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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of PACIFIC GAS AND
ELECTRIC COMPANY (i) (a) to issue,
sell and deliver one or more series

of its First and Refunding Mortgage
Bonds, debentures, promissory notes
and/or other evidences of indebted-
ness in connection with domestic or
Euromarket offerings: to guarantee the
obligations of others in respect of
the issuance of securities, the total
aggregate principal amount of =uch
issuances and guarantees not to excead
$1,000,000,000; to issue shares of its
Common Stock upon conversion of con-
vertible debt securities or the exer-
Cise of equity warrants: and for an
exemption from the Competitive Bidding
Rule: and (b) for an order modifying
Decision No. 87-03-069 dated March 25,
1887, authorizing it to issue debt
securities in an aggregate principal
amount of $1,000,000,000; (i1i) for an
order authorizing it to execute and
deliver a Fourteenth Supplemental
Indenture; and (iii) to issue one or
more series of its preforred stock
with an aggregate par value not ex-
ceeding $200,000,000.

Application 87-10-~010
(Filed October 13, 1987)
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Summaxy of Decision

This decision grants Pacific Gas and Electrie Company

(PG&E) the authority requested id the application.

PGLE seeks authority, under Public Utilities (PU) Code
Sections 816 through 830 and 851, for the following:

1. a. To issue and sell, in one or more series,
PG&E’'s Tirst and Refunding Mortgage Bonds
(Bonds), debentures, convertible debentures,
debentures with warrants, promissory notes
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and/or other evidences of indebtedness (to be
collectively referred to as Debt Securities)
and/or '

To unconditionally guarantee, or otherwise
secure, the obligations issued by, or on be-
half of, the =tate of California or any poli-
tical subdivision (to be collectively referred
to as the Authorities or individually as the
Authority), including but not limited to the
California Pollution Control Financing Authority
and the California Alternative Energy Source
Financing Authority, the proceeds of which are
to be used to finance air and water rollution
control facilities, sewage systems, solid waste
disposal facilities, alternative energy facili-
ties, facilities for the furnishing of local
electric energy and gas, any other facilities
Qualifying for tax~exempt financing under the
Internal Revenue Code, or any combination there-

of (to be collectively referred to as the Quali-
fied Facilities),.

The total aggregate Principal amount of theSe issues
and/or guarantees shall not exceed the aggregate
principal amount of $1,000,000,000;

To sell this proposed issue or issues of Debt
Securities under the Commission’s Competitive Bid-
ding Rule as set forth in Decision (D.)38614 dated
January 15, 1946 in Case 4761, as amended by
D.49941, D.75556 and D.81908 with certain
modifications;

To issue shares of PG&E’s common stock

a. In exchange for and upon retiremeat of the
Debt Securities, or

In exchange for equity warrants upon exercise
of these warrants as may be required from
time €0 time;

To be relieved of the necessity of complying with
the Commission's General Order Series 24 for the
issuance of Medium Term Notes;
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To exocute and deliver a Fourteenth Supplemental
Indenture;

To issue and sell, in one or more series, PG&E’s
Preferred stock in publiec offerings, or private
Placements, having an aggregate par vaiue not ex-

ceeding $200,000,000 (to be referred to collectively
as Preferred Stock);

To use the net proceeds (exclusive of acerued
interest) for the purposes set forth in the
application; and

To use any accrued interest received in connection
with the issue or issues of Debt Securities for
general corporate purposes.

A more complete statement of the authorization sought by
PGRE is set forth in the application and summarized below.

Notice of the filing of the application appeared on the

Commis=ion’s Daily calendar of October 16, 1987. No protests have

been received.

PG&E, a California corporation, operates as a public
utility subject to the Jjurisdiction of this Commission. PGEE
generates, purchases, transmits and sells eléctricity and pur-
chases, transports, distridutes and sells natural gas to 47
counties in Central and Noxthern California. The company also
provides a small amount of incidental water and steam sexrvices.

For the 12 months ended June;SO. 1987, PG&E roportéd it
generated total utility obcrating revenues of $7,462,871,000 and
net income of $870,657,000 as shown in it; Income Statement shown

as part of Exhibit A attached to the application.
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Also shown as part of Exhibit A is PG&E’ s Balance Sheet

as of June 30, 1987 summarized as follows.
Aszets Amount,

Net Utility Plant $16,065,574,000
Gas Stored Underground -

Noncurrent 44,041,000
QOther Property and Investments : - 737,682,000
Current and Accrued Assets 2,423,673,000
Deferred Debts :

Total $21,118,557,000

Common Equity : $ 7,087,417,000
Preferred Stock 1,360,480,000
Long~Term Debt 7,776,337,000
Other Noncurrent Liabilities 467,622,000
Current and Accrued Liabilities 1,669,668,000
Deferred Credits

Total $21,118,557,000
As of June 30, 1987, PG&E’s comstruction expenditures

unreimbursed from the sale of securities amounted to $7,733,673,000
as shown in Appendix B attached to the application.
Consyruction Budgets
PGLE’s construction budgets for the years 1987, 1988
and 1989 amount to about $4,205,000,000 estimated as of

September 22, 1987. Major classifications of the total budgeted

construction are summarized as follows:
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(In Thousands)

Electric Department $1,095,000 $ 976,800 $ 820,000
Gas Department 290,000 255,000 215,000
Other Common Plant —220,.000 190,000 165.000
Total $1,605,000 $1,421,800 $1,200,000
The Commission Advisory and Compliance Division (CACD)
has reviewed PG&E’s construction budgets for calendar years 1987,
1988 and 1989 and has concluded that PG&E’s proposed sale of
securities, as roquested in the application, is necessary to
partially reimburse PGLE’s treasury for capital additions and
improvements or to fund the planned construction. However, PGLE

is placed on notice, by this decision, that the Commiszssicn does

not find that PGXE’s construction program is necessary, or reason-

able, for ratemaking purposes. These are issues aormally tested

in general rate or rate base offset proceedings.
- - -
PG&E’s cash requirements for calendar yesrs 1988 and

1989, estimated as of August, 1987 is summarized as follows:
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Funds used/or Required for
Construction Expenditures
(Exeluding AFUDC)

Maturities and Redemption of
Long-Term Debt, Including
Sinking Fund Requirements
and Preferred Stock

Short-Term Debt Outstanding
as of Beginning of Year

Subtotals

Less: Estimated Cash Available
£rom Internal Sources

Additional New Funds Required
from Qutside Sources

1388

$1,421,800,000

1,278,500,000

—83.000.,000
$2,792,300,000

1.200.,300.,000

$1.692,000,000

$1,200,000,000

184,000,000

—.000,000

—914.000.000

$ 472,000,000
The CACD has analyzed PG&E’'s cash requirements forecasts

shown above and as indicated by the utility in its supplemental data
sheets presented to the Commission and has concluded that internally
generated funds will provide about 39.4% of the 1988‘ca=h require=-
ments, or $1,100,300,000, and about 65.9% of the 1989 cash require-

ments, or $914,000,000. The CACD concludes that PGLE’s proposed sale

of securities, as requested in the application, is necessary to help

meet forecasted cash requirements. PG&E will need additional cash

|
!

from outside sources of $1,692,000,000 in 1988 and $472,000,000 in 1989.
PGLE’s capital ratios as of June 30, 1987 are shown

below as recorded and as adjusted to give pro forma effect to the

transactions that follow:
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June 30, 1987

Long-Term Debt 46.3%
Shoxrt-Term Debdbt —2.8

Total Debt 49.1

Preferred Stock 8.2 6.9
Common Equity 22,7

Total 100.0% 100.0%

Debs

1.

Credit Facilities up to $1,000,000,000
aggregate principal amount (authorized by
D.86-08-051 dated August 18, 1986 in
Application (A.)86-05-012). (Standby
lines of credit with banks in the amount
of $650,000,000 have been executed but no
borrowings have been made):

The proposed remaining issuance of long-
term debt obligations from PGLE to the
State of California, Department of Water
Resources in an aggregate principal amount
of $100,088,827 (authorized in the amount
of $73,500,000 by D.82-10~008 dated
December 1, 1982 in A.82-10-55 and as
increased to $136,000,000 in D.86-08-024
dated August 6, 1986);

The proposed remaining issuance of up to
$586,350,000 aggregate Principal amount of
Debt Securities (authorized by D.87-03-069
dated March 25, 1987 in A.86-12-066):

The retirement at maturity of $29,373,000
aggregate principal amount of outstanding
First and Refunding Mortgage Bonds during
the remainder of 1987 and the year 1988;

The redemption of (a) $101,300,000 aggre-
gate principal amount to meet sinking fund
requirements and (b) $248,595,000 aggregate
principzl amount for other purposes, in the
remainder of 1987 and the year 1988);
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The redemption of $198,980,000 aggregate
principal amount of the following securi~
ties: (a) First and Refunding Moxrtgage
Bonds, Series 82A and 82B, on July 1, 1987,
(authorized by D.93738 dated November 13,
1981 in A.60927 and D.82-05-003 dated May 4,
1982 in A.82-03-33; (b) Pollution Con-
trol Bonds, Series 324, on July 1, 1987
(authorized by D.82-03~004 dated May 4,
1982 in A.82-03~55) and (¢) the 14.75%
guaranteed debentures on August 15, 1987
(authorized by D.82-05-079 dated May 18,
1982 in A.82-03-34);

The issuance of $250,000,000 aggregate
principal amount of First and Refunding
Mortgage Bonds, Series 87C, on July 16,
1987 (authorized by D.87-03-069 dated
March 25, 1987 in A.86-12-066):

The issuance of the maximum amount of
short-term Debt Securities (authorized by
D.93788 dated December 1, 1981 in A.60949

and in D.87-09-056 dated September 23, 1987
in A.87-08-008) for a total of $1,839,198,919
aggregate principal amount;

The proposed issuance of up to
$1,000,000,000 aggregate principal amount
of Debt Securities requested in ‘the
application.

Exeferred Stock

10.

The proposed issuance of Preferred Stock
with an aggregate par value not exceeding
$75,000,000 (authorized by D.84-07-116
dated July 18, 1984 in A.84~04~116);

The sinking fund requirements totaling
$30,000,000 aggregate par value in the
romainder of 1987 and the year 1988):

The redemption of $140,785,000 aggregate
par value of (a) 12.80% Redeemable First
Preferred Stock on July 31, 1987
(authorized by D.91982 dated July 2, 1980
in A.59678) and (b) 14.75% Redeemable $100
First Preferred Stock on August 1, 1987

-8-
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(autheozized by D.82-05-080 dated May 18,
1982 in A.82-03-036):

The proposed issuance of.Preferred Stock
with an aggregate par value not exceeding
$200,000,000 requested in the application.

Common Stock

14. The issuance of 9,447,900 shares of common
stock remaining in comnection with the
existing Shelf Registration Program having
estimated proceeds of $183,053,063 using a
stock price of $19.375 (authorized by
by D.85-08-098 dated August 21, 1985 in
A.85-06-043);

The issuance of 10,243,789 shares of common
stock remaining in connection with the Savings
Fund Plan having estimated proceeds of
$198,473,412 using a stock price of $19.375
(authorized by D.84-09~002 dated Septembder 6,
1984 in A.84-07-044 and D.87-02-021 dated
February 11,1987 in A.86-12-067);

The issuance of 23,375,152 shares of common
stock remaining in connection with the
Dividend Reinvestment and Common Stoek
Purchase Plan having estimated proceeds of
$452,893,570 using a stock price of $19.375
(authorized by D.85-02-034 dated February 6,
1985 in A.84-11-045 and D.87-08-035 dated
August 26, 1987 in A.87-07-065); and

The issuance of 1,500,000 shares of common

stock in connection with the Stock Option

Plan having estimated proceeds of

$29.062,500 using a stock price of $19.375

(authorized by D.86-10-043 dated October 16,

1986 in A.86-08-001). N

The pro forma‘capitalization ratios, set forth above, do

not include any future adjustments to retained earnings. Also,
PGLE has stated that the maximum smount of short-torﬁ'Ddbt Securi-

. ties authorized by statute and Commission decision is unlikely to

-9-
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be outstanding for any long period of time bofére being refinanced
by other securities, which are listed in the rPro forma capitaliza-
tion ratios. In addition, due to.the uncertain timing of the
issuances of the debt, Preferred Stock and common stock previously
authorized, and the future economic feasibility of redeeming, or

refunding, of PG&E’s debt and Preferred Stock securities, the pro
forma capitalization ratios may not be achieved.
sumnary of Proposed Debt Securities

PG&E seeks authority to issue and sell, in one or more
series, Debt Seéurities and/or to unconditionally guarantee, or
Otherwise secure, the obligations of the Authorities in respect of
thelr issuance of debt in connection with the tax-exenpt. financ-
ings of Qualified Facilities. Total issuance of Debt Securities
and/or unconditional guarantees shall not exceed the aggregate
principal amount of $1,000,000;000.

The terms and conditions of the proposed Debt
Securities, including the price, interest rate, maturity date,
redemption provisions. sinking fund (if any) and other provisions
will be determined by market conditions at the time of sale of
cach series of the Debt Securities.

Debt Securities may be sold by means of competitive
bidding, negotiated public offerings or 6ther offerings exempt
from the Commission’s Competitive Bidding Rule set forth in
D.38614 dated January 15, 1946 in Case 4761, as amended by D.45941,
D.75556 and D.81906 and further modified by Resolution F-616

-10-
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dated October 1, 1986. If Debt Securities are sold by means of
competitive bidding, the following procedures will be observed:
a. PG&E will contact, by telephone or otherwise,
a selected group of Prospective bidders to
invite the submission of bids for the purchase
of the Debt Securities at such time and place
as may be specified by the company;
PGLE does not intend to publish a public invi-
tation for bids or to take any action to
notify any other prospective bidders, although

it will respond to requests for information

and permit others to submit bids if they so
choose; and

Bids may be submitted to PGXE by telephone or
othexrwise.

The types of Debt Securities PGLE may issue are
generally described below:

A. Sacuxed Debt Offerings (Bonds)

The Bonds, as part of the Debt Securities requested
in the application, will be issued in conformity with the
pProvisions of, and secured by, PGXE’'s First and Refunding
Mortgage dated December 1, 1920, as amended (to be referred
to as the Mortgage). The application requests authorization
To execute and deliver a Fourteenth Supplemental Indenture.

B. aqured De

The Debt Securities, if in the form of unsecured deben-
tures or notes (to be collectively referred to as Notes) may be
issued in accordance with an indenture that would set forth

‘
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the aggregate principal amount, maturity, default and other

material provisions of the Notes.

The Notes may be sold in public oxr private offerings,
with fixed or floating rates, in senior or subordinated form.

Notes may be sold in underwritten offerings or through agents on a
best-efforts basis and on a continuous or periodic basis.

Notes may be s0ld privately or Publicly. A public
offering in the United States will require registration under the
federal securities laws by the filing of a registration statement
that includes a prospectus describing the Notes. Algo, Notes may
be sold in domestic or European offerings.

C. Convertible Notes

Ore or more series of Notes may also be issued in con-
vertible form. Such Notes would be convertible into shares of
PGE’s commor stock. Therefore, PGAE requests authority to issue
shares of its common stock. PGE&E will effect any necessary regis-
tration of the comhon stock under federal securities.laws.which

may be required before PG&E can deliver the ¢common $tock npon

conversion of the Notes.
D. Notes with Warrants
PGLE indicates that Debt Securities may also be issued

as Notes with attached warxants. One type of warrant entitles the
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bearer to purchase an additional Note during a period no longex
than the nonredemption period for the original Note. The addi-
tional Note would pay an interest rate less than the coupon in-
terest rate on the original Note.,

A second type of warrant, called an “equity warrant”,
would entitle the bearer to purchase shares of PGAE’s common stoeck
at a price per share to be set at the time of the offering. PG&E
will effect any necessary registration of the common stock under
federal securities laws which may be required before PG&E can
deliver the common stock upon oxercise of the warrants.

E. Mediun-Term Notes

Medium-Term Notes (MINs) are Notes offered on a con-

tinuous or periodic basis under a shelf registration statement

filed with the Securities and Exchange Commission. Maturities

generally range from nine months to 15 yvears, although they can

extond as far as 30 years. They are sold in public or private

offerings, with fixed or floating rates, in senior or subordinated

form.
F. Debt Securities Issued in Foreign-Denominated Currency
Opportunities for additional interest rate savings may
exist through issuing Debt Securities denominated in the currency
of a foreign country. Exposure to fluctuations in yhe'value of
the dollar, in relation to the debt obligation in the foreign-
denominated currency, would be minimized by‘onc or more forward

contracts to purchase the curréncy'or an independent exchange of

-13-
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paymont obligations with another party in a dollar-denominated
cCuxrxYoency.

The CACD rocommends that PG&E be placed on motice that
the Commission, in order to protect the ratepayers from currency
value Iluc?uations, will rxreview the reasonableness of the effec-
tive interest rate for any Debt Securities issued in a foreign-
denominated currency at the time of issuance and if such an intex-
est rate is determined to be reasonable, may, for ratemaking
purposes, use that rate as the maximum embedded cost of money for
such securities. The CACD also recommends that the Commission
indicate that the initial interest rate that iz determined to be
reasonable for such securities will only be the maximum cost of
money it will allow in future rate proceedings and that any reduc-
tions in the effective cost of money resulting from currency value
fluctuation be passed on to ratepayers in future rate proceedings
as a reduction in the cost of money for all Debt Securities in
PG&E’s capital structure. We adopt the recommendations of the
CACD.

G. xnx:Exgmn1_Einnnn1nxz_n1_Gn:1nin.ﬂnali:iad.ﬁnnili&in:

Additionally, as part of the $1,000,000,000 authoriza-
tion sought in its application, PGAE requests authority to issue
and sell the Authorities one or more series of Debt Securities or,

in the alternative, To unconditionally guarantee, or otherwise

secure, the Authorities’ obligations~in rospect of thelir issuances




of debt in connection with the financing of PG&E’s Qualified

Facilities.

The proposed financings with any of the Authorities may

be structured as follows:

a.. The Authority would issue and sell one or more
series of its bonds, notes, debentures or
other securities (to be referred to as the
Authority Bonds) plus accrued interest, to a
group of underwriters who would ultimately
market the Authority Bonds to the general
public. Concurrently with the sale and deliv=-
ery of the Authority Bonds, PG&4E would enter
into a loan agreement with the Authority.

Concurrently with the sale and delivery of the
Authority Bonds, PG&E would issue and deliver
to the Authority, in consideration of the
Authority’s obligations under the loan agree=~
ment, or other security agreement, entered
into with the Authority, its Debt Securities
plus accrued interest with the terms and
conditions of this indebtedness to be substan-
tially consistent with the terms and condi-
tions of the Authority Bonds, or would
unconditionally guarantee, or otherwise se-
cure, the Authority’s obligations in respect
of the Authority Bonds. ‘

The Authority Bonds could be issued in the form of léng-
term fixed rate securities. However, under certain market condi-
tions, PG&E believes that it may be advantageous to issue one or
more series of the Authority Bonds in the form of floating rate
short-term demand bonds, commercial Paper, notes or some other
variable interest rate debt instrument. PG&E anticipates that

such a variable rate financing would be structured substantially,

with such changes as market conditions might‘dictate, as follows:
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Authority Bonds could be nominaliy long-term
instruments but could carry a short-term
interest rate because of the existence of a

periodic "put” option or mandatory refunding
date;

The holders of the Authority Bonds would have
the right to require that the Authority Bonds
be redeemed or purchased on certain periodic
dates, generally at 100% of the principal
amount, plus accrued interest;

A Remarketing Agent would then remarket those
Authority Bonds which had been redeemed, pur-
chased, and because the interest rate on the
Authority Bonds would be periodically reset,

or redeemed or purchased, Authority Bonds ecould
gonerally be remarketed at about their full
principal amount;

PG&E would have the option at a certain time,
or times, to change from a floating rate to a
fixed xate for the remaining term of the
Authority Bond; and

As an additional obligation under the loan
agroement, PG&E could cause to be delivered an
irrevocable letter of credit or other credit
support facility to the trustee of the Au-
thority Bonds which would permit drawings by
the trustee for the payment of umpaid prin-

cipal and aceruwed interest on the Authority
Bonds.

i e -

PG&E hereby seeks authority to issue and sell its Debt

Securities on a negotiated basis and aceordingly requests an

exemption and other modifications from the Commission’s Competi-

tive Bidding Rule, as modified by Resolution F-616 dated
October 1, 1985 in whigh the Commission sets forth other provi-

sions which exempt debt issues for which competitive bidding is not

-16~
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viable or available.

PGLE requests additional modifications i
the following areas:

a. For negotiated public offerings for issues of

$300,000,000 aggregate principal amount of
greater: !

Fox issuances of Notes on & continuous or
periodic basis under a shelf registration
statement and marketed on an agency basis

similar to PGXE’s existing commercial paper
program; and

¢. For a one-day notification period as contem-
Plated in Resolution F-616.

1. 2300,000.000 Principal Amount

Under Resolution F-616, the Commission may grant exemp-

tions from the Competitive Bidding Rule for debt issues in excess
. of $200,000,000 upon a compelling showing by a utility that be-

cause of the size of the issue an exemption is warranted. PG&E
believes that compelling circumstances exist for an exemption for
issues of $300,000,000 aggregate principal amount, or larger, and
believes that the exemption would afford it the flexidbility to
meet its financial requirements on the most favorable terms
available. Therefore, PGXE requests an exemption from the Com=
potitive Bidding Rule for negotiated public offerings of
$300,000,000 aggregate Principal amount, or greater.

PG&E believes that the size of a debt offering can
determine whether a competitive bid, or a negotiatqdfpgs;s, will

pProduce the lowest cost. In a negotiated offering, an under-
. 4

‘ %
writing syndigate can be formed that consists of virtually the

-17-
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entire investment banking community. Because competitive bidding

divides the community into several competing bidding syndicates,

ecach syndicate has fewer participants. As a result, each partici-

pant must agreoe to underwrite a larger portion of the is:ge and
thereby increase its risk. For small issues, this may not result
in a higher cost, but for large issues, the participants may
require a premium to take on the greater risk.

PG&E states in its application that statistics suggest
that, while the capital markeis can accommodate competitive bid-
ding for issues larger than $300,000,000, such issues are infre-
Quent and generally are restricted to companies that have high
¢redit ratings. Competitive bidding may fragment the capital
commitment and placement capabilitios.of underwriters, Qho must
work against each other in a competitive bid situation and have
less time to guage and build market demand‘for a successful
offering. As a result, competitive bidding for issues of
$300,000,000, or larger, may result in a higher cost of funds.
PGLE states that few companies have used the competitive bidding
process for deBt transactions of $300,000,000, or greater.

PG&E believes that, for the foregoing reasons, the sale
of its Debt Securities in issues of $300,000,000, or greater,
through negotiations, would enable it to obtain a cost of money at
least as low as, if not lower, than would result by sale under the
Competitive Bidding Rule. Therefore, it is in the best interest

of PGE’s ratepayers that the proposed issue, or issues, of Debt
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Securities of $300,000,000, or lurger, be exempt from the Competi-
tive Bildding Rule.
2. Medium-Term Note Program (MTN)

Under Resolution F-616, the Competitive Bidding Rule is
not applicable to debt issues for which competitive bidding is not
viable or available. PG&E’s MTN program would be marketed like
PG&E’s existing commercial paper program: through up to three
dealers on a best-efforts or agency basis that is incompatibdle
with the Competitive Bidding Rule. Therefore, PG&E requests an
exemption from the Competitive Bidding Rule for the issuance of
Notes on a ¢ontinuous, or periodic, basis through dealers on a

best-efforts or agency basis.
3. One-Dav Notige Period
If the Debt Securities are sold under the Competitive

Bidding Rule, PG&E seeks authority to eliminate the one-day notice
requirement contained in Resolution F-616. Through the use of the
Securities and Exchange Commission’s shelf registration proce-
dures, it is possible to price an offering at any time the market
conditions appe€ar favorable. It is theicfore desirable to be able

to contact the prospective bidders and adjust the terms of the

offering up to the last moment. The adjustments in the size, or

terms, of the offering might come on the day of the pricing in
response to the market conditions. The prospective bidders can

adequately respond to the adjusted terms without having a 24-hour
period to consider the change.

-19~
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The CACD has reviewed FGLE’s request and its reasons for
further modification of the Competitive Bidding Rule as modified
by Resolution F-616. The CACD has determined that PG&E has made a
compelling showing that exemptions from the Competitive Bidding
Rule are warranted for negotiated Public offering; of $300,000,000.
aggregate principal amount, or greater; Notes issued on a contin-
uous or periodic basis; and Debt Securities“issuéd in connection
with interest rate swaps. PG&E has made a'éompelling showing for
the elimination of the one-day notification requirement. We will
accept the CACD’s recommendation.

We place PGEZE on notice that if it chooses to issue and
sell its Debt Securities by means of negotiated private place-
ments, or negotiated public offerings, in its next general rate
proceeding before the Commission, the reasonableness of the re-
sulting irterest rate and cost of money to the company will be
closely scrutinized and may result in a disallowance of the inter-
est expense, if it ia’dc:ermined that the cost of money incurred
was not prudent. We will also require PG&E to provide us with a
showing of why it believes that the resulting interest rate and
cost of money were advantageous to PG&E and its ratepayers. We

will require this showing within a reasonable period of time after

issuance of its Debt Securities.‘
Genexal Order Series 24 Modification
Since the MIN Program is designed for continuous or

periodic sales, strict compliance with General Order Series 24

=20~
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could require daily filings with the Commission. Accordingly,
PG&E requests authority to be relieved of the necessity of
complying with the Commission’s General Order Series 24 for sales
of Debt Securities under the MIN Program. In lieu of a report or
reports under the general order, PGE proposes to file, with the
Commission, on or before the 25th day of the month following each
quarter, a statement for the preceding quarter showing the aggre-
gate principal amount, interest rate, maturity and cost to the
company of Debt Securities sold in connection with the MTN
Programs. This proposal is consistent with the reports currently
reguested by the Commission for PGRE’s current shelf registration
program for common stock, Dividend Reinvestment and Common Stock
Purchase Plan and Savings Fund Pl§n.

The CACD has reviewed PG&E’s request and its reasons for"
exemption of the MIN Program from General Order Series 24’s
reporting requirements. CACD has.dotermined PG&E has made a
compelling showing that relief from the necessity of complying
with General Order Series 24 for sales of Debt Securities under
the MIN Program is warranted. The CACD recommends that PGLE be
relieved of the necessity of complying with the Commission’s
General Order Series 24 for sales of Debt Securities under the MIN
Program.  The CACD recommends instead that PG&E file with
the Commission on or before the 25th day of thc month following

each quarter a statement for the preceding quarter showzng the

aggregate principal amount, the interest rate, maturity and cost
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to the company of Debt Securities sold in connection with the MTN
Program., We will accept the CACD’s recommendation.
Fourteenth Susplemental Indenture

The board of directors of PG&E, by appropriate action on

September 16, 1987 has autborized‘its officers to execute,
acknowledge, deliver and record a Fourteenth Supplemental Inden-
ture under the provisions of the aforesaid Mortgage, when and as
authorized by, and in conformity with, ﬁhe Provisions of an orxder

o% this Commission, for the following PUrpoOSes:

1. To evidence the increase from $8,000,000,000
to $10,000,000,000 in the aggregate principal
anount of Bonds which may be issued and out-
standing and Bonds which may be reserved for
issue under the Mortgage;

To conform to the Trustee the lien of the
Mortgage on any additional property of PG&E
acquired subsequent to the execution, acknow-
ledgment and delivery of the Thirteenth Sup~-
plemental Indenture for the egual and propor-
tionate benefit and security of the holders of
all Bonds, at any time issued and outstanding
under the Mortgage: and

To make a change in the Mortgage to set a
record date for the payment of interest on
Bonds.

PGYE requests authority to execute a Fourteenth

Supplemental Indenture under the provisibns-of'the First and

Refunding Mortgage, as supplemented for the purposes set forth

above,
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PG&E, in the conduct of its several kinds of public
utility business, must raise large sums of money for the acqui-
sition and comstruction of additions to and improvements of its
plants and properties. A portion of the funds which PG4E must
raise for the above purpose must be secured ffom the sale of
Bonds. PG&E delieves that its public utility obligations will be
best served if the aforementioned proposed Fourteenth Supplemental
Indenture is authorized so that additional Bonds may be lssued,
outstanding, reserved under and entitled to the security of the
First and Refunding Mortgage, as supplemented.

As shown in Exhibit A of the application, adjusted for
the $250,000,000 aggregate amount of its Series 87C Bonds issued
and sold on July 16, 1987, the aggregate principal amount of Bonds
outstanding under the Mortgage as of June 30, 1987, is about
$6,746,296,000. Therefore, there exists about $1,253,704,000
remalning capacity to isﬁue Bonds undexr the current $8,000,000,000
ceiling on bonded indebtedness.

Sale of Prefeyred Stock

PGLE requests authorization to issue and sell, in one or
more series, Preferred Stock with aggregate par value not
exceeding $200,000,000. PG&E believes it may be advantageous to
bave the flexibility to either publicly offer the Preferred Stock

or sell it through a private placemont




The terms and condition: of the offering, such as
dividend rate and any special features relating to iedemptiOn
(including any sinking fund), periodic reset of the dividend rate,

par value of shares and the precise numbey of shares will be

determined by market condition: at the time of sale of the
preferred stock, or each series thereof.

PG&E proposes to use the proceeds from the proposed sale
of securities, as requested in the application, other than accrued
interest and after payment and discharge of obligations incurred
for expenses incident to the issuance and sale for the following

purposes:

For the acquisition of property;

For the construction, completion, extension
or improvement of its facilities;

For the improvement or maintenance of its
services:

For the discharge or lawful refunding of
its obligations: : A

For the reorganization or readjustment of
its indedtedness or capitalization upon
merger, comsolidation, or other reorgani-
zation;

For the possible redemption or purchase, if
economic, and retirement of a portion of its
cutstanding debt or preferred stock, to par-
tially reimburse PGLE for monies actually
expanded from income or other monies in its
treasury not secured by, or obtained from,
the issue of stocks, stock certificates or
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other evidences of interest or ownership, or
bonds, notes or other evidences of indebted-
ness, for the aforesaid purposes except main-
tenance of service and replacements: :

For future capital additions and improvements
for its Qualified Facilities: and

For for such other purposes as are
described in PU Code Section 817. The
amounts 30 reimbursed will become a part
of PG&E"s general treasury funds.

PGLE proposes 1o use a portion of such general‘t&c;;ﬁgiwdh“
funds to repay a portion of its short-term borrowings outstanding
at the time of PGXE’s receipt of these proceeds.

Eindings of Fact

1. PG&E, a California corporation, operates as a public
utility subject to the jurisdiction of this Commission.

2. PG&E has need for external funds for the purposes set
forth in the application.

3. The proposed Debt Securities, Preferred Stock and common
stock would be for proper purposes.

4. The proposed agreement requiring PGRE to provide
security for the Authority Bonds would not be adverse to the

public interest.

5. The money, property or labor to be procured, or praid
for, by the proposed Debt Secﬁxities and Preferred Sﬁock is
reasonably required for the purposes specified in the.application.

€. Authorizing PG&E to determine the amount, timing, terms

. and conditions and method of offering its proposed Debt Securities
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-under the Commission’s Competitive Bidding Rule within the
constraints and modifications as set forth in the application
would not be adverse to the public interest.

7. It is proper to determine the reasonableness of the
effective interest rate incurred for any Debt Security issued in a
foreign-denominated currency and to use that rate, for ratemakigg
purpoeses, as the maximum embedded cost of money in future
pProceedings.

8. It is proper for ratemaking purposes that any reduction
in the effective cost of money resulting from currency value
fluctuation on Debt Securities issued in foreign-denominated
currency be passed on to ratepavers in future rate proceedings as
a reduction in the cost of money for all Debt Securities.

8. The execution and delivery of a Fourteenth Supplemental
Indenture under the provisions of PG&E’s First and Refﬁnding
Mortgage, as supplemented, for the purposes described in the
application would not be adverse to the public interest.

10. The Commission does not, by this decision, determine
that PGLE’s construction budget is.necessary or reasonable for
ratemaking purposes. These issues are normally tested in general
rate or rate base offset proceedings. |

11. There is no known opposition to this proceeding and

there is no reason to delay granting the authority toquestod.
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Conclusions of Law
1. A public hearing is not necessary.
2. The application should be grantéd to the extent set
forth in the order that follows.
The proposed Debt Securities, preferrcd stock and common
stock are for lawful purposes and the money, property oxr labor to

e obtained by them is required for these purposes. Proceeds fronm

the security issues may not bBe charged to operating expenses or

income.

In issulng our order, we place PGXE and its stockholders
on notice that the number of share= ocutstanding, the total book
value of these shares and the dividends paid do not determine the
allowable return on plant investment. This authorization is not a
finding of the value of PG&E’s stock or property. nor doos it
indicate the amounts to be included in ratemaking procedures.

The following order should dbe effective on the date of
signature and payment of the fee set by PU Code Sections 1904(b)

and 1804.1 to enable PGXE to proceed with its financings
expeditiously.”

QRDER
IT IS ORDERED that:

1. Pacific Gas and Electric (PG&E), on or after the
effective date of this order and on or prior to December 31, 1988

is authorized to do the following:




To issue, sell and deliver in one or more
series its Debt Securities and/or uncondi-
tionally guarantee or otherwise secure the
obligations of the Authorities in respect of
the tax-exempt financing of PGEE’s Qualified
Facilities with all such issves and sales of
the Debt Securities and/or unconditional guar-
antees being upon terms and conditions sub-
stantially consistent with those set forth in
or contemplated by the application and not to

exceed an aggregate principal amount of
$1,000,000,000:

To issue, sell and deliver such Debt Securi~
ties under the Commission’s Competitive Bide
ding Rule with exemptions therefrom for
negotiated public offerings of $300,000,000 or
greater, for the iszsuance of Notes on a con-
tinuous or periodic basis through dealers on a
best-efforts or agency basis, and with the
elimination of the one-day notification re-

Quirement specified in the Competitive Bidding
Rule;

To issue such number of shares of its comnon
3tock in exchange for and upon retirement of
Debt Securities issued, as set forth in the
application, upon conversion of the Debt Se-
curities and in exchange for eqQuity warrants,
as may be required from time to time:

To be relieved of the necessity of complying
with the Commission’s General Order Series 24
for the issuance of Medium-Term Notes.

To execute and deliver a Fourteenth Supple~-
mental Indenture under the provisioens of its
First and Refunding Mortgage, as supplemented,
for the purposes (among other things) of (i)
evidencing the increase from $8,000,000,000 o
$10,000,000,000 in the aggregate principal
amount of Bonds which may be issued and out-
standing and Bonds which may be reserved for
issue under the Mortgage, (i) confirming to
the Trustee the lien of the Mortgage of any
property of PGRE acquired subsequent to the
execution of the Thirteenth Supplemental In-
denture and (ii4) setting a record date for
‘the payment of interest on bonds:
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To sell, in one or more series, FG&E’s pre-
ferred stock of aggregate par value not ex-—
coeding $200,000,000;

To use the net proceeds (exclusive of acerued
interest which would be used for general cor-
porate purposes) to be derived from the pro-
posed sale of securities, as requested in the
application, for the purposes described in the
application, including the acquisition of
property, the construction, completion, exten-
sion or improvement of its facilities, or to
partially reimburse its treasury for amounts
previously expended for such purposes, or for
capital additions or improvements for its pollu-
tion control qualified facilities, or for the
possible redemption or purchase (if economically
feasible) and retirement of a portion of its
outstanding debt or preferred s=tock:

To use any accrued interest received in con-
nection with the issue or issues of Debt Se-
curities for general corporate purposes.

2. Promptly after PG&E ascertains (a) the price, interest
rate, and other terms pertaining to the Debt Securities; (b) the
amount of common stock that may be issued upon the conversion of
Debt Securities or the exercise of equity warrants and (e¢) the
conversion or warrant price and applicable ratio, the company
shall notify the Commission in writing.

3. If tle Debt Securities are sold by competitive bidding.

PG&E shall file a written report with the Commission Advisory and

Compliance Division (CACD) showing, for each bid received, the
name of the bidder, the price, interest rate and cost to the

company based on the price and interest rate.

4, If the Debt Securities are sold in a public offering.

PG&E shall f£ile, with the CACD, three copies of its final

_29-
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prospectus pertaining to the Debt Securities as soon as it is
avalilable.

S. PGRE, within 30 days after the issuance and sale of its
Debt Securities by private placement, or negotiated public
offerings, shall file a report, with the CACD, setting forth
the reason the company believes the resulting interest rate and
cost of money were advantageous to the company and its ratepayers.

‘ 6. PG&E shall file the reports required by General Order

Series 24 except as noted above.

7. The application is granted as set forth above.

The authority granted by this order <o issue securities
will be effective when PG&E pays $606,000, the fee set by Public
Utilities Code Sections 1904(b) and 1904.1. In all other respects
this order is effective today.

Dated DEC 9 1987 » &t San Francisco, California.

ANLEY W. HULETT
ST, Presidont

e DONALD VIAL
TS LN FREDERICK R DUDA
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I CERTIEY. THAT THIS DECISION
WASSAPPROVED BY THE ASCVE
CO_MMY.)SIO\ICRS TODAY.
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Vwior. Wexs..er Exucutive Director
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Component 1987 '
(In Thousands)

Electric Department 31,095,000 $ 955,000 $ 820,000

Gas Department 290,000 255,000 215,000
Othexr Common Plant —220,000 —185,000

Vd
Total 31,605,000 31,400,000 $1,200,000
The Commission Advisory and [iance Division (CACD)

has reviewed PG&E’s construction budgets/;or calendar years 1987,

1988 and 1989 and has concluded that 's proposed sale of

securities, as requested in the application, is necessary to
rartially reimburse PGAE’s troaaué; for capital additions and
improvements or to fund the pl_‘ ed construction. However, PGAE
is placed on notice, by this/decision, that the Comnission does
not find that PG&E’s consgpuction program is neceossary, or reason-

able, for ratemaking purﬁ%ses. These are issues normally tested

in goneral rate or rajffiase offset proceedings.
Cash Reguirements Forecasts

PG&E’s cash requirements for calendar yesrs 1988 and

1989, estimated as of August, 1987 is summarized as follows:
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1988 1989
Funds used/oxr Required for Ve
Construction Expenditures

/
(Excluding AFUDC) $1,421,800,000  $1,200,000.000

Maturities and Redemption of 7
Long-Term Debt, Including s
Sinking Fund Requirements A

and Preferred Stock 362,500,000 184,000,000

:

Short-Term Debt Qutstanding ,
as of Beginning of Year ' M —_—na 000,000

Subtotals 31, 867 300 000 $1,386,000,000

Less: Estimated Cash Available fw

from Internal Sources JHJ&KLJ%thQQQ" —214,000,000

Additional New Funds Required f
from Outside Sources $’ 767,000,000 $ 472,000,000

The CACD has analyzed PG&E 3 cash requirements forecasts
shown above and as indicated by the utility in its supplemental data
sheets presented to the Commission and has concluded that internally
goenerated funds will provide about 58.9% of the 1988 cash require-
ments, or $1,100,300, 000' and about 65.9% of the 1989 cash require-
ments, or $914,000, ooo’ The CACD concludes that PGAE’s proposed sale

t

of securities, as rgauested in the application, is necessary to help
/

neet forecasted cgih requirements. PG&E will need additional cash

from outside sogfces of $787,000,000 in 1988 and $472,000,000 in 1989.
Q i! ]. l’ -’B‘ﬂ ”

PGRE’s capital ratios as of Junme 30, 1987 are shown

below as reéorded and as adjusted to'éivo pro forma effect to the

transactions that follow:
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entire investment dbanking community. Because competitive bidding

e
divides the community into several competing bidding syndica::;},/

each syndicate has fewer participants. As a result, each paxvici-
pant must agree to underwrite a larger portion of the isswe and
thereby increase its risk. For small issues, this may Aot result
in a higher cost, but for large issues, the participfnts may
require a premium to take on the greater risk.

PGYE states in its application that Statistics suggest
that, while the capital markets can accommodhte competitive bid-
ding for issues larger than $300,000,000,/such issues are infre-
quent and generally are restricted to oPmpanies that have high
credit ratings. Competitive bidding/may fragment the capital
commitment and placement capabilityes of undexwriters, who must
work against each other in a competitive bid situation and have
less time to guage and build market demapd for a successful
offering. As a result, compétitive bidding for issues of
$300,000,000, or larger, mxy result in a higher cost of funds.
PG&E states that fow companies have used the competitive bidding
process for debdbt transaé;ionﬁ of $300,000,000, or greater.

PG&E beli:yes that, for the foregoing reasons, the sale

of its Debt Securities in issues of $300,000,000, or greater,
through negotiatiohs, would enable it to obtain a cost ©f money at
least as low as,/if not lower, than woﬁld result Byfsale wader the
Competitive Bidding Rule. Therefore, it is in the besﬁrintergst

of PG&E’s ratvepayers that the rroposed issue, or issues, of Debi

~18-




A.87-10-010 CACD/KLE

(3

Securities of $300,000,000, or larger, be exempt from the Competi-

tive Bidding Rule.
2. Medium-Term Note Program

Undexr Resolution F-616, the Competitive Bidding Rule is
not applicable to debt issues for which competitm4:?iidding is not
viable Qr available. PG&E’s MIN program would/be marketed like
PGEE's existing commercial paper program thfough up to three -
dealers on a best-efforts or agency basiy that is incompatible
with the Competitive Bidding Rule. refore, PG&E requests an
exemption from the Competitive Biddfng Rule for the issuance of
Notes on a continuous, or periodi€, basis through dealers on a
best-efforts or agency basis, |

3. ' |

Xf the Dedt Secuéities are 50ld under the Competitive
Bidding Rule, PG&E seek authority to eliminate the one-day notice
requirement contained/in Resolution F-616. Through the use of the
Securities and Exchange Commission’s shel? registration proce-
dures, it is possible to price an offering at any time the market
conditions appeAr favorable. It is therefore desirable to be able
TO contact the prospective biddor#-and adjust the terms of the
offering up/to the last moment. The adjustments in the size, or
terms, of /the offering might come on the day of <he pricing in
response to the market conditions. The prospectivo\bid&ers can

adequately respond to the adjusted terms without having a 24-hour
peri?d to consider the change.
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Cenclusions of Law _ /,,-""'
v

1. A pudblic hearing is not necessary.
2. The application shoﬁld be granted to the extenﬁz::;
forth in the order that follows.

The proposed Debt Securities, preferred/stock and common
s3T0ck are for lawful purposes and the money, pfoperty or labor to
be obtained by them is required for these parposes. ‘Proceeds from
the security issues may not be charged t¢ operating expenses or
income.

In issuing our order, we place PGLE and its stockholders
on notice that the number of sharles outstanding, the total book
value of these shares and the dividends paid do not determine the
allowable return on plant investment. This authorization is not a
finding of the value of PG&E’s stock or property, qu.doesuit
indicate the amounts to-éi included in ratemaking procedures.

The following order should be effective on the date of
signature and paymeyt of the fee set by PU Code Sections 1904(dH)
and 1904.1 to enabie PGRE to proceed with its financings
expeditiously.

QRRER

IT LS ORDERED that:

1. Pacific Gas and Electric (PGXE), on or after the

effective /date of this order and on or prior to December 31, 1988

/
is authorized to do the following:
/- .

7z
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To sell, in one or more series, PG&E’s pre-
ferred stock of aggregate par value not ex-
cecding $200,000,000;

To use the net proceeds (exclusive of accrued
interest which would be used for general cor=<
porate purposes) to be derived from the pro~
posed sale of securities, as requested inthe
application, for the purposes describedin the
application, inecluding the acquisitior” of
Property, the construction, completidn, exten-

sion or improvement of its facilit¥es, or to
rartially reimburse its treasury for amounts

previously expended for such Puxposes, or for
capital additions or improvemefits for its
Qualified Facilities, or for/the possible
redemption or purchase (if Aconomically fea-
sible) and retirement of portion of its
outstanding debt or preférred stock:;

To use any accrued inYerest received in con-
nection with the issde or issues of Debt Se-
curities for gener corporate purposes.

2. Promptly after PG&E dscertains (a) the price, interest
rate, and other terms pertaifiing to the Debt Securities; (b) the
amount of common stock th may be issued upon the conversion of
Debt Securities or the &xercise of oquity warrants and (¢) the
conversion or warrant/price and applicable ratio, the company

shall notify the Copmission in writing.

3. If the Pedt Securities are sold by competitive bidding,
PG&E shall file/a written report with the Commission showing, for
each bid received, the name of the bidder. the price, interest
rate and cost to the company based on the ﬁrice and interest rate.

4. If the Debt Sgcurities are sold in a public.offering,

PGLE shall file, with the Commission, three copiés of its, final
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pProspectus pertaining to the Debt Securities as soon as it is

>
avallable.

5. DPG&E, within 30 days after the issuanceozﬁg,salc of its

Dedbt Securities by private placement, or negotiat public
offerings, shall file a report, with the CommixSion, setting forth
the reason the company believes the resultify interest rate and
cost of money were advantageous to tﬁe mpany and its ratepayers.
6. PGE shall file the reports/required by Gﬁne;al Order
Series 24 except as noted above.
7. The application is grajted as set forth above.

The authority granted by this order to issue securities
will be effective when PGAE pays $606,000, the fee set by Public
Utilities Code Sections 1904(d) and 1904.1. In all other respects
this oxder is effective today.

Dated //z

» at San Francisco, California.




