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'BEFORE, THE PUBLIC UTILITIES COMMISSION OP_TEE'STATE OF CAﬁIFORﬁIA |
ORIGIIAL

Applicatioﬂ 91-10-068
(Filed October 31, 19%1)

In the Matter of the Application of
San biégo Gas & Electric Company to
issue, sell, and deliver oné or moreé
series of Debt Securitfes, to use
credit enhancements, to enter into
interest rate caps, collars and
swaps, and to guarantee the ,
obligations of others in respect of
the issuancé of certain tax-exempt
pebt Securities, the total aggregate
principal amount of such -
indebtednéss and 3uarantees not to
exceed $425,000,000; to execute and
deliver oné or moré indeéentures; to -
sell, leaseé, assign, mortgage, or
otherwise disposé of or éncumber
utility property; and for an
~exemption from the Commission’s
Competitive Bidding Rulé. (U 902-M)
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OPINTION
Summary of Decision o s
This décision grants San Diego Gas & EIéctriC’Compahf‘
(SDGLE) the authority requested in Application 91-10-068
(Appliéation) to issue, sell and deliver one or more serles of
long-térm Debt Securities and to guaranteé thé obligations of
others in connection with the issuance of certain tax-exémpt Debt

Securities. . . _ _ _
) SDG&E requests authority under Public Utilities (PU) Code

¢s 816, 817, 818, 821, 830, and 851 for the following:

1. To issue, sell and deliver one or more series of
First Mortgage Bonds, Debénturés, Overseas o
Indébtedness, Forélign Securities, Medium-Term Notes

* {No6tes), to enter into Loans (coilectively, Debt -
Securitfés) and/or to guarantee unconditionally or
otherwise secure the obligations of one or more
political ‘subdivisions (Authority) in réspect of




their issuance of debt for facilities qualifying for
tax-exempt financing under federal law (Eligible :
Facilities)}

T6 arrange Credit Agreements or other credit ,
facilities as may be necessary for the purposé of
issuing the Debt Securities and to modify such crédit
facilities without further authorization from the -
Commission}

To execute and deliver an indenture or oné or more
supplémental indentures in connection with any issue
of Debt Securities and to sell, lease, assign,
mortgage or otherwisée disposée of or encumber utility
property in connection with the issuance and sale o
Debt Securities; ,

To issue, sell and deliver Debt Securities by public
. offering or private placement; )

To exempt SDG&E from thé Commission’s Competitive
Bidding Rulé with réspect to obtaining Loans, issuing
Debt Securities or othérwisé gquaranteeing or securing
Authority Bonds in conjunction with financing
Eligible Facilities, issuing Variable Rate Debt
Securities, Overseas Indebtédness, Foreign Securities
and Notes and entéring into interest rate swap .
contracts in conjunction with the issuance of Debt
Securities (Structured Transactions); -

To shorten the period of time betweén the issuanceé of
an invitation for bids and the scheduled receipt of
bids to a4 period which is the shortest time .
reasonably requiréd in order to obtain a sufficient
number of bids from underwriters or purchasers or
groups thereof; to accélerate, postpone or cancel the
scheduled dateée and time for réceipt of bidsi to
reject all bids submitted; to request the
resubmission of bids; to reschedulé subsequeént
receipt of bids; and to vary the amount, térms, and
conditions of the Debt Seécuritiés submitted for bids,
all of thé above to bé without newspaper publicationi

*

To provide that the total ag?regate ptincipél armount
t

of lissuances of Débt Sécurities and guarantees made
by SDG&E shall not exceed $425,000,000, and that in
the opinion of the Commission, the money, property’
and labor to bé procured or paid with the net
proceeds therefrom is reasonably required for the
purposes gspecified in this Decision and that such
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proceeds, éXCept as ofhérﬁisé'aufhérized for aCcfuéd
interest, are not; in wholé or in part, reasonably
chargeabie to opeérating expenses or to incomép .

To provide that SDG&E may utilize at its discretion
certain credit énhanceéments and may enter into

certain interest rate caps, collars, and interest -
rate swap contracts (Swaps), with the authorization
for Swaps not to exceed $156,000,000; ,

To provide that thé authority granted in this

becision shall be effective when SDG&E has paid the
fee, if any, prescribed by PU Code §§ 1904(b) and ,
1904.1 and to allow SDG&E to apply the portion of the
unused fees from previous applications; and

10. To ‘grant such additional authorizations or further
relief to SDG&E as the Commission may deem
appropriate. : : .
" Notice of the filing of the Application appeared on thé
Ccommission’s Daily Caléndar of Noveémber 27, 1991. No protests haveée
beén received. :

Partial Denial of Application o |
SDG&E requests that the settlement date for the issuance

. of Débt Sécurities take place in accordance with normal settlément
prOcedures (e.g., five days) or at a futuré date. For examplé, Lf
interest rates were at low lévels curreéntly, SDGLE might enter into
a contract currently for the issuance of bonds to take place at a
future dateé (Forwards). The Commission Advisory and Compliance
Division (CACD) has reviewed SDG&4E’s request to enter into Forwards
in conjunction with the issuancé of its Debt Securities and ot
concludes. that SDG&E has not madé a compelling showing that the useé
of Forwards is warranted and is in the bést interest of the _
ratepayers. CACD recommends that SDG4E’s réquest bé denied and we

. concur.,
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ICBackground : o :
SDG&E 18 a publio utility corporatlon organized and

existing under thé laws of the Staté 6t California, and is
primarily engaged in the business of providing electric serviceé in
portions of Orange COunty and éléctric, gas and steam servicé in
portions of San Diego County. .

For thée nine months. ended Séptember 30, 1991, SDG&E
" reports in its Statement of Consolidated Incomeé, included in the
Supplementary Data provideéd to; CACD, “that it generated total
operating revenues of $1,241, 524 000 and net income of
$160,452,000.

SDG&E’s Balance Sheet, also included in supplémentary
data providéd to CACD, as of September 30, 1991, is summarized as

followst
Assets - - S - o . Amouht

Net Utility Plant - o - $3,010,607,000
Othér Property and Investments ' 234,507, 1000
Currént Assets : . 303, 994,000
peferred Charges SR 130,074,000

Total $3,679,182,000

Liabilities and Equity

Common Equity

Préferred/?reference Stock

Long-Téxrm Débt

Current Liabilities

Non-current Liabilities

paeferred Credits : ' . 485,428,000 -

Total - $3,679,182,000
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‘Capital Ratios : I
oo SDGLE’s capital ratios, included in Schedule IX of the
Suppleméntary Data and reported as of September 30, 1991, are shown

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

transactions that followz

September 30, 1991 Pro Forma

Long-Term Debt 44.9% 46.8%
Short-Term Debt 2.1 - 2.0

Total Debt 47.0% 48.8%

preferred/Preference Stock 5.0% ’ 4.7%
common Equity ) _48.0% 46.5%

Total 100.0% 100,0%

The .proposed issuance and salé of up to $425,000,000
aggregate principal amount of long-term debt. Up to
$300,000,000 of this amount will bé used for the
refinancing of outstanding long-term debt, leaving a
balance of $125,000,000 in new issues.

The issuance and sale of $14,400,000 of Pollutfon Control
Bonds, authorized but unissuéd. The rémaining o
authorization of $85,600,000 is expectéd to expire unused -
on December 31, 1991, and is therefore not shown herein.

Thé issuance of up to 1,231,078 shares of SDG&E‘’s Common
Stock, without par value, authorized but unissued under
SDG4E’s 1986 Long-Term Incentive Plan estimated to produce
net proceeds of $§6,155,390 at the price of $5 per share
(the price stated fn the Long-Term Incentive Plan).

The issuance and sale of up to 348,487 shares of SDG&E’s
Common Stock, without par value, aduthorized but unissued
under SDGLE’s Common Stock Investment Plan estimateéed to.
produ¢é néet proceeds of $14,810,698 at the assumed price
of $42.50 per share (the price as of November 4, 1991).

The issuance and sale of up to 607,986 shares of SDG&E’S
Common Stock, without par value, authorized but unissued

- under SDGLKE’s Employeé Savings Plan estimated to produce
net proceeds of $25,839,405 at theé assumed price of $42.50
per share (the price as of November 4, 1991?.
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SDGSE is’ placed on notice by this Decision that the
Commissioh does not find that its capital ratios or the inclusion
of short-term debt in its capital structurée is necessaxy ox .
reasonable for ratémaking purpésés. Thesé are issues which are
-normally tested in general raté cases or cost of capital
proceedings.

Construction Budgets

: _SQG&E‘s estimated construction budgets for calendar yeéars
1991, 1892 and 1993, included in Schedule I of the Supplementary
Data, amount to about $1,000,000,000. Major classifications of the
total budgeted construction aré summarized as followst

Components o ' 1991 1992 _1993

] _ : (Millions of Dollars)
Eléctric Production 0§ 51.9 $ 70.7 $116.g
Eléctric Transmission : 25.8 18,2 24

Eléctric Distribution 134.3 169.5 181.3
Gas . 43.2 50.2 56.4

Common . _ 15,2 29.8 24.1
Total : ; i $270.4 $338.4  $402.6

CACD has reviewed SDG&E;S construction budgets for the
years 1991, 1992, and 1993 and has concluded that SDG&E's propOSed

' sale of Debt Securities is necessary to partially reéimburse SDGLE’s

treasury for'capital acquisitions and improvements to its utility
plant or to fund the planned construction. However, SDG4E is ‘
placed on notice by this becision that the Commission doés not find
 that SDGLE’s construction budgets are nécessary or reasonable for
ratemakinglpurposés. Thesé are issues ﬁormally tésted in géneral
rate case or rate basé offset proceedings. '

Cash Requirements Forecasts
SDG&E’s cash réquirements for 1991, 1992 and 1993,

- estimated as of November 1, 1991, aré summarized as followsy
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Componehts 1991 1992 1991
“(Thousands of Dollars)

Funds for Construction $270.4 $338.4 $402 3
Bond Maturities 0.4 0.4 0.4
Preferred Stock Rédemptions 3.0 3.0 _4.8

Subtotal $273.8 $341.8  $407.8

Lesst Estimated Internal Cash 7 _
Genération $242.3 -$135.8 $181.3

Additional Funds Required from ] , ) -
External Sources $ 31.5 $206.0 $226.5

CACD has analyzed SDG&E’s cash requireéments forecasts for

1991, 1992 and 1993 provided in SDG&E’s Supplémeéntal bata as shown
in Schedulé III. CACD has concluded that fntérnally generated
funds will provide about 88% or $242.3 million of the capital
requiréements in 1991, 40% or $135.8 million in 1992 and 44% or
$181.3 million in 1993. CACD concludes that the proposed sale of
Debt Seécurities is necessary to hélp meet forecasted cash :
réquirements which include capital eéexpenditures.

" CACD has reviewed the Application and has concluded that
" the proposed sale of Debt Securities is reasonable and that the
authority should be granted. The Commission has considered CACD's
recommendations and finding them reasonable, will adopt them as
stated aboveé.

Description of Debt Securities
’ SDG4E proposes to issué and sell its Debt Securities, up.

to $425,000,000 aggregate principal amount, through one or more
financings in domestic or foreign capital markets at any tiﬁe, dr
from timeé to time, and/ér té unconditionally guarantee or otherwise
secure the obligations of the Authorities in respect of their
issuance of debt in connection with the tax-exempt financings of
Eligible Facilities,
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Theée principal amount and the terms and conditibﬁé of each -
issue of Debt Securities will bé determined by SDG4E’s managemént.
and/or board of directors according to market conditions at the
time of sale.

Each issué of Debt Securities may contain a provisioh
allowing it to be rédeeméd or repaid prior to maturity. An early
redemption provision may allow the Debt Securitiés to bé redeemed
or repaid at any time, or it may allow thé Debt Securities to be
redeémed or repaid only after a certain restrictiveé period. 1In
éithér case, the Debt Securities would be redeemable at a préemium
over par or at a stated price.

Débt Securities may bear a fixed- or floating-rate of
interest and may bé issued at par or with an original issué
discount or premium. SDG&E will notify the Commission by létter,
promptly after the daté of issuancé of any Debt Securities, of the
terms and conditions of thosé Debt Securities,

With the eéxception of Notes, each series of Deébt
Securities is expected to havé a maturity of betweéen one year and
forty years. Notés are expected to have & maturity of bétween niné
months and forty years. '

With the exception of First Mortgage Bonds (as defined
below) and Loans, each issué of Débt Sécuritiés may be issued under
an indenture or a supplement to an existing indenture to be
délivered to the trustee for such issue. The indenture or
supplemental indenture would sét forth thé terms and conditions of
each issue of Debt Securities.

SDG4E asserts that the settléement date for the issuance
of Debt Securities will take placé in accordance with normal
settlement procedurés (e.g., five days) or may bé at a future date.
For example, if interest rates weré at low lévels currently, SDG&E
might enter into a contract curreéntly for the issuance of bonds to
take place at a fuyture date (Forwards).
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CACD has reviewed SDG&E’s request to enter into Forwards
" in conjunction with the issuance of its Debt Securities and T
concludes that SDG&E has not made a compelling showing that the uéé
of Forwards is warranted and is in the best interest of the
ratepayers, CACD recommends that SDG4E’s request be denied and we
concur, S
} The following describes in greatéer detail the types of
Debt Securities that may bé issuedt

A. Secured Déebt Securities (Bonds)

Security for Bonds may be included in thé form of a
lien on property (First Mortgage Bonds), a letter of credit, a
standby bond purchase agreement, an insurancé policy provided by a
thitrd party, or through other credit énhancerment arrangements.
Such credit enhancements may be included to reduce interest costs
or improve other credit térms. The cost of such credit -
énhanceéments would be included in thée cost of the Bonds.

First Mortgage Bonds will be issued in accordance
with SDG&E’s trust indenture dated as of July 1, 1940, as amended
and supplémented and which heretofore has been filed with the
Commission. The supplemental indenture delivered in connection
with each series of First Mortgageée Bonds will be in a form
consistent with supplemental indenturés previously filed with the
Commission.

Bonds may be sold to either doméstic or foreign
investors. Bonds may be sold to underwriters who in turn will
offer the Bonds to investors, or may be sold directly to investors.
eithér with or without the assistance of a private placement ageant.
Bonds may be registéred with the Sécurities and Exchange Commission
(SEC), dépending on the method of offering and sale. Bonds may be
listed on a stock éxchange. ' :

In conjunction with the issuancé of Bonds, SDGSE may
enter into contractual agreements whéreby a third party will
provide appropriate credit facilities as security for Bonds. The
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¢ost of the credit facilities will be included iﬂ determining the
overall cost of Bonds. . -

B:. Unsecured Debt Securities (Debentures)

Debentures may be sold to either domestic or foreign
investors. Debéntures may bé sold to underwriters who in turn will
offer the Debéntures to investors, or may be séld directly to
inveéstors either with or without thé assistance of a placement
agent. Debentures may be registered with thé SEC and may be listed
on a stock eéxchange.

C. Overseas Indebtedness )

Oveérseas Indebtedness will be. issued and sold
ultimately to foreign investors and will likely be dénominated in
U.S. dollars. Overseas Indebtedness may be sold to undérwriters
who in turn will offer the Overseas Indebtedness to investors or
may be sold directly to investors either with or without the
assistance of a placement agént. This typé of financing can be
advantageous when foreign demand for dollar-denominated securities
is high. Overseas Indebtedness will be issued and sold oﬁly'hhen -
such issuances result in an overall cost of money to SDG&E lower
than issuances of comparable domestic debt securities in the U.S.
market.

D. Foréign Currency Denominated Securities (Poreiqn

Securities)

SDG&E may issue Foréign Securities with the payment of _
interest or principal, or both, denominated in a foréign curréncy.
Foreign Securities may be sold to forelgn or domestic investors and
may be denominated in any major foreign currency, including, but
not limited to, Dutch guilders, Austrian shillings, British pounds,
French francs, German marks, Australian, Néw Zealand, or Canadian
_ dollars, Japanese yen, Swiss francs, or European Curréncy Units,
Poreign Securities will be issued only if the borrowing costs, -
.including all transaction and forelgn exchange contract costs, are
lower than a comparable U.S. dollar financing.
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In order to reduce or eliminate the risk of currency
fluctuations, if Foreign Securitiés are issued, SDG&E will enter
into one or a seéries of forward contracts by which a counterparty-
would be obligated to pay SDG&E the foréign curréncy necessary to
make principal, premfum, if any, and intérest payments (Débt
- Service Payments) on the foreign security. In exchange, SDGLE will
pay a counterparty U.S. dollars based on a pre-detérmined formulé.
The forward contract would be with a major financial intermediary,
such as a commercial bank, or diréctly with a principal in néed of
U.S. dollars. The cost of thé forward contracts will be included
for detérmining thé overall cost of Foréign Securities.

E. Medium-Térm Notes (Notes)

SDG&E may offer Notes as part of a program on a
continuous or periodic basis. Noteées may be sold‘privately or
publicly in the domestic or foreign capital markets. If sold in
foreign capital markets, Notés may be denominated in U.S. dollars
or in a foreign currency. If Notes are denominated in a foréign
currency, SDG&E will entér into a separaté contract whereby its
Debt Servicé Payments would be converted to U.S. dollars.

Notes may require registration under the federal
securities laws. Notés may be unsecured or secureéed as described
undér Bonds in paragraph A. abové. SDGSE may sell Notes through-a
placément agent who markets Notes on a reasonable efforts basis,
SDG&4E also may sell Notés to underwriters who in turn offer Notes
to investors Or may sell Notes directly to investors. Notes may be
listed on a stock exchange.

If Notes are sold through a placement agent, SDGLE could
use one or more placement agents., Based on market condfitions and
consultation with the placément agent(s), SDGSE would determine the
intérest rates at which it would be willing to issué Notes of
various maturities. The placement agent(s) would be notified of
those interest rates, Thé rates can be continuously updateéed to
reflect changing market conditions and SPG&E’s demand for funds.
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F. Direct Loans (loans) :

SDGLE may enter fnto Loans. Loans are Debt SecuritieSA'
currently outstanding pursuant to a line of credit with: banks,-
insurance companies, or other financial institutions. CACD
recommends and we concur that SDGEE enter into Loans only whéﬁ'the
Loans are desfgned to result in an overall cost of money lower than
-that avaflable through the issuance of alternative Debt Securities.

G. Notice Régarding Foreign Securities and Notes -

Denominatéd {in _a Foreign Currency

SDG&E is placed on notice, by this bDecision, that the
Commission will reviéw the reasonableness of the effectivée intérest
rates for Forelgn Securities and Notes issuéd by SDG&E in a foreign .
dendminated currency. Any reductions in the effective cost of
money resulting from currency valué fluctuations will be passed on
to SDG&E’s ratéepayers in future ratemaklng procéedings as a
reduction of thé cost of money for all debt securitiés in SDG&B‘
capital structure. Any losses incurred by SDG4E as & result of
‘currency value fluctuations oﬁ the redemption, refunding or
conversion of any of its debt securities will not be passed on to
the ratépayers in future rate proceedings as increases in thé‘cost
of money of all debt securitiés in SDG&E’s capital structure,

Features to Enhance Debt Securities |

SDG&E requests authorization to include at its discretion
oné or a combination of the following additional features in.
SDG&E’s Debt Securities., Such features will be used as appropriate
to improve the terms and conditions of SDG&E’s Debt Sécurities and
to lower SDGLE’s overall cost of monéy for the beénefit of
ratepayers.

A. Put Option _
SDGLE anticipates that from time to time the cost of

SDG&E’s Debt Securities may beé reduced by the inclusion of & "put*
option. This would allow the holders of Debt Securities to require
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SDG&E to repurchase all or a portion of each holder'’s secﬁritlés.
This is the reverse of a call provision whéréby SDG&E would have
the right to force debtholders to sell the Debt Securitfes back to
the company. Debtholders aré willing to accept a lower intérést
rate in exchange for the protection that a put option offers them.

B, Sinking Fund
SDG&E anticipates that from time to time the cost of

SDG4E Débt Securitieées may be reduced by the usée of a "sinking
fund." At times, for issuers of high credit standing, the
financial marketplacé has not valued theé sinking fund optioén
sufficiently for fts use. However, SDG&E wishés to presérve the
ability to use this option should a market preference develop.

C. Tax-Exéempt Feature

SDGSE anticipates that from time to timé thé cost of
SDG&E‘'s Débt Securities may be réduced by placing such securities
with oné or more political subdivisions (Authority) and B
unconditionally guaranteeing or othérwiseé securing such Authority’s
obligations in réspect of its issuances of tax-exempt debt in
connection with the financing of SDG&E’s facilities., SDG&E
anticipates using the tax-exémpt option whenever its facilities.
qualify for tax-exempt financing under fedéral law. In order to
obtain the benefits of tax-exempt financing for pollution control
and sanitary and solid waste disposal or othér Eligible Facilities,
including facilities that may be eligible to be financed by " two-
county*® tax-exempt revenue bonds (Industrial Developmént Bonds or
IDBs), SDG4E proposes to engage in one or more financings with an .
Authority. It is currently contémplated that such proposed
financings would be structured substantially as followst

{1) An Authority would issue and sell one or more
series of its bonds, notés, debentureées or othér
securities Authority Bondss to a group of
underwriters who would ultimately market such
Authority Bonds to investors)




S

’TEA;91f10'069',"CACD/DLW

(2) Concurrently with the sale and delivery of such .
Authority Bonds and in consideration for the .
proceéds of the Authority Bonds, SDG&E would enter
into & loan agreement or other security agreement
with the Authoérity, or would énter inté an ,
Installment Sale Agreement with the Authority
pursuant to which Eligiblée Facilities would bé
convéyed to the Authority in consideration for the
proceéds of the Authority Bonds, and the Eligibleée

. Facilities would bé reconveyed to SDG&E in
consideration for SDG&E’s Debt Securitieées. The -
operation and dontrol of such facilities would
rimain with SDG&E or the projéct operator at all
times} -

Concurrently with the .sale and delivery of such .
Authority Bonds, SDG&E would issue and deliver to
the Authority, in consideration of thé Authority’s
obligations set forth in (2) abové, SDG&E’S Débt
Securities plus accrued interést (the terms and
conditions of such indebtednéss to be substantially
consistent with the terms and conditions of such
Authority Bonds) or would unconditionally guarantee
or othérwise secure such Authority’s obligations in
resgect,Of the Authority Bonds. All rights and
title of such Authority in SDG&E’s Debt Securities
- would be assigned to a trustée under an indenture
pursuant to which the Authority Bonds would have
been issued, as security for the purchasers of the .
Authority Bonds. : :

'D. Variable-Rate Debt Securities _ -
SDGSE anticipates that from time to time the cost of

‘SDGLE’s securities may be reduced by issuing Variable-Rate Debt

Securftiés. A Variable-Rate Debt Security includes, but is not

1imited to, Debt Securities bearing interest based on the prime

rate of banks, bankers accéptances, Eurocommercial paper or some
other *reférenced® intérest raté., A Variable-Rate Debt Security
may also be a Debt Sécurity bearing a fixed interest rate but
containing terms which create a Debt Security having the efféct of
a variable interest rate, such as a fixed-rate obligation with the
holder having periodic put options (which require SDGLE to '
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" repurchase all or a portion of the Debt Securities with a re-
marketing obligation by SDG&E of the basic Debt Security) or a Debt
Security having a maturity of less than three years.

E. - Warrants

SDG&E anticipates that from time to timé the cost of
SDGLE’s Securitiées may be reduced by attaching warrants to such
securities. Each warrant would entitle the holder to purchasé an
additional bond or déebenture with pre-established terms and
conditions (Debt Warrants), or to purchase a share of common stock
(Stock Warrants). The Debt Security to be issued upon exercise of
a Debt Warrant would bear intérest at a pre-established rate and
would mature at a pré-established timeé. No additional underwriting
fees would bé incurred upon exercise of the warrants. Debt
Warrants would most likely be éxercised if interést rates decline
below the pre-éstablished rate and would most likely expire
unexercised if rates remain above thé pré-established rate. Stock
Warrants would most likely bé exércised if the common stock price ‘
rose above a pré-established price and would most likely éxpire
unexercised if thé common stock price remained below the pre-
established price. SDG4E believes theré are intervals when .
investors over-value warrants to the advantage of the issuer. The
higher the value placed on the warrants, the greater the potential
savings to ratepayers. Even if the warrants are exércised,
ratepayers could still realize savings because of the premium
received from the salé of the warrants.

Interést Rate Caps, Collars, and Swaps
SDG&E requests that thé Commission grant SDGSE authorlty

to enter into one or more interest raté payment exchange, cap,
collar and/or currency éxchange contracts from time to time. SDGLE

believes that interest rate payment exchangé, cap, collar and
currency exchange contracts provide it with another tool to manage
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its cost of capital and may reduceée the *all-in® cost of its
fixed- and floating-raté Debt Securities.

A. Intérest Rate Caps and Collars
In normal market conditions, variable interést rate debt

initially carries-a lower interest rate than comparablé fixed-rate
debt. However, theré is the possibility that the variable rate
could increase so that the average variable rate is highéer than the
fixed rate.. In order to reducé ratepayérs’ exposure to interest
rate risk, SDG&E may négotiaté a maximum raté, usually called a

_cap. In that case, even if variable rates increase above the cap

or ceiling rateée, SDG&E would only pay thée ceiling rdté. In
addition to the ceiling rate, sometimés the countérparty to the
contract desires to have a floor rate. In thé event that the-
variable raté falls below the floor rate, SDGLE would pay thé floor
rateé. Such floor and ceiling rates are called intérest rate

. collars because the interest rate fluctuates within a band which 1s

negotiated between SDG4E and the counterparty. Such protectibn for
variable-rate obligations is not unlike proteéction négotiated by
consumers for variable-rate home mortgages. : .

B. Interest Rate Swap Contracts

From time to time, SDGLE may be able to reduce its
borrowing costs by issuing fixed- or floating-rate debt and

‘éntering into oné or a seéries of interest rate swap contracts

(Swap) to convert fixed interest payments into favorable floating-
rate payments or vice versa, or to convert floating-xate payments’
tied to one index (e.g., thé London Interbank Offering Raté or .
LIBOR) into floating-raté payments tied to anothér index (e.g., theé
Federal Reseérve Composite Rate for commércial paper). Examples of
possible Swap transactions are as’ follows:

- (1) 1Instead of issuing fixed-rate debt, it may at times
be advantageous for SDG&E to issue variable-raté
debt and enter into a4 Swap with a financial
institutfon (Institutfon) such that the Institution
pays SDG&E the Variable Rate Index (such as LIBOR)
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i

and SDG&E pays the Institution a fixed rate. o
SDG&E’s variable-rate financin? combined with the
Swap results in a fixed-rate financing for SDG&E,

I1f this fixed rate is lower than thé rate at which
SDG&E could issue fixed-rate debt directly, then the
result is a savings for ratepayerxs.

Instead of issuing floating-rate debt, it may at
times be advantageous for SDG&E to issue fixed-rate
debt and enter into a Swap with an Institution such
that the Institution pays SDG4E a fixed raté and.
SDG&E pays the Institution a floating rate. SDG&E's
fixed-rate financing combined with the Swap results
in a floating-rate financing for SDG&4E. If this
floating raté is lower than the rate at which SDG4E
could issue floating-rate debt directly, then the
result is a savings.

It may at times be advantageous for SDGSE to borrow.
at a floating rate based on one index (e.g., LIBOR)
and enter into a Swap with an Institution such that
the Institution pays SDG&E a LIBOR-based floating
raté and SDG&E pays theé Institution a floating rate
based upon another index (e.g., Commercial Paper- -
based floating rate). If such a Swap results in a
rate which is lower than the rate at which SDG&E
could obtain variable-rate financing direéctly, then .
the result ls a savings for SDG&E’s ratepayers.

SDGSE will enter into theése Swap contracts only when it

- is expected that such arrangements will provide an overall cost of

money lowér than that available through the issuancé of alternate
Debt Securities. Swaps would be négotiated with a major financial
intermediary (i.e. a commercial bank) or directly with a principal
seeking the other side of the Swap tramsaction. Thé authorization

- requésted in the application would allow SDG&E to enter into Swap °

agreéments not to exceeéd the greater of 11% of its total long-term.
debt at any timé or $150,000,000 which may be applied to any of '

SDG&E’s debt.
The terms and conditions of Swaps will be determined by

SDG&E according to market conditions at the time a Swap is

‘negotiated.
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' Peatures to Enhancé Intérést Rate Swaps

A, Currency Exchange Contracts

Swaps may be denominated in U.S. dollars or in a foreign
currency.- If SDGAE enters into a Swap denominated in a foreign
‘currency, SDG4E assérts that any exchange risk will be hedged -
through one or more forward contracts or through a currency swep.

B. Swap Forward Contracts

Swaps include the option to enter 1nt¢-3'swap.- Thé'Swep
contract may specify that the exchange of interest payments will
commence either immediately or at a future date. For example, . if
an advantageous Swap transaction were available currently, but
SDGSE did not.need funds until somé future date, SDGSE might enter
into the Swap with thé exchange of interest payments commencing on
that future date. : :

Restrictions and Limitations on Swaps :

- pecision (D.) 90- 02-051 placed certain restrictions and
limitations on SDG&E in rélation to Swaps. CACD récomménds that
the following reporting requirements,- restrictions and limitations -
be placed on SDG&E in relation to Swaps: '

- {1) Reports

(a) Within fifteen days of entering into
a Swap, SDG4E will furnish to CACD a report
analyzing the Swap including all costs
associated with the Swap in comparisen to
a projection of *all-in* cost without a Swap.

within forty-five days of entering into a

- Swap, SDGSE shall provide CACD with a complete
copy of the executed agreement and all
associated documentation.

SDGSE shall separately réport all interest
income and expenses arising from all Swaps
in all monthly and annuval financial réports
to the Commission,
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A'(ﬁ)'leit'oﬁ'Rate Recovery

(a) - If SDG&E elects to terminate thée Swaps before
the original maturity or the Swap partner =
terminates the Swap, all costs associatéd with
the termination shall be subjéct to reéview in
SDG&E’s next cost of capital proceeding.

(3) Limit on Amount of Swaps

(a) Swaps shall not excéed at any time 11% of
SDG&E's total long-term debt outstanding
or $150,000,000, whichever is larger.

This Commission has considered CACD's recommendations and
finding them reasonable will adopt them as stated above. SDG&E
is placed on notice by this Decision that the Commission will
review the reasonableness of the effective interest rates for Swaps
issued by SDGSE in conjunction with SDGSE’s next cost of capital
proceeding. Any reductions in the effective cost of monéy '
resulting from Swap transactions will be passed on to SDGLE‘s
ratepayers in future cost of capital proceedings as a reduction of
the cost of money for all debt securities in SDG&E’s capital ‘
structure.

Eiémptioh From Competitive Biddiﬁg o
Exhibit A to commission Résolution No. P-616, dated
October 1, 1986, statest

Securities privately placed with specific lenders and
bank term l6ans obviously must bé negotiated,
Competitive bidding is not présently available in
European or Japanésé markets., Certaln tax-exempt
pollution céntrol bonds and IDBs have térms which are
specifically negotiated.  Variableée interest rate debt
securities Are normally completed on a neégotiated basis.
It is reasonable that these types of débt instruments
should be exempt from thé Competitive Bidding Rule.

Moreover, Notes and Variable-Raté Debt Securities are
sold through a placement agent on a reasonable efforts basis in a
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maﬂﬂétranaIOQOus to that used for issuing Commercial Paper. ‘AIS§; :

Structured Transactions (Swaps entered into in conjunction with the
{ssuance of Debt Securities) are specifically negotiated since the
interest rate paid on the Swap and the Debt Security must be ;
established simultaneously., Therefore, SDG&E requests an.exemption
from the Compeétitive Bidding Rule with respect to obtaining Loans,

issuing Debt Securities or otherwise guaranteeing or securing
“Authority Bonds in conjunction with financing Eligible Facilities,
'iésuing variable-Rate Débt securities, Overseas Indebtedness,
‘Foreign Securities, and Notes and entéring into Structured

Transactions. However, fixed-rate Bonds and Debentures not part of
a structured or similar transaction sold publiciy in the domestic
market will be offered through competitive bidding.

7'_' In addition, to provide added fléxibility to take
advantage of market opportunities, SDG&E réquests that the

- commission modify its Competitive Bidding Rule to permit SDG4E to

use the following procedurest

(1) T6 shorten the period of time between the issuance
of an invitation for bids and the scheduled receipt '
of bids to a period which is the shortest time -
reasonably required in order to obtain a sufficient
number of bids from underwriters or purchasers or
groups theréof (which time period may be as short as
a few hours)} and .

To further modify the Competitive Bidding Rule to
permit SDG4E to do the followingt

(a) To accelerate, postpone, or cancel the
scheduled date and time for receipt of bids,

(b) To reject all bids submitted,

20 To request the resubmission of bids, '

d) To.reschedule subsequent receipt of bids, and

{e To vary the amount, terms and conditions of the
Debt Securities submitted for bids.

SDGLE proposes to take all of the above actions without newspaper
publication.
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CACD has reviewed SDG&E’s request and has detéfmined‘that
SDG&E has made a compeélling showing that the exenmptions from and
modifications to the Compétitivée Bidding Rule are warranted and
recommends that SDG&E’s request be granted. We will accept CACD*S
recommendation. )

We placé SDG&4E on noticeée that in its next cost of capital
proceeding before the Commission, the reasonableness of the -
intérest rate and cost of money resulting from the issuance of
SDG&E‘s Debt Securities will be'c105ely scrutinized and may result
in a reduction in the effectivé cost of debt if it is determined
that the cost of money incurréd was not prudent. We will also
require SDG&E to provide us with a showing of why SDG4E bélieves
that the resulting intérést rate and cost of monéy were
advantageous to SDG&E and its ratepayers. We will réquiré this
-showing within thirty days after issuanceé of its Debt Securitieés,

Use of Procéeds

SDG4E proposes to usé the proceeds from thé issue and
sale of its Debt Securities, other than for payment of accruéd
interest, if any, and after payment or discharge of obligatibhs
incurred for expénses incident to their issue and sale, to
reimbursé SDG&E for money it has actually expended from income or
from any othér money in its tréasury not securéd by or obtained
from the issue of stocks or stock certificatés or other evidences
of interest or ownership, or bonds, notes, or other evidences of
SDG4E’s indébtedness, for the acquisition of property, or for the
construction, completion, éxtension or improvément of SDG&E’'s
facilities éxclusive of mainténanceé of sérvicé and replacements
“andfor for thé retirement or thé refunding of sécuritiés or short-
term indebtedness préviously issued and upon which SDG&E paid the
fees préscribéd by PU Code § 1904(b). The amounts so reimbursed
will becomé a part of SDG&E’s géneral treasury funds.
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, CACD has reviewed SDGLE’S proposal for the use of the
. proceeds and has concluded that the proposed financings are for

proper purposes,

Pindings of Pact
1. SDG&E, a California corporation, operates as a public
utility subjéct to thé jurisdiction of this Commission. :
2. The proposed Debt Securlties would bée for proper

purposes. _
3. The money, property or labor to be procured, or paid
for, by the proposed Debt Securities is reasonably required for the
purposes specified in the Application. '

4, From time to time during the period of the financings
contémplated by the Application, more favorable financing may be
available to SDG&E in foreign capital markets than could be
obtained in domestic markets.

5. Authorizing SDG&E to determine the précise amount and
... timing of each financing, thé market fn and method by which each
financing is effected, and the price, interest rate, and other
material provisions of the Debt Sécurities issuéd in each
financing, within the constraints.set forth in this Decision, is
not adverseé to the public interest.

6. It is in the public interest to éxempt from the
Commission’s Competitive Bidding Rulé transactions which relate to
obtaining Loans, issuing Debt Securities or otherwise guaranteéing
or securing Authority Bonds in conjunction with financing Eligible:
Facilities, issuing variable-Rate Debt Securitiés, Ovérseas '
-Indébtédnéss, Foréign Securities and Notes and eéntering into
Structured Transactions.

7. With respect to fixed-rate Bonds and Debentures sold
publicly in the domestic market, it is not adverse to the public
intexest to modify the Commission’s competitive bidding
requirements to pérmit SDG&E to shorten the period of time baetweéen
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the issuance of an invitation for bids and the schéduled réceipt of
bids to a period which is thé shorteést time reasonably féquiféd in
order to obtain a sufficiént numbér of bids from underwriters,
purchasers or groups thereof. SDG&LE may accelerate, pbstpbne or
cancel the scheduled date and time for receipt of bids, reject all
bids submitted, réquest the resubmission of bids, reschedule
subsequént receipt of bids and vary the amount, terms and -
conditions of the Debt Sécurities submitted for bids, all of the
above to bé without newspaper publication.

8. SDG&E has not made a compelling showing that
the use of Forwards in conjunction with the issuance of its Debt
Securitiés is warranted and in the best interest of the
ratepayérs. Forwards should be denied.

9. SDG&E should enter into Loans only when thé Loans
aré designed to result in an overall cost of money lowér than
that available through the issuance of altérnative Debt
Securities. 7 *

10. It is proper for ratemaking purposes that any
reduction in the éffective cost of money resulting from curréncy
value fluctuations on bebt Securities issued in a foreign
denominated curféncy be passed on to ratépayers in future rate
proceéedings as a reduction in the cost of money for all Debt
Securities. ;

11. It is proper for ratemaking purposes that any 1095es
resulting from curréncy value fluctuations on the redéemption,
refunding or conversion of any of its Debt Securities not beé passed
on toé ratepayers in future rate proceedings as an incréase in the
cost of money for all Debt Securities.

) 12, 1t is proper for ratemaking purposes that any
reduction in the effective cost of money resulting from Swaps be
passed on to ratepayers in future rate procéedings as a reéduction
in the cost of money for all Debt Securities. '
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13, It is proper for ratemaking purposes‘that'ahyiloséés
resulting from Swaps not be passed on to ratepayers in future rate
proceédings as an increase In the cost of money for all Deﬁt‘
Securities. _ _
14. Authorizing SDG&E to mortgagé or otherwise encumbér
its properties as security for its Debt Securities or othér - '
evidences of indebtedness is not adverse to thé public interest.

15. The use of Swaps, interest cap, collar andfor
curréncy exchange contracts is reasonable within the limitations
proposed herein.

, 16. The Commission does not by this decision determine
that SDG4E’s construction budgét is necessary or réasonable for
ratemaking purposés. Thesé issues are normally testéd in general
raté case or rate base offset proceedings. '

17. SDG&E is placed on notice that the Commission does
not find that SDG&E’s capitalization ratios or the inclusion of
short-term debt in its capital structure is necessary or reésonéble_
for ratemaklng purposes. These are issues normally tested in
general rate case or cost of capital proceedings.

18. SDG&E’s proposal to provide sécurity for Authority
Bonds is not adverse to the public interest.

19. A limit on Swaps of the greater of 11% or
$150,000,000 of SDG&E’'s total aggregate long-term debt
outstanding at any time is reasonable and is not adverse to the
public interest,

20. There is no known opposition and there is no reason
to delay granting the authority requested.

Conclusions of Law
1. A public hearing is not necéssary.
2. The Application should be granted to the extent set

forth in the order which follows.
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3. The propOsed Debt Securities are for lawful purposes
and thé money, property or labox to be obtained, or paid for, by
the Debt Securities is required for thése purposes. Proceeds from
the Debt Securities may not be charged to operating expénses or
income. '

4. The following order should be efféctive on the date
of signature and the authorization to issué securities should be
 effective upon payment of the fee set by PU Codé § 1904(b) to
énable SDG&E to issue its Debt Securities expeditiously.

IT IS ORDERED thatt

1. At any time or times after the effective date of this
order and on or before Décembér'31, 1983, San piégo Gas & Electric
Company (SDG&E) may issue, seéll and deliver oné or more seriés of
First Mortgage Bonds (Bonds), Debentures, Overseéas Indebtedness,
Foreign Securities, Medium-Térm Notes (Notes), entér into Loans
(colléctively Debt Securities); and/or guarantee unconditionally or
otherwise securé the obligations of one or more political
subdivisions (Authorities) with respect to their issuance of debt
for facilities qualifying for tax-exempt financing under federal
law (Eligible Facilities). )

2. Deébt Securities may include 6ne or a combination of
the features to énhance Débt Securitiés as set forth in this
decision and shall be issued upon térms and conditions
substantially consistent with those authorized in this decision.
The total aggregate principal amount of issuances of Debt
Securities and guarantees which may be madé under the Application
shall not exceed $425,000,000.
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3. SDG&E shall not enter into a contract currently for
the issuance of Debt Securities to take place at a future date
(Forwards).

4. SDG&E shall enter inté Loans only whéen the Loans are
designed to result in an overall cost of money lower than that
available through the issuance of alternative Debt Securities.

5. SDG&E may arrange Credit Agréements or other credit
facilities as may be nécessary for the purposé of issuing theée Debt
Securities and may modify such credit facilities without further
authorization from the Commission} ,

6. SDGSE may execute and deliver an indenturé or 6né or
moré supplemental indenturés in connection with any issué of Debt
Securities hereunder, and sell, lease, assign, mortgage or
othérwise dispose of, or éncumber, utility property in cénnection
with thé issuance and salé of any Debt Securitiés hereunder.

7. SDGLE may issue, sell and deliver Debt Securities by
public offéering or private placements. ’

8. SDG&E’s proposed issuancé and sale of Debt
,Seéurlties, or otherwisé guaranteeing or sécuring Authority Bonds
in conjunction with financing Eligible Facilities, issuing
Variable-Rate Debt Securities, Overseas Indebtednéss, Foreign.
Securities, and Notes and obtaining of Loans and entering into
interest rate swap contracts in conjunction with the issuance of
Debt Securitiés (Structured Transactions) are exempted from the
requireménts of the Commission’s Competitive Bidding Rule.

9, FPixed-raté Bonds and Débéntures not part of a
Structured Transaction sold publicly in the domestic market will be

offered though competitive bidding.

‘ 10. SDG&E may shorten the period of time between the
issuance of an invitation for bids and the scheduled receipt of
bids to a period which is the shortest time reasonably required in
order to obtain a sufficient number of bids from underwriters,
purchasers or groups thereof. SDG&E may accelerate, pdstpone or
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cancel the scheduled date and time for receipt of bids, rejest all
bids submitted, request the résubmission of bids, rescheduleé
subsequent receipt of bids and vary the'amount; terms and
conditions of the Debt Securities submitted for bids, all of the
above to be without newspapeér publication.

11. The money, property and labor to be procuréed or paid
for with the net procéeds from the issuancé of Debt Securities and
guarantees hereéeunder is réasonably réquiréd for the purposes
specified in this decision and such proceeds, except as otherwise
. authorized for accrued interést, aré not, in wholé or in part,
chargeable to operating expénses or to income.

12. SDG&E may utilize at f{ts discretion certain credit
énhancéménts and may enter into ceéertain interést rateé caps,
collars, and swap contacts (Swaps) as described in this decision.
Swaps shall not exceed the greater of $150,000,000 or 11% of
SDG&E's total long-term debt outstanding at any time.

13. SDG&E shall notify the Commission Advisory and
Compliance Division (CACD), in writing, within thirty days of '
ascertaining the price, interest raté and other térms pertaining to
its issuance of Debt Securities. '

14, Within thirty days after awarding the contract for
the sale of Debt Securities by competitive bidding, SDG&E shall:
submit a writtén réport to CACD showing for each bid réceived, the
name of the bidder, the price, the intereéest rate and the cost of
money to SDG&E based on the price and interést rate.

15. If the Debt Securities are sold by means of a public.
offering, SDG&LE shall submit to CACD three copies of its final
prospéctus pertaining to the Debt Securities within fifteen days '
after the prospectus is initially distributed. :

16, If SDG&E énters into contractual agreements to 1nduce
third partfes to provide creédit enhanceménts or interest rate
protections/conversions in conjunction with the issué and sale of
Debt Securities, within thirty days after the issuance and sale of
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any series of Debt Securities, SDGLE shall submit to CACD a
detatled listing of the costs of the credit enhancements and a
report showing why SDG&E believes the cost of money and cost of the
- ¢réedit enhancements weré advantageous to SDG&E and its ratepayers.

17. SDG&E, within thirty days after the issuvance and sale
of the Debt Securities by means otheér than competitive bidding,
shall submit to thé Commission a report showing why the reésulting
rate and cost of money to the company were advantageous to SDG&E
and its ratepayers. &

, 18. Within fifteen days of éntering into a Swap, SDG4E
shall furnish to CACD a report analyzing the Swap including all
costs assocfated with such a contract in comparison to a projection
‘0f "all-in® cost without such a contract,

19. Within forty-five days of entering into a Swap, SDGEE
shall provide CACD with a complete copy of thé executed agreement
and all associated documentation.

20, SDG&E shall separately report all interest income’
andfor expenses arising from all Swaps in all monthly and annual
financial reports to thé Commission.

21, SDG&E shall file the reports required by Genéral
Order Series 24, S

22, SDG&E shall submit an originél and four copies of the
reports required by ordering parégraphs 13 through 21 to CACD:-with
a transmittal letter stating the application and decision numbers.
Parties need not bé served with copies of the reports unléss they
request from SDG4LE such service in writing. When service is made |,
on parties who request copiés of a report, SDG4E shall attach to
its report a certificate showing seérviée by mail upon all those
requesting copies. The Director of CACD shall send the original
and one copy of éach report to the Docket Office for filing.

23, Any reductfon in the efféctive cost of money
resulting from currency value fluctuations shall be passed on to
ratepayers in future rate proceedings as a réduction in the cost of
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‘money for all Debt Securities. Any losses resulting from curréncy
value: fluctuations on the redemption, refunding or. cOnversion of
any of its debt securities shall not beé passed on to ratepayers as
Can- increase in the cost of money for all debt securities.
o 24, Any reduction in the effectiVe cost of money
,resulting from Swaps shall be passed on to ratepayers in future -
rate procéedings as a ‘rediuctien’ in the cost of nioney. for all pebt
_ Securities. Any- 1osses resulting from Swaps shall not be ‘passed on
to ratepayers as an increase in the cost of money for all debt ,
securities.» : -
'25. SDG&E shall use thé net pr0ceéds from the sale of the
Debt Sécurities for thé purpOses set forth in the Application. -
126, The Application is granted as set forth above. ’

-




. California. -

~ The authority granted by this order to issue Debt

Securities wlll becomne effective ‘when SDG&E pays $68,500.00, the -
fee set by Public Utilities Code § 1904(b). ‘
In all otheﬁ&eipec this order is effective today.

Dated ;, 1992 at San Francisco,

AUAIC TETES CORUSION. -
STATE OF CALIFORMIA -

{ CERTIFY THAT THIS. DECISION
WAS APPROVED BY THE ABOVE
COMM!SSIONEQS \'ODA,)’,, ’!



