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Decision _SS __ ~04 __ 063 __ , _APR 27 198~oon~m~f~~~j\ 327 , 19S5 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Application of PACIFIC GAS AND ) 
ELECTRIC COMPAN'l to issue, sell and ) 
deliver one or more series o.f its ) 
First and RefUndinq Mortqaqe Bonds, ) 
debentures, promissory notes and/or ) 
other evidences o.f indebtedness ) 
in connection with domestic or ) 
Euromarket offerinqs and to ) 
9'Uarantee the obliqations of others ) 
in respect of the issuance of ) 
securities, the total aqqreqate ) 
principal amount of such issuances ) 
and guarantees not to. exceed ) 
$1,000,000,000; to· issue shares of ) 

'its Common Stock upon conversion o.f ) 
convortible debt securities or the ) 
exerci!lc of oquity warrant .. :.· to ) 
enter into. one or moro interost ) 
rate ~wap aqrecment&;and.tor an ) 
ex~mption from tho compotitive ) 
Bidd·inq Rllle. .. . ' ) 

(,C1-39-M) . ) 

------------~------------------) 

Summary ~ ~cisi9n 

Application 88-02-007 
(Filed February 3,. 1985). 

~his decision qrantsPacifi~ Gas and Electric Company 

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

PG&E requests authority under Public Utilities (PO') CoCI.e 

Sections. 8.16. through 8.30 and 851, . for theto.llowinq= 

1. a. To issue and sell~ in one or more series, 
PG&:E's First and Refundinq Monqaqe·Bond$ 
(Bonds)., debentures, convertible debentures, 
debentures with warrants, promis.s.o:r:y notes:, 
and/or other evidences of indebtedness (to be 
collectively re!errecltoas Debt Securities), 
and/or 
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b. To unconditionally guarantee, or otherwise 
secure, the obligations issued by, or on be­
half of, the State of California or any polit­
ical subdivision, including but not limited to 
the California Pollution Control Financing 
Authority (to be collectively referred to· as 
the Authorities or individually as the author­
ity), the proceeds of which are to' be used to 
finance or refinance air and water pollution 
control facilities, sewage systems, solid 
waste disposal facilities, any other facili­
ties qualifying for tax-exempt financing under 
the Internal Revenue Code, or any co:mb-ina.tion 
thereof (to be collectively referred to· as the 
Qualified Facilities). 

The total aggregate principal amount of these is­
sues and/or guarantees shall not exceed the aggre­
gate principal amount of' $1,000',000',000; 

2. To enter into one or more intorest' rate swap agree­
ments pursuant to- PO' Co<1e Secti,ons816 throuqh 8·3-0,.' 

3. '1'0 sell the proposeCt -issue o.r issues o.f: Debt Se­
curities pursuant to:the Commission'sCo.mpetitive 
Bidding Rule :with-the following modifications:, 

a. Exemption from the Competitive Bidding Rule for 
negotiated publie,otte.rinqs Q,f $3.00',000,000 
principal amount or greater;. 

b. Exemption from. the :competitive Bidding Rule 
for the issuance of Mediu:m.-TerxnNotes on 
a continUQus ,or. periodic basis. through dealers 
on a· best-:efforts.or agency basis~ 

c. Exemption from, the competitive Bidding Rule 
for interest rate.swaps and exemptio.n from. the 
Competitive. Bidding,Rulci for Debt Securities. 
issued in connection with interest rate'swaps, 
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" . 

d. the elimination of the one-day notitication 
requirement specifiea in the Competitive 
Bidding Rule, ana 

e. Exemption !ro~ the competitive Bidding Rule 
tor Debt Securities issued during 1988; 

4. to issue shares ot PG&E's Common Stock 

a. In exchange tor and. upon retirement ot the 
Oebt Securities, or 

b. In exchange tor equity warr~nts upon exercise 
of these warrants, as may be required from time 
to tilne; 

S. To be relieved.ot' the necessity of comp-lying with 
the Commission's General Order Series 24-~, for the 
issuance ot Medi"'um-Tex:mNotes; 

6. To use the net proceeds (exclusive otaccrued in­
terest) for'the purposes set forth in the appli­
cation;. and . 

7 • To. use any accrued interest recoi ved in connection 
with. the issue or issues. o~ Debt Securities tor, 
general corporate purposes. 

A more complete statement of the authorization sought by 

PG&E is set forth in ,the applieation and. summarized below. 

Notice of the filing of the application appeared on the 

Commission's Daily Calendar ot February 8, 1988.. No· protests have 

been received'. 
.. 

PG&E, a California corporation, operates asa public 

utility sUbject to. the jurisdict'ion of this ·Commission., PG&E' 

generates, purchases,: transmits and sells el.e~icity and pur:'" 

chases,. transport$, distributes and sells natural gas to· 47 
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counties in Central and Northern California. The company also 

provides a small amount of incidental water and steam services. 

For the l2 months ended September 30, 1987,"PG&E 

reported it generated total utility operatinq revenues of 

$7,313,047,000 and net inc~me of $77S,6l8,000 as indicated in 

its Income Statement shown as part of Exhibit a attached to the 

application. 

Also shown as part of Exhibit B is PG&E's Balance Sheet . . 
as of September 30, 1987, summarized as follows:' 

Assets 

Net Utility Plant 
Gas Stored ~nderground -
Noncurrent. 
Other Property and Investments 
CUrrent and ~cc:r:uedAssets 
Deferred OeD its 

LiaRilitie~ AD£ Equi;tx 

Common, Equity 
Preferred Stoek 
Long-Term Oebt 
Other Noncurrent Liabilities" 
current and Accrued, Liabilities 
Deferred credits 

Total 

Total 

Amoun;t' 

$16,l12,462,000 

• 44,.041,000 
734,.957,.000 

2,340:,.024,000 
1,998·,5·16.990 

$2l,l49,000,099 

$. 7,165,l74,.000 
1,.220,.195,.000·. 
7,798:,.233,000 

4S3·,. 7l5-,.0'00 
1,623,.616,COO. 
2,849, OR7, 000 . 

$2'1,140,.090·.000 

. As o:f September 39, 1987', PGScE's. construction e~ndi~ 

turos unreilnbursac:1 from· the sale of secur1ties~ amoUnted. to- . 

$7,938-,289,000 as shown in Exhibit C'attac:hed to-the application. i 
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C2nstruction Budg~$ 

PG&E's construction budqets tor the years 1988, 1989, 

and 1990 amount to about $3,626,000,000 estimated as of November 

20,l987. Major cl~:s:sific~tion:s of the tot~l budgeted 

construction are sUl'IUUarized as tollows: 

C2mP2nent .ua,a' m..2. ~ 
(In Thousands) 

Electric Department $l,O~Z,.OOO· . $ 8.93,000 $ 765<,000 
Gas Department 304,.000 307,000· 235-,000 
Other Common Plant 90,00Q, 0 0 

Total ~1,42'6,OOO ~ c ZOO', 000 $1,000',000· . 

'rhe Commission Advisory and Compliance Division (OCD) 

has. reviewed PG&E"s construction. budqets tor the years. 1988,. 1989 

and 1990 and has concluded that PG&E's'proposed. sale of securi­

ties, as reques.ted. in the application, is' necessary to partially 

reimburse PG&-E's treasury for capital.add:itions and improvements 

to· its utility plant or to tund the planned construction. How­

ever, PG&E is placed on notice, by, this decision, that 'the 
, 

Commission does not tindthat' PG&E"s construction proqr~ is 

necessary, or reasonal:>le, tor ratem.akinq purposes.. These are 

issues normally ~ested in general rate. or· rate base otfset 

proceedings. 
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~ Bequirem~nts ~orecasts 

PG&E's cash requirements for the years 1988 and 1989, 

estimated ~s of October 1987 is summarized as follows: 

FUnds Used/or Required for 
construction 'Expenc:li tures 
(Excluding AFTJOC) $1,368,000,000 $1,121,000,000 

Maturities and Redemption 
of Long-Term Debt, Includ­
ing'Sinking Funds Require-
ments and Preferred: stock 1,280,912,000 lSl,294,000 

Short-Term Debt Outstand-
ing as of Beginning of Year C50,OOO,000) C43,00Q,,00Q,) 

Subtotals ~ ,·;98,912'.000' , ~l. 2'52,2'94. OOQ, 

Less: Estimated Cash Avail-
able from Intern~l Sources 1 619,912,000. ~ 200,2'94,000 

Addition~l New Funds Re-
quired from outside Sources $1,979,000,000 $ 559,.000,.000 

The CACD, has analyzed PC&E's cash requirements fore­

casts shown above and as indicated by the utility in its supple:­

mental data sheets and a subsequent letter dated Mareh' Z, 198$ 
. "'. 

presented to the co_iss ion and has concluded that internally 

generated funds will provide about 23.9% of the 1988 eashrequire-
, 

ments, or $619',912,000, and about 5S.6%of the 1989 cash require­

ments,. or $700~294,000. The CACD concludes 'that PG&E's proposed 

sale of securities, as requested"in the, application, is necessa.%'Y 

to help meet forecasted cash requirements., PG&E will need: addi­

tional cash from outside sources o!$1,~79,.000,000in 1988, and 

and $559,000,000 in 1989. 

-6-

" 



• 

• 

• 

A.23-02-007 CACD/DXL 

capital Ratios 

PG&E's capital ratios as of September 30, 1987 are shown 

below as recorded and as adjusted to qive pro, forma effeet to the 

transaetions that follow: 

Long-Term Debt 
Short-Term Debt 

Total Debt· 

Preferred Stoek 
Common Equity 

Total 

~ 

se~~emQgr lQ. ~ 

47.3t 
1.2 

48.5:& 

7.S 
ll..i..O. 

100.Ot 

~ Forma 

47.5% 
S.S 

56.3% 

6.9 
.3S.....a. 

100~ot 

1. ' cre<:ti t Faeil i ties n~t exceedinq $1, 000,; 000,. 000 
aqgreqate prineipal'amount (authorized by , 
Deeision (D.,) 86-08-051, ClateCl' August' J.8:~ 1986-
in, Applieation' CA.) 86-05-0,12}. (Stan~y lines 
of erod.its with'banks in the amount Of' 
$650,000,000 have beenexceutec1but no. 
borrowings have. been made); 

2. The remaining issuance 01: long-term debt obli­
gations- from PG&E to-the S,tate of california,., 
Department of Water Resourees- in-an aggregate 
prineipal, amount of, $99, 728,,309 (authorized in 
the amount, of, $73.,50,0,000 by D .. 82-12'-008- Clated 
Deeember 1,1982' in A.8:2'-10-55 and as increased' 
to $13&,000,000 in O.86-08~024' dated August 6, 
1986) ; 

3. The proposed. rema~n~ng issuanee of Debt Seeur­
ities not exeeeding$28-1,.350,,000 ag9'%'egate 
prineipal amount Cauthorizedby D.8-7-03-069 
dated Mareh 25-,., 1987, in A.S:6-12:-066-); 

4. The retirement at maturity of $55,.9507; 00-0 
aggregate principal ,amount of outstanding 
Firs-t and Refunding Mortgage Bonds,during 
the last quarter 01:' 1987 and in 19S'8:and 1989; 
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s. The redemption of (a) $161,200,000 aggregate 
principal amount to· meet sinkinq fund require­
ments and. (b) $329,390,000 aggregate principal 
amo.unt for other purposes, during- the last 
quarter o'! 1987 and in 1988· ~d 1989); 

6. The issuance of $31$,000,000 of ta~ exempt 
Debt Securities on behalf of 'PG&E by the au­
thority on December 17, 1987 (authorized by 
0.87-03-069 dated. March 25·, 1987 in A .• 86-12-066.) :: 

7. The proposed issuance of up: to. $1,.000,000,000 
ag-greg-ate principal amount of Debt securities 
(authorized.' by 0 .. 87-12-002 dated.December 9, 
1987 in A.87-10-0l0); 

8-. Th.e redemption of $925-,000,.000 of outstanding 
exempt bonds issued on beha1!o! PG&E by the 
Authority; . 

. 9. 'The. proposed- issuance of uP: to $lI'OOO·,.OOO~OOO 
aggregate principal amount.of Debt Securities' 
requested. in this application; . . 

10.. The issuance o·fthe· maxilrlum' amount of sh.ort­
term debt.securities (authorized'by 0.93788-
dated December 1, 1~81' in A •. 60949', and in 
D.87-09-05-6-dateclSeptember 23, 198.7 in 
A.S7-0S-0:08) tor a total ot $1.,63"4,472,769 
aqg-reg-ate principal amount~ 

Preteqed-Stosck 

11. 'rbe proposed issuance ot Preferred' Stock with . 
an aqqreqate par value not exceeding' $7S.,000.~000-
(authorized' by D .. 84:-07-116 datecl July 18-,. 1984 
in A.84-04-116·; 

12.. The sinking- tund requirements totaling , 
$4$,.000,000 agqregate par valuedurinq the 
last quarter ot 1987, and·in'198S- and.1989: 

13.. 'I'he proposed issuance ot Preferred· stock with 
an aggregate par value not· exceeding" .$200,000,000:' 
(authorized in 0.S7-l2-00'2 dated December .9, . 
19S-7 in. A.87-10-010) ;: 
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~2mII1on ~:toek 

14. The issuance of 9,447,900 shares of Common 
Stock remaining in connection with the exist­
ing Shelt Registration Progr~ having 
estimated proceeds ot $151,166,400 usinq.a 
stock price of $16.00 (authorized by' 
0.8:5-08-098- dated August Zl, 198:5 in 
A.8:S-0&-043); 

15. The issuance ot 5,716,807 shares ot Common 
Stock remaining in connection with the Savings 
Fund Plan having estimated proceeds of 
$91,.468,912- using a stock price ot $16-.00 
(authorized by 0.84-09-002' dated Septelnber 6, 
19S.4 in A.84-07-044 and' O~S.7-02-021 dated 
February 11, 19S7in A_86-1Z-067); 

16. The issuance of 16-,720-,8:21 shares' of Common 
Stockremainin~ in connection with the oivi­
dend Reinvestment and common Stock PUrchase 
Pl:an having estimated proceeds of $267,.533,,13,6-
usinq a stock price, ot $16.00- (authorized by 
0.87-08-03'5, dated August 2'6, 1987 in 
A.S7-07-06-5); and 

17. The issuance ot 1,500',000 shares of Common 
Stock in connection with the Stock Option, Plan 
havinq estimated proceeds ot $2'4,000',000 usinq 
a stock price.ofot $1&.00 (authorized by 
D.86-10-043 dated october 16, 1986 in 
A.S6-0S-001). 

., 

The pre> forma capital. ratios, as set forth above, do 

not include any future adjustments to- retained earninqs. Also, 

PG&E has stated that the' maximum. -amount of short-term. debt 

securities authorized ~Y' statute and commission decision. is 

unlikely to beoutstandinq tor anYlonq' period of time ~fore 

beinq refinanced by other securities, which are also included in 

the pro- forma capital ratios. In addition, due to,theuneertain 

timing of the issuances of the debt, preferrecl'stock and. ,eonunon 
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stock previously authorized, and the :future economic feasib,ility 

of redeeming or refunding of PG&E's debt and preferred stock 

securities, the utility has stated that the pro, forma capital 

ratios may not be achieved. 

summary 2Z. Pr~oseSi ~ Seeuritie~, 

PG&E seeks authority t~ issue and sell, ,in one or more 

series, Debt Securities. and/or to, unconditionally guarantee, or 

otherwise secure, the obligations of the Authorities in respect of 
.' their issuance of debt ,in c:onne~ion with the tax-exempt 

financings of Qualified. Facilities.. Total issuance or Oebt 

Socurities and/or unconditional,quarantees shall, not exceed.'the . ' . 
, .. ~, . 

aggreqat'e principal amount ot-$l,OOO,ooo"ooo .. 
, ' 

The terms and conditions ot the proposed Debt securi tie~" 

" 

including the price, interest rate', maturity date, redemption pro- .' 

visions, sinking tund (if any), and other provisions will be de-

termed by market' conditions at the time ot sale ot each series. ot ' '. 

the Debt Securities .. 

Oebt securities may be, sold ,by means ot competitive 

bidding, negotiated pUblic offerings or other offerings exempt 

from the Commission's Competitive Bidding Rule Set :forth in 
• J • • 

D.3S6l4 elated January 15, 1946 i~' case 476,l, as amended by 0.49941; ",,' . . ~ .' 

'0.75776, '0 .. 81908 and as further lnoelitied. by Commission Resolution " 
. _ i.' 
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F-616 dated october 1, 1986. If Debt Securities,are sold. by means of 

competitive bidding, the tollowing procedures will be observed: 

1. PG&E will contact, by telephone or otherwise, 
a selected group ot prospective bidders to' 
invite the submission ot bids for the pur­
ehase or the Debt Securities at such time and 
place as may be specified by PG&E. 

2. PG&E does not intend to publish. a pUblic in­
vitation tor bids or to take any action to 
notify any other prospective bidders, although 
it will respond to requests tor information 
and permit others to submit bids it they so. 
choose~ and . 

3. Bids may be sUbmitted to PG&E by telephone or 
otherwise~ 

The types of Oebt Securities PG&E may issue are generally 

described below: 

A.. $eeured ~ 2tterings (Bonds) 

The Bonds, as part of the Debt Securities requested in 

the application, will be issued in conformity with the provisions 

of, and secured by, PG&E'sFirst and 'Refunding Mortgage, dated 

December 1,ol920, as amended (to be referred to as the Mortgage)~ 

:B. :gnseeyred ~ otfer:Lngs (Notes),' 

The Oebt Securities, if in 'the form-of unsecured 

c:lebentures or notes, collectively re:ferrec:l- to-: as Notes, may be 

issued in accordance with an indenture' that 'Would set forth the 

aggregate principal amount, maturity,. default and other material 

provisions of the.Notes .. 

The Notes may be sold in public or private offerings, 

with fixed or :floating rates, in senior or subordinated form. 

-1:1.-
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Notes may be solei in uneierwritten offerings,. or on a best-efforts 

basis, or agency basis as eiescribeei in the application concerning 

a proqram ot Notes issued on a continuing or periodic basis. 

Notes may be sold privately or publicly. A public offer­

ing in the United States will require registration under the fed­

eral securities laws by the filing o:f a registration statement 

that includes a prospectus describing the Notes. Als~, Notes may 

be sold in domestic or European ofterings. 

C. ,conyettibke Notes 

One o'r more series ot Notes may also be issued in con-
. , 

vertible form. These Notes would be'convertible'into, shares of 

• . PG&E's common stOCk'. 'l'herefore, PG&E requests au~ority to issue 

• 

shares of its common stock. PG&E will" affect any necessary reg-
'!I' 

istration ot common stock under federal securities laws which::nay 

:be required before PG&E can deliver the common stock upon conver­

sion of the" Notes. 

o. Notes'~ warrants 

PG&E ind1eate~ that the Debt Securities may als~bc 

issued as Notes with attached, warrants. One type ot warrant . 

entitles the bearer to purchase an additional Note during a period 

no longer than the nonredemption perioc1torthe original Note. 

A second type of warrant, called an 'tequitywarrant", 

would entitle the bearer to- purchase shareso,t PG&E's.eommon st~k 

at a price per share to- be set at the time o!,the offering. PG&E . 
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will affeet any neeessary reqistration of the eommon stoek unQer 

feQeral securities laws which may be requireQ before PG&E ean 

4cliver the eommon $toek upon oxereiso of tho w~rr~nt~. 

E. Medium-Term Notes 

Medium-Term Notes (MTNs) are Notes offered on a eon­

tinuous or periodic basis pursuant to a shelf registration state­

ment filed with the Securities and Exehange Commission~ Matur­

ities qenerally ranqe from nine months to lS years, although they 

ean extend as far as 30 years. They are sold in. pub-lie or private 

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

form. 
" 

F. ~ Seeu~iti,s Issued in [gre1gn-penominated ~rren~ 

PG&E believes that opportunities for addition,al interest 

rate savings may exist through issuing Debt SeCUrities denominated 

in the eurreney of a foreign country.. Exposure tofluetuatioll$ in. 

the value of" the dollar, in relation to the debt obligation in the 

foreign-denominated currency, would· be minimized by one r or more, 

forward eontracts to purchase the curreney or an independent 

exehange of payment obligations with another party in a dollar­

Qenominated currency. 

TheCACD recommends tbat·PG&E be plaeedon notice that 

the commission, ... in order to proteet the ratepayers from currency 
. 

value fluctuations, wil~ review the reasonableness of the effec-

tive interest rate for any Debt SCeuriti'es issued in a foreign­

denominated eurrency at the.time of issuanee and if sueh an 
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interest rate is determined to be reasonable, may, for ratemakinq 

purposes, use that rate as the maximum embedded cost of money for 

such securities. The CACO also recommends that the Commission 

indicate that the initial interest rate which is determined to be 

reasonable for such securities will only be the maximum cost of 

money it will allow in future rate proceedinqs and that any 

reductions in the effective cost of monay, resulting, from cur­

rencyvalue fluctuations,. 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 ad.opt :both. th.e 

recommendations of the CACO. 

G. Tax-Exempt Financings.2.! Certain· Qualiti,d Faciliti,s 

Additionally,. as part of . the '$1,000,000,000 authoriza-
, , 

tion sought in its appli:cation,' PG&E requests authority to issue, 
. " and· sell the Authorities one or'more series of Debt Securities' 

or, in the alternative, tO,unconditionally guarantee, or other­

wise secure, the Authorities' obligations in respect of their 

issuances of debt in connection with the financing of PG&E's 

Qualified Facilities. 

The proposed financings.with the Authorities may ,be 

structured as follows: 

1. The Authority would issue and sell one or 
more series of its bonds, notes~debentures or 
other securities CAuthorityBonds)plusac­
crued interest, to' a 'group of underwriters who 
would ultimately market the Authority Bonds to­
to the general public,. Concurrently with the 
sale and delivery of the Authority Bonds~ ~E 
would·. enter into a loan agreement,. or other 
security agreement, with the Authority • 
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2. Concurrently with the sale and. d.elivery of the 
Authority Bond.s, PG&E would. issue and. deliver 
to the Authority, in considoration 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 (the te~s and. cond.i­
tions of such indebtedness to be substan­
tially consistent with the terms and conditions 
of the Authority Bonds) or would uncondition­
ally quarantce # or otherwise secure, the 
Authority's obligations in respect of the 
Authority Bonds. 

The Authority Bonds could be issued in the form of long­

term fixed rate tax-exempt securities. However, under certain mar­

ket conditions, PG&E believes that ,it may be advantageous 'to issue 

one, or more, series of :tho Authority Bonds, in the form of fl,oat-. 
ing r",te short-term 4em4nc1 bonc1s, commerci",l paper, notes or some ' 

-, 
other variabl~ interest rate tax~exempt debt'instrument .. PG&E 

anticipates that such" a variable rate financing could be struc­

tured substantially with such changes as market conditions might 

dictate as follows: 

a. Authority Bonds could be nominally' long-term 
instruments but could carry,a,shol:t-term. 
interest rate because of the existence of a 
periodic Itput" option or, mandatory refUnding 
date; 

)).. The holders of the, Authori tyBonds 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;-

c. A Remarketinq Agent would then, remarketthose 
Authority Bonds which.. had been redeemed,; or 
purchased, ,and because the interest rate on 
the Authority" Bonds' would be- periodically 
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d. 

e. 

reset, any redeemed, or purchased, Authority 
Bonds could generally 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 t~ a 
fixed rate for the remaining term ot the Au­
thori ty Bond: and 

As an additional obligation under the loan 
agreement, PG&E could cause to be delivered an 
irrev.ocable letter of credit r or other credit 
support tacili ty, t~ the trustee ot the Au­
thority Bonds which would permit drawings by 
the TrUstee for the pay.mentot unpaid prin­
cipal and accrued interest on the Authority 
Bonds. 

Interest ~ swa~ 

PG&E hereby. seeks, in the alternative,. ei-ther (i) that 

the Commission concur with PG&E that PG&E's entering into. one or 

more interest rate swap agreements trom time to time does not 
. . , 

require commission authorization under PO" Code Seetions 816 

through 830 i or (ii)' that. the. com:mission gorant PG&Eauthorityto 

enter into such agreements'under p~ Code Sections 81~ through 

830. 

A. Description ~ Interest':~ Swaps 

An interest rate swap:, is a contractual agreement between 

two parties to. exchange paYlXlents" that are based on .ls2 

specified interest rates and a stated notional amount. 

Typically, interest rate swaps are arranged between one party 

which has a need for atixed' rate; security:, but beeause of 

particular cir~tances'canoniy i;sue :floating rate debt at 

favorable terms, and another party which is able to. issue a fixed 

rate seeurity and can aChieve cost :s.avings by swapping its. fixed: 

• rate security- for the floating rat'e: security's obligation. 
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Interest rate swaps were created to take advantage of 

ar~itrage opportunities in the various fixed and floating rate 

capital markets_ Arbitrage opportunities exist ~cause some 

markets react to change more rapidly than others, because credit 

perceptions differ from market t~ market, and because receptivity 

to specific debt structures differs from market to market. 

B. Interest ~ Swap~ Baekgro~ 

Since its origination in the Eurobond market in 198;1,. 

the interest rate swap market has expanded. rapidly and PG&E 

informs the CACD that swaps now .exceed $3-13,000,.000,.000 worldwide. 

At the end of 1986, fin~.ncial institutions acted as coun'terparties. : 

tor 60% of all swaps, government agencies' 11t, and corporations 

29~. The result of this expansion is a swap market possessing' .' . . . . 
depth and liquidity •. PG&-E indicates that swaps. now "range in size 

from $500,000 to $500,000,,~OO, . run from. s.ixlUonthsto,lS. years, 

and contain' float1nq rate incUcetJ. of LXSOR (London Xntor:Oank 
, ,.-, .' . . ' 

Offering Rate),. treasury bills', commercial paper, and the prime 

rate of various banks_ Through the development of a liquid 

secondary market,. swaps can now ~ ass.igned or terminated. 

c. Interest~swaps~~. tinancially AdvantageQ!ls .. 
'I'hrouqh the use otinterest, rate.swaps, PG&-E ~lieves , . '\, 

that it can reduce its issuance 'Of ,coltlIllerc.ial paper~ obtain 
. 

floating rate Debt Securities at less than its all-in'cost of 

issueing commercial paper and· eliminate associated. liquidity 

risk. All'in cost equals stated. interest rate plus issuance and 

liquidity support costs~ For eXalIIp,le,' PG-&E may issue fixed rate 
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Debt Securities and swap the fixed-rate payments into floating­

rate payments tied to a commercial paper index that might result 

in an all-in cost to the company below PG&E's all-in cost o~ 

issuing its own commercial paper. This synthetic commercial 

paper would typically have a maturity 0' longer than one year. 

The liquidity risk associated with commercial paper is alleged to 

be eliminated ~or the term o,f the swap'. 

Interest rate swaps can also be used to obtain long-term 

fixed-rate debt. On occasion, PG&E cou;ld issue floatinq-rate Debt 

Securities and ,swap the floatinq-ratepayments int~ fixed-rate 

payments at an all-in cost to the company that is less than the 

cost o~ a fixed-rate Debt Security with the same term. 

PG&Ebelievesthat interest, rate swaps provide PG&E with 

another tool to ~age its Debt Securities, may on occasion reduce 
. ' 

the all-in cost of floating and fixed-rate Debt Securities and 

eliminate the liquidity risk associated with commercial paper. 

o. CoMission Authorization 

In order for the commission to, have ' jurisdiction over 

interest rate swaps specifically as securities, swaps must meet 

certain definitions in the PO' Code:: either "bonds,. notes" or 

"other evidences of indebtedness,r under PO' Code section 818', or 

"obliqationsts.J or liabilittiesJ as gUarantor~, endorser, surety,. 

or otherwise in respect of the' securities of any other person" 

~irm, or corporation ••• " underPU Code Section 83.0 • 
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PG&E is of the opinion that neither of these code 

sections is applicable to interest rate s~aps. 

First, PG&E contends that interest rate swaps are not 

"evidenees of indebtedness" under PO' Code section 31a.. An 

interest rate s~ap is sim-ply an agreement between two parties to 

ex~han9'e periociic interest payments on a speci:fied principal 

amount for a fixed period of time. O'nlike 'a currency swap" there 

is not an exchange of any principal amount of "indebtedness"' .. 

Also, under PO' code section 330, PG&E alleges that an interest 

rate swap does not involve a guarantee of the underlying debt 

obligations of the other , party. A party's obligation to its 

lenders does not change when the party enters into: a swap 

agreement: that party is still liable to. the lender for tilnely 

payment o~ interest and prineipala$ speCified in the lo~n 
, t, • ' 

, .' " . 

agreement. conversely, a party has no liabil.ity with respect to, 

the other party's payment obligation to the other party's lenders. 

No reference is made in the swap agreement to' any separate 

obligations of the -parties to pay others' with the funds the 
, - -

parties are contracting 'to- receive und~r the swap', agreement .. 
;;: \ 

Neither of the parties need even to hive anobl'igation to· pay 
, ,/ 

another, interest at a eertain ra\:~~~> a party' may eontract 

for a certain periodic payment for some other reasons. ' 

Another reason that PG&E-believes that 'the commission 

noed. not authorizo intoro~t rato swaps und.orPO' Code Soetion~Sl6-

through 830 is that such agreements; arenottroated as Debt 

securities or guarantees under generally accepted accounting 

principles. The effect of interest rate swaps are merely sho~ on 
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an entity's income statement as items of income or expenses; they 

are not shown on its balance sheet as liabilities. 

Finally, it interest rate swap~ arc treated as Debt 

securities or guarantees by the Commission, PG&E believes the 

dollar amount ot authorization, requested in this application 

should be increased. It PG&E issues Debt Securities and swaps the 

interest payment obligations, the dollar amount of Commission 

authority used for the transaction is unclear to PG&E. If the 

dollar amount of the Debt security and the' equal notional amount 

ot the swap each are considered to- be Debt Securities, PG&E 

believes that the dollar amount ot Commission authority needed for 

tho transaction ,should bo doubled. 

PG&E alleges an interest rate swap is not an "evidence 

. ot' indebtedness" or a, " guarantee ,t, ot' another's seeurit~es. under, PO' 
. , 

code sections 8'18 or 830, noCommission'authority ,is required for 

PG&E to enter into- interest rate'swap·agreementsunder those 

sections. 

~ Analysis 2! Interest ~ Swaps 

CACD has' met with PG&E and'other utilities on several 

occasions and has reviewed a variety of c.iocumentation on interest 

rate swaps. The CACD disagrees with PG&E that swaps are not a 

security. They are clearly enforceable contracts for the pay.rnent' 

of money in exchange, of a right or ' obligation between two, pa%'ties. " ' 
'" ,I • 

'rhe swaps are simply a "seconCl tier"' contract to tho unCletrlyi1'19'" 

financial instrument, issued ,by b~th ,parties. FUrther~ the' pr:ilnarY';: 

purpose of swaps would be to contract for an exchange 'Of interest ,,: 
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rates by PG&E for an extended period well in excess of l2 months. 

• Contracts for money whether in a "primary" or "secondary" tier are 

still of valid concern to the Commission. Regardless of PO Code 

sections 816 through 830, the Commission should exercise its 

authority through its broader powers under PU sections 701 and 

• 

703. 

PG&E has described the swap process so as to make ~~e 

ratepayer appear to be at least in different if not better off. 

However, the fact is that under PC&!'s proposal, the ratepayer is 

simply excluded :from any bene:fits o:f swaps, as proposed. by PC&S,. 

without the compensating relief of any other risks or liabilities. 

One significant use of swaps is, as a hedging device 

against interest rate changes. Hedging is a form of protection 

against change 'where, for some-market-pricecl fee,. a slightly 

highor price is paid tor protection aqai:nst dramatie unfav~rable 

market price changes. In commercial paper, this risk is :rising 

rates for the borrower when notes must be "rolled-over''". 

PG&E is ~une from the need to hedge by the rate 

setting' mechanisms . currently used by this commission. PG&E is 

compensated in rates tor various items such as :fuel'oil 

inventories at the published9'O-day commereialpaper rate as 
. . 

reported. in the Fecleral Reserve Bulletin. Rates are set. to: 

reflect these levels regardless· OfPG~~saetual cost of borrowing 

and PG&E is not Obligated to justify the rate or attempt to· 

mitigate that rate with attendant risks of. loss of opportunities 

for profit • 

. " 
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Interest rate swaps could relieve PG&E of at least two 

• costs associated with commercial paper: firstly, the transaction 

costs, estim~ted by PG&E to be ~bout 5 b~sis points; ~nd 

• 

• 

secondly, requirements tor liquidity support, lines of credit 

necessary to sustain short-term borrowing, which PG&E estimates 

at about another 20 basis points. Thus, when PG&E issues 

commercial paper at 7.00%, it's all-in costs amount to­

approximately 7.25%. PG&E is compensated"at least partially, 

for these costs in its base rates set in general rate' 

proceedings. PG&E in fact profits or looses regularly to- the 

extent that the ratemaking Federal Reserve rate plus base rate 

allowances tor other costs exceeds,. or is smaller than,. PG&E's 

actual rate plus actual costs. 

The CA~D not~s that the .commission's usage o,t the , 

Federal Reserve Board 90-d.ay interest rate is intended to be ~ 

fair and reasonable benchmark of costs to, be allowable in rates. 

Attendant is the slight opportunity forprotit or loss through 

the careful financial management practices' ot the utility 

compared to the market as a" whole. Accordingly,.. the CACD 

recommends that interest ra~e, swaps be provisionally authorized 

within the tollowing parameters and their equity and 

eftectiveness,be evaluated ~n conjunction with PG&E's next 

application !or!inance authority. 

The,CACO beiievesthatthe ratepayers should benefit 

from any cost savings which are realized by PG&E'trom interest 

rate swaps for. expenses· which were previously authorized in base' 

rates. PG&E recovers in its general rate case base rates an 
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allowance tor the tees charged by ~anks tor lines ot credit 

necessary to support its short term debt issues. Interest rate 

swaps will reduce PG&E's requirement for such credit support. 

The CACD recommends that PG&E be required t~ maintain a 

memorandum account which will estimate the weighted average cost 

of PG&E's lines of credit applicable to' a balance equal to· the 

principal amount of interest rate swap securities. In the PG&E's 

next general rate case, PG&E should be required to make a 

substantial showing justifying its lines of credit costs. The 

Division of Ratepayer Advocates (DRA.) should critically examine 

this memorandum account with aviewt~ recommending, the 
", 

appropriate level of refuncl to ratepayers. Suc:h refund would be ", 

based upon the actual or the reasonably nece~sary'lines of credit . . 
after any interest r~te swaps-ancl the base rate allowance for 

these costs in: PG&E's last, general rate' ease-. 
, , 

These costs are 

not normally aclj ustecl , in Attrition proceedings. The CACD further 

recommends'that PG&E should not,enter'int~ interest rate swaps for 

a value greater than 80% ot the item~ currently given rate 

recovery bas~d upon the Federal Reserve Boarc1.90-day interest'rate' 

and that the balancing aeeounts and'memoranc1.umaceoutns be 

excluded torm·this balance., These latter items are more volatile 

and subject torequlatory change than are fuel~il inventories, 

etc. 

1 .. Limited Amount 
, '. . 

Swaps shouldnotexceed80%~f the authorized 
value at December 31,. 198-7 of all utility 
relatecl items excluding. balancing accounts , 
and memorandum"accounts accorded Federal 
Reserve' Board 90-clay interest rate treatment.,' 
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a) Wi thin 15 days of entering into a swap 
agreement, PG&E shall furnish to the 
CACO a report analyzing the swap 
including all costs associated with the 
swap in comparison to' a proj eetion of 
"all-in cost without a swap. 

~) Wi thin 15 days of entering into a swap 
agreement PG&E shall, provid'e the CAC~ 
with a complete copy of the executed 
agreement and all attendant documentation. 

c) PG&E .shall separately report all interest 
income and/or expenses arising from- all 
swap, in all monthly and annual financial 
reports to Commission. 

d) PG&E, . shall provide copies of the 
accounting entries made in the 
memorandum account .to- the CACD on a 
quarterly ~asis .. , 

3.. Limit ml Em Recoyexx 

.. a) Any interesr rate swap transaction which 
resul ts in an' 'incre~se in .elll.bedded de~t 
cost shall not,~e recoqnized for 
ratemakinq purposes.. ',PG&E" shall not 
record any cost increases on the swap, 
memorandum account so as to "net" against 
any cost savings .. 

. ~) If PG&Eelects to terminate. the swap' 
betore the original maturity or the. swap' 
partner . terminates, the swap' all costs 
associated with the termination shall be 
borne by PG&E· stockholders .. 

- c) PG&E shall place intOo' a memorandum 
account all of . the 'costs. associated with 
the underlying liquidity supports' or' 
lines o:!credit equal to the value 'of 
the swap-. agreement.. 'this amount is: tOo 
be' offset against subsequent base rate 
chanc;es in general. rate or Attrition' 
proceedings and " refunded. to, ratepayers'· I 

based upon the ORA review-ot actual and· " 
. reasonable levels,' of lines of' credit. , 
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d) Regardless of the interest rate 
specified in the swap agreement PG&E 
will continue to receive recovery only at 
the Federal Reserve Board's 90-day 
interest rate plus the other adopted 
costs in rates after reduction tor (c) 
above. 

4.. Limits.2D. ~ ~ Swaps 

a) All swaps shall be denominated in us. 
dollars with no other associated hedging 
devices .. 

b) Swaps shall be restricted to an 
exchanqe of PG&E"s medium or long-term 
obliqation .. 

The conunission has considered the CACD recommendations, 

above and findinq them reasonable, will adopt them as stated' above. 

Request .!.9J.: Exempt1sm A1N Othel: ~it{cations.tt2.m,:tb& Commission's 

'. '~ompetitive,Bidding ~ 

~ PG&E seeks a~thority ~~' issue and sell its Debt Secur-

• 

ities on a negotiated basis and requests an exemption and other 

lIloditications trom the commission's COlIlpetitive J3.iclcling Rule, as 

lIlodified by Resolution F-616 dated Oetober 1, 1986 in which the 

,Commission sets to:i:th other provisioDS'which·exempt.debt issues 

for which competitive biddinq is not viable or available.. PG&E 

requests additional moditications in the followinq areas: 

a .. · Forneqotiatedpublicotteringstor,issues ot 
$300,000',000 principal amount" or greater; 

b. For issuance of Notes on a'continuous. or 
periodic basis pursuant to' a shelt reqis­
tration, statement and lIlarketed on an aqency 
basis silIlilarto PG&E'sexisting commercial 
paper program; 

c.. For interest rate swaps" it the Commission 
determine~'that interest rate swaps· are Debt 
Securities,. and'the issuance of'Debt Secur­
ities in conneetionwi~ interest rate swaps; 
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d. For the elimination of the one-day notice 
period contemplated in Resolution F-616; and 

e. For Oebt securities issued in 1988, as a 
result ot market volatility. 

1. $300,000.000 PrinCipal Am2unt 

Under Resolution F-616, the Commission may grant exemp­

tions trom the Co~petitive Bidding RUle for debt issues in excess 

of $200,000,000 upon a compelling showing by a utility that, 

because of the size of the issue an exemption is warranted. PG&E 

asserts that compelling circumstances exist for an exemption for 

debt issues of $300,000,000 principal amount" or larger, and 

believes that the exemption would afford' it the flexibility to 

meet PG&E's financial requirements on the most favorable terms 

available. 'there.fore,. PG&E requests an exemption from the 

·,eompet,1tive Bidding Rule ,for neg'otiated public of!erinqs of 
. . 

$300,000,000 principal amount, or greater.: 

PG&E believes that the size ot a debt' offering can 

determine whether a competitive bid, or a negotiated basis will 

produce the lowest cost. Ina negotiated offering, an underwrit~ 

inq lIynCUClltc can be fOn\cd.' that eon&i'sts of virtually the entire' 

invc~tmontbb.nk1n9' community. Becau5ccompct1t'ive »1d.dinq 

divides the community into several' co~peting,biddinq syndicates,. 

each syndicate has te.wer participants.. As a result, each 

participant must agree to unclerwri te a larger porti~n, of the'debt 
. -", '.' . , 

issue and thereby increase its risk. For small debt issues this' :' 

may not "result in a higher cost, but tor large debt issues,. the 

participants may require a. premium to take on' the greater risk." 
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PG&E stat~s in its appli~ation that its statisti~s 

~ su~~est that, while the capital markets ~an accommoaate 

competitive biddin~ for debt issues larger than $300,000,000, 

these issues are infrequent ana generally restri~ted to companies 

that have high credit ratings. As a result, PG&E argues that 

competitive bidding for issues of $3,000,000, or larger, may 

result in a higher cost of tunds. PG&E notes in the application 

that tew cOlnpanies have used the competitivebiddinq process tor 

debt transactions of $300,000,000, or greater. The CACD notes 

that is consistent with recent decisions ana concurs with this 

,exemption. 

2. Medium-Term ~ ,PrS'Jqram (mW' 

Unde~ Resolution F-6l6, the Competitive Bidaing Rul~ is 
. 

not applicable to aebt issues for which competitiv~ bid~inq is 

~ not ,viable or" available. PG&E's. M'l'N program would be xnarketed 

like PG&E's existing commercial paper program, throuqh a group of 

dealers on a best-ettortsor agency basis that is incompatible 

with the Competitive ~idding Rule. Therefore, PG&E requests an 
~"' ........ . . 

exemption trom the coml;teti tive Bidding Rule tor the issuance ot· 
':'0, 

Notes on a continuous or"periodic basis through dealers' on a 

best efforts o~ agency basis~ The CACD· concurs with exemptinq.the' 

MTN. 

3. ~ SeeyrijCies· Issued in CS'JDDect:12D ~ Interest 

~ Swaps 

Under Resolution F-6l6, the competitive Bidding Rule is 

not applicable to debt issues. tor: Which competitive bidding is not 

via))le or availa))le. PG&E requests that (1), interest rate swap 

• agreements, and' .(2) Debt Securities issued: in c:onnection with 
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interest rate swap agreements be exempt from the competitive Bid­

ding RUle. 

While it may be possible for PG&E to solicit ~ids for 

interest rate swaps or tor Debt Securities to be issued in 

connection with interest rate swaps, the existing market does not 

readily operate in that manner. Interest rate swaps are 

opportunistic transactions that are not always available. Thus, 

the company must be able to. respond quickly to. take advantage of , 

the opportunity. 

Similarly, PG&E must be a~le to issue Debt Securities in 

connection with interest rate swaps when a lower interest r~te'can 
, . 

be obtained than would otherwise be available. In order to ,arrive , 

at a lower overall cost thanPG&E otherwise could obtain; the' Debt 

Sec:urity and the interest rate swap need to- be prieedas one 

transaCtion. The timing and the terms of the' Debt secUrity and 

the interest rate swap must match and one transaction cannot 

proceed without the other. 

Therefore, PG&E requests an exemption from the 

competitive Bidding Rule tor inte:r:est rate swap agreements. 'rhe 

CACD concurs. 

4. One-pay 'Notice Period 

For Debt Securities. sold under the Competitive ~id.cling 

RUle, PG&E seeks authori tyto' eluunate the one-day notice 

requirement contained in Resolution F-G16.; Through the use of" 

the Securities and Exchange Commission's shelf registration 
- , -

procedures, it is possible ,to' price an, ottering- 'at any time' the 

market conditions appearf"avorable. 'rheref"ore, it is desirable to ' 
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be able to contact the prospective bid~ers and adjust the terms of 

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

or t¢rm~ ot th~ ottorinq mi9ht come on tho day ot the pricing in 

response to the market conditions. The prospective bi~ders can 

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

period to· consider the change. 

s. Exemption ngring ~ ~ A Besyl; 2t Marke; volatility 

Under Resolution F-616·, the Co1tll'!lission may g7'ant exemptions. . 

from the CQmpetit.ive Bidd'ing RUle :tor debt issues for whieb. 

competitive bid.d.ing is not viable or available. The CACO has 

reviewe~ PG&E's request and its reason~ tor turther modifications 

of the competitive Bid.ding Rule,. as moditied. by Resolution F-o.16. 
. . 

The study for F-616 showed little net difference between 

competitive bid and negotiated placement. In that light the CACC 
. . 

believes that the added benefit .o~·auditable factual comparative . , ,. 
• '. r 

data in support of .competitive bids·provid.es'some intangible 

ratepayer safeguards. 

The CACO has reviewed the Commission's Competitive 

Bidding RUle,. and in particular, Resolution F-616 and has 

concluded that PG&E has not made a compelling showing or otherwise:· 

otfered. any substantial reasonS why it should be granted a blanket: 

exemption tor· all debt securities. to be issued during 1988-. The· 

CACO recommends that PGScE's request for such exemptions should' be • 

denied.. We agree with the CACO :recommendation. . PG&Ehas not . 

mad.e a compelling showing' that exemptions from'the Competitive 

Bidding Rule are 'warranted for Debt Securities'issueddurinq 19'8$: 

as a result of market volatility • 
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We place PG&E on notice that if it chooses to· issue and 

sell the company's Debt Securities by means of negotiated private 

placements,. or negotiated public offerings where approved by this 

dcci~ion,thQ roa~onablone=~ of the rocultinq interest rate and 

cost ot money to the company will DC closely scrutinizc4 in 

PG&E's next general rate proceeding. This may result in a 

disallowance of the interest expense, if it is determined 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 advantaqeous to 

PG&E and its ratepayers. We will require this showinq within 30 

days after issuance of PG&E's Oebt Securities. 

General Order Series ~M9ditication 
.' 

'Since the MTN pr~gr~ is designed for continuous or 

periodic sales, strict compliance" with General Order Series 24 

could requi~ed dailytilingswith the Commission. Accordingly, 

PG&E requests authorization to·· De relieved ot the necessity ot· 

complying with the Commission's General Order series 24 tor sales 

ot Debt Securities under the M'rN Program.. In' lieu ot a. report or 

reports under the general order, PG&E proposes to tile,. with the .. 
i 

Commission, on or before the 25th day of the month following eaCh: " 

quarter, a stat~ent tor the preceding quarter showing the 

aggregate p:t'i'ncipal amount, interest rate,. maturity and cost 

to. the company ot Debt Securities sold in connection with· 

MTN proqrams. This proposal is . consistent with the reports 

currently requested by the commission tor .PG&E's current shelt 

• reqistration program tor cOmlnonstock, Dividend' ReinvestJnent· and 
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Common Stock purchase Plan and Savings FUnd Plan • 

The CACD has reviewed PGGlE's request and its reasons 

for exemption of the M'l'N Program from General Order Series 24'S 

reportinq requirements. The CACD has determined that PG&E has 

made a compelling' showing' that relief from the necessity o:! 

complying' with Conoral Or4or Sorio~ 24 tor 110.105 of Oebt Securi-

ties under the M'I'N PrO<Jralll. is warranted. The CACD recommends 

that PGGlE be relieved. of the necessityo! complyinq with the 

Commission's General Order Series 24 for sales of Debt securities 

und.er the M'rN' Proqram.' The CACD concurs that PGGel:: file with.. the 

Commission on or before the 25th day of the month following each' 

quarter a statement for the preced.inq quarter showinq the 

aqqreqate principal amount, the interest rate, maturity ~d cost 

to the companyo~ Debt securities sold in connection with the M'I'N' 
, , 

Proqram. We wi'll accept the CACD's ,recom:mendat:;'on'. 

Qg ~ Proceeds 

PG&E proposes to- use the proceeds !rom the- sale of the 

Debt Securities, as requested in the' application, other than 

accrued interest and atter payment and discharge of obligations 

incurred for expenses incident to the issuance and sale for the 

following purposes: 

a.' For the acquisition'of,property; 

b,. 'For the construction,' completion, extens~on or 
improvement of its facilities; 

c.. For' the "improvement or maintenance of its.' 
services; 

d.. For the discharg'e or lawful retund.ing' of it,s. 
obligations; 
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e. For the reorganization or reaQjustment of its 
indebtedness or capitalization upon merger, 
consolidation, or other reorganization; 

f. For the possible redemption or purchase if 
economic, and retirement of a portion. of its 
outstanding debt or preferred stock to par­
tially reimburse PC&E for,monies actually 
expended from income or other monies in' its 
treasury not secured by or obtained from the 
issue of stocks," stock certificates or other 
evidences of interest or ownership, or bonds, 
notes or other evidences of indebtedness for 
the purposes mentioned above' except mainte­
nance of service and replacements; 

g. For future capital additions and improvements 
for its Qualified Facilities; and 

h. For such other purposes as are described in 
PUCode· Section 317. The amounts so- reim­
bursedwill become a part of PG&E'sgeneral" 
treasury funds 

PG&E proposes to use a portion of such general treasury 
" funds to ~repay a' portion of its. short:-term borro~ngs outs'tanQing 

at the time of PG&E'$ receipt of these proceeds~ 
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findings 21 ~ 

1. PG&E, a California corporation, operates as a public 

utility suoject to the jurisdiction ot this commission. 

2. PG&E has need tor external tunds for the purposes set 

forth in the application. 

3. The proposed Debt Securities and Common stock will be 

used for proper purposes. 

4. Th~ proposed aqreement requirinq PG&E to provide security' 

for the Authority Bonds would not be adverse to' the public interest. 

S. The'money, property, or labor to- be proeure.d, Qr paid 

fo~, by the proposed Debt securitfes and Common 'Stock is reason­

ably required fO.r the purpo~esspecified in the application. 

6. The use. of interest rate swaps is reasonable within the 

limitations proposed by CAeo. 

7. ExemptinqPG&E from Commi$~ion"5 Competitive Siddine; . . 
. Rule in the application would· be adverse to the public interest, 

except for the limited instances discussed for interest rate 

swaps, issues over $~OO :illion and the medium term note program. 

3. It is proper to determine the reasona})leness of the 

effeetive interest rate incurred for any Debt security issued in a 

foreign-denominated currency and t~ use that rate, for ratemakinq 

purposes, as the maximum e:tllbeclclecl cost of money in future rate 

proceedinqs. 

9 • It is proper f.or ratemakinq purposes t.hat any' reduction 

in the effective cost of money r~sultinq from 'currency value 

fluctuation on Oebt Securities issued. in foreign-denominated:' 

currency be passed. on to the ratepayers: in· future rate proceedings " 

as a reduction in the cost of money for all Debt securities • 
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10. The Commission aoes not, ~y this aecision, determine 

that PG&E's construction budget is necessary or reasona~le tor 

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 no 

reason to delay granting the authority requested • 

. , 

.~ 
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con~lusions 2! ~ 

1. A public hearing is not necessary. 

2. The application should ~e qranted to the extent set 

torth in the order that tollows~ 

The proposed Debt Securities and Common Stock are tor 

1a~ul purposes and the money, property, or lal:>or to- be obta.ined. 

by them is required tor these purposes. Proceeds trom the secur-

ity issues may not be charged to operatinq expenses or income. 

In issuin; our order, we place PG&E and its stockholders 

on notice that the nUlt'ber o,t shares. outstanding, the total book 

value ot these shares, and the dividends paid do not determine the . , , 
allowabl~ roturn on plant invc5tmcnt~ 'l'hj.l5, 41.1thoriz4tion is ,not a 

:finding ot the value of PG&E's stock or proper.ty, nor does it 

ind:i.cate the amounts to- be included: in rate setting proce'edirlqs. 

Taking .into- consideration the ;fee exemption allowed by, _ . . ..... ~. 

PO' Code Section 1904 Cb), as a resu'lt o,f credits from prior out;" 
, ' 

standing indebtedness and preferred stoek refundings, as shown in' 

Exhibit D attached to the application, no- fees are due or payable 

with respect to the proposed issuance and sale of th.e $l,OOO,OOOI.O~O:I' 

agqreg'ateprincipal amount otPG&E,"s Debt Securities. 

,the followinq order sho~ld be,etfeetive on the date of 

si9'llature, to, enable PG&E to-proceed with' its financings expedi-, 

tiously. No fee is due or payable under PO Code Section 1904 (b)." 
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I!' IS ORDERED that: 

Pacific Gas and Electric Company (PG&E), on or after the 

effective date of this order and on or before Deeember 31, 1989, 

is ,authorized tO,do the following: 

a. '1'0 issue, sell, and deliver in one or ~ore 
series its Debt Securities and/or to- uneon­
ditionally guarantee or otherwise secure the 
obligations. of the Authorities in respeet of 
the tax-exemptfinaneing of PG&E's Qualified 
Facilities with-all sueh issues and sales of 
the De~t Securities and/or unconditional 
guarantees being upon terms -and conditions 
substantiallyeonsistent with those set forth 
in or contemplated by- the applieation. and not 
to exceed an aggregate' principal amount of 
$1,000,000,000; 

b. '1'0. issue,. sell, and deliver sueh Debt Seeuri- ' 
ties under the Commission's Competitive Bid- ' 
dinq Rule with exemptions therefrom.' for the 
issuance of Notes on· a continuous < or periodic. 
basis.throuqhdealers ona best-efforts or aqeney 
~asis,. for De~t ,Securities, issued in 'connection 
with interest rate' swa~s. 

c. Common Stoek in exehanqe for and· upon retire­
ment of Debt' Securities issuecl, as set forth. 
in the applieation, upon conversion of the 
Debt' Securities and in exchange· for equity 
warrantsr as may be: required ~rom'time to 
time; 

d. To be relieved of the neeessity of eomplyinq 
with the Commission's General Order 5eries24 
for theissuanee ot'Medium-l'erm Notes; 

e. To use the net. proceeds from, the sale' of . 
securities (exclusive,of,aecruecl'interest 
which. would be used for qeneralcorporatepur­
poses) for the purposes deseribed in the ap­
plieation; 

f. '1'<> use' any accrued interest. reeeived" in' eon­
neetion with the issue or issues, of Debt Se­
eurities for qeneraleorporate" purposes; and 

g. 'roenter into one or more interest, rate swap> 
agreements. trom. time to- time without the ne-.· 
eessity tor prior eonsent from the Commission 
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subject to the restrictions stated in the body 
of this opinion • 

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 (c) the 

conversion or warrant price and. applicable ratio, the company 

shall notify the Commission in writing~ 

3. For the Debt Securities sold by competitive bidding, 

PG&E shall file a written report with tho'CACO showing, for each 

bid received, the name of tho bidder, the price, interestrato, 

and. cost to the company based. on the price and. interest rate 

within 5 business days. 

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

PG&Eshall til~, with the CACO,. three copies' of its final pro-. 
... -." I' 

spectus pertaining to .the Debt SecUrities as soon as it is 

available. 

5-. ,PG&E, within 30 days after the issuance and. sale of its 

Debt Securities by private placement,. or negotiated public otfer~ 

ings, for use in interest rate swaps shall :file a report, witn 
, . 

the CACO, setting .. torththe reason, the company believes the 

resulting interest rate and' cost of money were advantageous to ' 

the company and its ratepayers. 

&. PG&E shall rile copies of all interest rate sW"-P' 

'agreements and other. swap related reports' as described in .this " 

decision. 

7. PG&E shall tile the reports required by General Order' 

series 24 except as noted above • 
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s. ~G&E shall s~mit an original and four copies of the 

~ reports required by ordering paragraphs 2 through 6 to the CACO 

with a transmittal letter stating the application and decision 

n~ers. Parties need not be served with copies ot the reports 

unless they request such service in writin~. When service is made 

• 

• 

on parties who request copies of the report, PG&E shall attach to 

its report a certificate showing service by mail upon all those 

requesting copies. The Director of CACD shall send the o'%'i~inal 

and one copy to the Docket Office for tiling. 
, 

9. The requirement to file periodic reports'shall lapse on 

June 30, 1990. 

10. Taking into consideration the fee exemption allowed by 

PO' Code Section 1904(b), as a·result ot credits from prior out­

standing indebtedness and preferred stockrefundings, as shown in 
, •• It • 

EXhibit 0 attac~ed to the application, no fees are,due or payable 

with. respect to the ·proposed issuance and sale of the $1,000,000,.000 

aggregate 'principal amount of PG&E"sDebt Securities. 

11. The application is granted' as set fo~ above. 

This order is effective today. 

Dated ___ A_P_R_2_,7_' _19_SS ___ ,at San· Francisco, california • 
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