department Program to refled the Transition Event, as well as file with the Commisson
appropriately adjusted Retail Revenue Requirements pursuant to Sedion 4.1 of this Agreament.

Prior to the Transition Date, the Commisson and the Department shall, together
with the goplicable Eledricd Corporation, develop atransition plan which shall set forth and
provide for the dfecuation of the purchase of the residual net short load by the goplicable
Eledricd Corporation and shall include & least the following:

@ the sharing of necessary information to permit (i) the gplicable
Eledricd Corporation to purchase the residual net short load for its Service Areaon and after the
Transition Date and (i) the Department to continue to administer existing Power Purchase
Contrads,

(b) identification and provision by the gplicable Eledricd Corporation
of staffing and other resource neals to permit such Eledricd Corporation to resume purchase of
the residual net short load on and after the Transition Date;

(© coordination of adivities and responsibili ties between such
Eledricd Corporation and the Department, as appropriate; and

(d) purchase of the residual net short load by the Eledricad Corporation
on and after the Transition Date.
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Following recapt of the Transition Notice, the Commisgon and the Department
agreethat the Department will not solicit additional contrads for the purchase of Power having a
term longer than one yea which are intended to be the source of Power for retail end use
customers within a Service Areaof such Eledrica Corporation, except to the extent that the
Department determines is necessary to fulfill i ts responsbili ties under the Act, taking into account
the adili ty of the Eledricd Corporation to med the residual net short load in such Eledricd
Corporation’s Service Area

Nothing in this Sedion shall be deamed to (a) affed the aility, right or obligation
of the Department to perform its obligations, or its right to purchase Power, under any
agreements entered into prior to the Transition Date (including agreements in principle the
termination of which may in the judgment of the Department expose the Department to liabili ty)
or itsright, power and obligation to otherwise perform its obligations under the Act, the
Financing Documents and any Power Purchase Contrads, or (b) affed the right, ability or
obligation of the Commisgon to perform its obligations under this Agreement.

Assgnment of Power Purchase Contrads. In addition, if requested by the
Commisgon prior to the Transition Date, subjed to the next succeeling paragraph, the
Department agrees to consider the assgnment of some or all of those Power Purchase Contrads
that may legally be asgned to the goplicable Eledricd Corporation, have aterm longer than one
yea, and are the source of Power being provided to retail end use austomers with in the Service
Areaof the gplicable Eledricd Corporation. To the extent that the transition plan includes the
assgnment of Power Purchase Contrads it shall include a least the following:

(1) thesharing of necessary information with the Commisson
regarding the terms of Power Purchase Contrads proposed to be assgned,
including ecnomic terms and provisions concerning assgnment;

(2) the Department’s using its best effortsto abtain consent for
the assgnment of those Power Purchase Contrads which are not fredy assgnable;

(3) identificaion and provision by the gplicable Eledricd
Corporation of staffing and other resource neals to permit such Eledricd
Corporation to assume such Power Purchase Contrads;

(4) coordination of adivities and sharing of resources and
responsibili ties in connedion with such assgnments between such Eledricd
Corporation and the Department, as appropriate; and

(5) asumption of those Power Purchase
Contradsto be assgned by the Eledricd Corporation on and after
the Transition Date.

Nothing herein shall be deamed to require the Department to assgn any of its
Power Purchase Contradsto the extent that such assgnment would adversely affed the tax
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exemption of the Bonds, impose any material expense on the Department, adversely affect the
rights of any party secured by the Financing Documents, adversely affect the ability of the
Department to recover its existing Retail Revenue Requirements, adversely affect the security for
the Bonds or cause the Department or the State to breach any covenant contained in, or otherwise
be in default under the Financing Documents or any other agreement of the Department entered
into as required by the Act.

Alternative Revenue Stream for Refinancing of Bonds. In the event the
Department determines to pursue a refinancing of the Bonds, the Department agrees that it shall
(i) consult with the Commission on the possibility of substituting the covenants of the
Commission contained in Article 5 of this Agreement with a dedicated revenue stream for the
repayment of the Bonds and if such alternate revenue stream is identified by the Commission,
(ii) determine, in consultation with the Commission, the legality and practicality of such
substitution, and (iii) if determined, in consultation with the Commision, to be legal, practical and
in the public interest, use its best efforts to implement such substitution in a refinancing of the
Bonds.

ARTICLE VIII
AMENDMENTS

Section8.1 Amendmentsto Agreement. No amendment to the Agreement shall
be effective unlessit isin writing, signed by each of the parties hereto.

ARTICLE IX
MISCELLANEOUS

Section9.1  No Waiver. No failureto exercise, and no delay in exercising by
the parties hereto, any right, power or privilege hereunder shall operate as a waiver thereof; nor
shall any single or partial exercise of any right, power or privilege hereunder preclude any other or
further exercise thereof, or the exercise of any right, power or privilege. The rights and remedies
herein provided are cumulative and not exclusive of any rights or remedies provided by law,
including the Act.

Section 9.2  Notices. All notices, requests and other communications under this
Agreement shall be deemed to have been duly given if in writing and delivered personally or by
certified mail (a) to the Department at 1416 9" Street, 11" Floor, Sacramento, California 95814,
attention: Director; (b) to the Commission at 505 Van Ness Avenue, San Francisco, California
94102, attention: Director, Energy Division and General Counsel; or such other address asthe
Department, or the Commission, as the case may be, shall hereafter designate by notice in writing
to the other party.
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Section 9.3  Severability. Inthe event that any one or more of the provisions
contained in the Agreement is or are invalid, irregular or unenforceable in any respect, the validity,
regularity and enforceability of the remaining provisions contained in this Agreement shall bein no
way affected, prejudiced or disturbed thereby.

Section 9.4  Headings. The descriptive headings of the severa articles of the
Agreement are inserted in the Agreement for convenience only and shall not be deemed to affect
the meaning or construction of any of the provisions of the Agreement.

Section9.5  Governing Law. The Agreement shall be governed by, and
construed in accordance with, the Constitution and laws of the State of California.

Section 9.6  Counterparts. This Agreement may be executed in several
counterparts, each of which shall be an original and all of which shall constitute but one and the
same instrument.

Section9.7  Date of Agreement. The date of this Agreement shall be for
identification purposes only. This Agreement shall become effective immediately upon execution
and delivery by the parties hereto.

Section 9.8  Successors.  This agreement shall inure to the benefit of the
parties hereto and their successors as provided by operation of law.

15



IN WITNESS WHEREOF, the Department has caused this Agreement to be executed in its
name by the Director of Water Resources and the Commission by the affirmative vote of the
Commission (Order No. ) has caused this Agreement to be executed in its name by its President,
all as of the date first above written.

STATE OF CALIFORNIA DEPARTMENT OF
WATER RESOURCES

By:

Director of Water Resources

STATE OF CALIFORNIA PUBLIC UTILITIES
COMMISSION

By:

Executive Director
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EXHIBIT A

[Department Certificae for Expedited Adjustment of Department Charges under Sedion 5.1(d)].

The undersigned hereby certifies on behalf of the Department that the condition(s)
chedked below exist(s). All terms defined herein have the meaning set forth in the Indenture.

D

(2)

3

The amount presently held in the Debt Service Reserve Account is less
than the Debt Service Reserve Account Requirement.

The amount presently held in the General Reserve Account establi shed
under the Indenture is lessthan the Minimum General Reserve Account
Baance

Based upon the Department’ s projedion of its revenues and expenses
attached hereto and incorporated herein by his reference, unless
Department Charges are aljusted on an expedited basis as <t forth in
Sedion 5.1 (d) of the Rate Agreament, there is a material risk that during
the period covered by the aurrently applicable Retail Revenue Requirement
(as such Retail Revenue Requirement may have been revised by the
Department in acmrdance with Sedion 4.1 of the Rate Agreament) either
(1) or (2) above will occur or the Department will be in default under a
material financial covenant contained in the Bonds or the Financing
Documents.
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ATTACHMENT B

Water Code Section 80110 (Emphasis Added): The department shall retain

title to all power sold by it to the retail end use customers. The department shall
be entitled to recover, as a revenue requirement, amounts and at the times
necessary to enable it to comply with Section 80134, and shall advise the
commission as the department determines to be appropriate. Such revenue
requirements may also include any advances made to the department hereunder
or hereafter for purposes of this division, or from the Department of Water
Resources Electric Power Fund, and General Fund moneys expended by the
department pursuant to the Governor's Emergency Proclamation dated January
17, 2001. For purposes of this division and except as otherwise provided in this
section, the Public Utility Commission's authority as set forth in Section 451 of
the Public Utilities Code shall apply, except any just and reasonable review
under Section 451 shall be conducted and determined by the department. The
commission may enter into an agreement with the department with respect to charges
under Section 451 for purposes of this division, and that agreement shall have the force
and effect of a financing order adopted in accordance with Article 5.5 (commencing with
Section 840) of Chapter 4 of Part 1 of Division 1 of the Public Utilities Code, as
determined by the commission. In no case shall the commission increase the
electricity charges in effect on the date that the act that adds this section becomes
effective for residential customers for existing baseline quantities or usage by
those customers of up to 130 percent of existing baseline quantities, until such
time as the department has recovered the costs of power it has procured for the
electrical corporation's retail end use customers as provided in this division.
After the passage of such period of time after the effective date of this section as

shall be determined by the commission, the right of retail end use customers
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pursuant to Article 6 (commencing with Section 360) of Chapter 2.3 of Part 1 of
Division 1 of the Public Utilities Code to acquire service from other providers
shall be suspended until the department no longer supplies power hereunder.
The department shall have the same rights with respect to the payment by retail
end use customers for power sold by the department as do providers of power to
such customers. (Emphasis added.)

Water Code Section 80130(Emphasis Added): The department may incur

indebtedness and issue bonds as evidence thereof, provided that bonds may not
be issued in an amount the debt service on which, to the extent payable from the
fund, is expected by the department to exceed the amounts expected to be
available in the fund for their payment. In no event shall the department
authorize the issuance of bonds (excluding notes issued in anticipation of the
issuance of bonds and retired from the proceeds of those bonds) in an aggregate
amount greater than the amount calculated by multiplying by a factor of four the
annual revenues generated by the California Procurement Adjustment, as
determined by the commission pursuant to Section 360.5. In addition, before the
issuance of bonds, the department shall establish a mechanism to ensure that the bonds
will be sold at investment grade ratings and repaid on a timely basis from pledged
revenues. This mechanism may include, but is not limited to, an agreement between the

department and the commission as described in Section 80110.

(END OF ATTACHMENT B)
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TO!

FROM:

DATE:

Loretta Lynch, President
California Public Utilittes Cammiasion

Tim Gage, Director
Department of Finance

Thomas Mannigan, Director
Bepartment of Water Resources

Barbara Lloyd, Deputy Traasurer
State Treasurer's Office

July 2, 2001

Wae write to advise you of our understanding of a revised timetable for certain actions to
be taken by the Public Utilities Commission (PUC) in corinection with the Department of

Water

Rasources (DWR) Power Supply Revenue Bonds.

Over the last few days, the Governor's Qffice, Department of Finance, DWR. State
Treasurer's Office, and PUC have dstermired a new timetable for these actions that will
take advantage of the provisions of SBX1 31, allowing expedited resolution of any

administrative and judicial appeals of relevant PUC sctions.

Under

the revised timetable, we request that the PUC actions requirad to complete the

financing be scheduled for mid-August, immediately after the expeditad appeal and
review provisions take effect. These actions include:

Sewicin§ Agreements and Servicing Order, as applicable to each 10U
Rate Agreement between the PUC and the DWR

Rate Order for DWR '

San Diego Gas & Ejectric Rate Adjustment

Suspension of Retail Choice

By re-scheduling these PUC actions to aceur following the effective date of the new [aw,
the State is better able to resclive in the maost expeditious manner any challenges that
might be flled. The revisad schedule also will permit the PUC to publish its draft

"a
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decisions well in advance of the schedulad actions, thus providing afl interested parties
with ample opportunity for review and cornment, It is our understanding from
conversations with PUC staff and officials that publication of all necessary documents
related to the above actions will occur on or about July 18, 2001. Wa presently are
relying on this publication timetabls in order o prepare materials for delivery to credit

analysts as soon as one week [ater.

As we have discussed, any delays in publication would negatively affect the State's
ability to cbtain timely credit ratings and enhancement for this transaction, Likewise,
any delays in action on these matters would negatively affect the State's ability to
complete marketing and sale of the bonds on a timely basis.

Thank you for your continuad assistance in bringing about g successful sale of the
department’s revenue bonds.

- e
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CERTIFICATE OF SERVICE

| certify that | have by mail, and by electronic mail, to the parties to which
an electronic mail address has been provided, this day served a true copy of the
original attached Assigned Commissioner’s Ruling Regarding the Draft Rate
Agreement Between the Commission and the California Department of Water
Resources on all parties of record in this proceeding or their attorneys of record.

Dated July 18, 2001, at San Francisco, California.

Ke Huang

NOTICE

Parties should notify the Process Office, Public Utilities
Commission, 505 Van Ness Avenue, Room 2000,

San Francisco, CA 94102, of any change of address to
insure that they continue to receive documents. You
must indicate the proceeding number on the service list
on which your name appears.
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The Commission’s policy is to schedule hearings
(meetings, workshops, etc.) in locations that are
accessible to people with disabilities. To verify that a
particular location is accessible, call: Calendar Clerk
(415) 703-1203.

If specialized accommodations for the disabled are
needed, e.g., sign language interpreters, those making
the arrangements must call the Public Advisor at

(415) 703-2074, TTY 1-866-836-7825 or (415) 703-5282 at
least three working days in advance of the event.



