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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of SAN DIEGO GAS & p;
ELECTRIC COMPAXNY to--issue and sell ) - : - co

on or before December 31. 1984, up ) Application 83-05-47.
to $200.000,.000 principal amount of ) (Filed May 23. 1983)"
First Mortgage Bonds and to execute )

one or more Supplemental Indentures.g

OQPINION
San Diego Gas & Electric Company (SDG&E) requests

authority. under Public Utilities (PU) Code Sections 816 through

830. for the following:

1. To issue and sell up to $200,000.000 aggregate
principal amount of its First Mortgage Bonds
(New Bonds). in one or more series. on or before
December 31, 1984, by means of competitive bidding.
negotiated public offering. or negotiated private
placement. under terms and conditions to be deter-
mined by market conditions which will govera the
price. interest rate, maturity date., and redemption
provisions for each series of the New Boads az
the time of sale;

To be exempted from the Commission's competitive
bidding requirements those New Bonds sold by

means of negotiated private placement or negotiated
public offering;

To execute and deliver a supplemental indenture

with respect to each proposed series of New Bonds:
and

To account for any premiums paid in connection with
the refunding of the various long-term securities
specified in the application and the unamortized
costs of the refunded long-term securities by

amortizing the amounts over the life of the New
Bonds to be issued.
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Also showv as part of Ethbzt C is SDG&E s Balaﬂce Sheet
dated as of Ma*ch 31 1983 summa*xzed as follows

Assets | , Amount
Raaaa T S e —

Net Utzlzty Plaﬂt $2,127.022,600
Other Property & Investments ‘ -

- Net 34,843,315
Current 'and Accrued Assets ‘ 296,203,983 -
Deferred Debzts 34.829,328

Total  $2,492.909.226

Liabilities and Equity

Common Equicty $ 841,842,937
Preferred/Preference Stock - 269,000,000
Long~Term Debt’ - 801,651,424
Current and Accrued Liabilities 434,076,609
Deferred Credxts and Reserves 146,338,256

- Total 52, 492. 909.226 .

SDG&E proposes to 1ssue ané sell, in one or more se*ies .
up to $200, OOO 000 aggregace prznc#pal amount of its New Bowds by :
means. of eompetx:zve bidding negoteated publzc offerzng. er :
negotiated przvace placement under te*ms ‘and condztxoas To be ,
detemined by market conditiors prevazlzng zmmedxately prior o che‘
time of sale, or sales, whxch will govern the price, ince*est rate,
maturxty date and redemption provzszons for each serzes of the New
Bonds. SDG&E wzll advzse the Commzssxoo by letter promp:ly af:er u.;
the sale of each series of New Bonds of the te*ms and COndltiOﬁs of fﬁ
the sale. ' |

The New Bonds will be issued in conformity with the

provisions of, and secured by, SDG&E's Mortgage and Deed of Trust

-3




. A.83-05-47 RR/KLH/ARM/WPSC

SDG&E requests. an exemprion because of the following

reasons:

1. Although market conditions for the sale
of SDG&E's New Bonds have improved in
recent months, volatilicy in interest
rates are expected to continue,
particularly in light of the large
demand for long-term financing by both
goverrment and private industry;

During periods of economic wncertainty.
investors have placed increased emphasis
on the credit worthiness of a borrower.
which increases the difficulty for those
with lower credit ratings (such as
SDG&E's) to raise capital. SDG&E's
¢redit rating has been Baa2/BBB for many
years, however, SDG&E has recentlg
received an upgraded rating from both
rating agencies. Moody's Iaveszors
Services (Moody) has now rated the
company's debt securities A3. Moody's
rating A3 is the lowest "A" rating
classification it gives. The other
rating agency, Standard & Poor's, Inec.,
has upgraded SDG&E's debt securities to
an A- rating. SDG&E's New Bonds may not
as yet reap any substantial benefit :
because these will still be rated in the
lowest class A category. The demand for
SDG&E's New Bonds would still be lower
than the demand for bonds from other
straight "A" rated utilities because
SDG&E is not: as well known as others in
the market. As a lower "A" rated utility.
SDG&E claims that during periods of
reduced demand for bonds of the lower "A"
rated utilities,. the ability to use a
negotiated offering would allow it the
fleﬁibility it needs to market its New
Bonds;
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of SAN DIEGO GAS & )
ELECTRIC COMPANY to issue and sell
on or before December 31, 1984, up
to $200.000.000 principal amount of

) A
g Application 83-05-47
First Mortgage Bonds and to execute %
)

(Filed May 23. 1983)"

one or more Supplemental Indentures.

OPINION
San Diego Gas & Electric Company (SDG&E) requests

authority. under Public Utilities (PU) Code Sectioms 816 through

830. for the following:

T. To issue and sell up to $200.000.000 aggregate
principal amount of its First Mortgage Bonds
(New Bonds). in one or more series. on or before
December 31, 1984, by means of competitive bidding.
negotiated public offering. or negotiated private
placement, under terms and conditions to be deter-
mined by market comditions which will govern che
price, interest rate, maturity date. and redemption
provisions for each series of the New Boads at
the time of sale;

To be exempted from the Commission's competitive
bidding requirements those New Bonds sold by

means of negotiated private placement or negotiated
public offering;

To execute and deliver a supplemental indenture

with respect to each proposed series of New Bonds:
and

To account for any premiums paid in connection with
the refunding of the various long-term securities
specified in the application and the unamortized
costs of the refunded long-term securities by
amortizing the amounts over the life of the New
Bonds to be issued.




A.83-05-47 RR/KLH/ARM/WPSC*

Summary of Decision™

Thxsedecisxon grants SDG&E the autho*;ty *eqﬁestediinviter

applzcatzoe.

Notice of the filing of the applzcatxoa appeared on the :
Comnission's Dazly Calendar of May 24, 1983. No. procests have been
received. |

| SDG&E., a California corporation. operates as a public’
utilicy under jurisdiction of this Commission, SDG&E provides
electric service in portions of Orange County and electric. -gas.
and steam service in portions of San Diego Coumnty.

In its Statement of Income and Retained Earnings for
calendar year 1982, SDG&E reported it generated total operatiwg
revenue of $1,430.948.322 and net income of $157.302,981 showﬂ as
part of Exhibit A to Applxcatxon (A.) 83-03-32. For the three
months ended March 31, 1983, SDG&E reported_itfgeneéetedftdcal
operating revenue of $396,7136.758 and met income of sas,dmi.eoz

shown as part of Exhibit C. attached to the application.
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Also shown as part of Exhzb;t C is SDG&E s Balance Sheet
dated as of March 31 1983 summarlzed as follows- a

Assets _ Amount )
Net Ucility Plant sz 127, ozz soo
- Other Property & Iavestments - S
- Net 3&.8&3 315
Current and Accrued Assets - 296,203,983 -
Deferred Debits 34.839.328 7
N  Tortal s2, 492 909 -226
Lzabxlztxes and Eq;i;y C
Common Equity S 841,842,937
Preferred/Preference Stock 269,000,000 - . ..
Long-Term Debt "~ ' 801,651,424
Current and Acerued Liabilities = 434,076.609 -
. Deferred Cred:.ts and Reserves 146.338.256
| Total $2. A92 909. 226

SDG&E proposes co xssue and sell in one or more series._
up to $200, 000 OOO aggregate p*zncxpal amount of its New Bonds by
means. of competztzve bidding. negotlated public offerzng or
negotiated private placemen: under terms and condztions ©o be “.
determined by market condxtzons prevaxlxng zmmediately prior to che _
time of sale. or sales. which will govern the p*zce. 1nterest rate,. :
matu*xty date, and redempczon provzszons for each se*zes of the Newr .

Bonds. SDG&E will advmse the Commission by letter promptly after

7 P
- ..J-J.- R

the sale of each series of New Bonds of the teﬂms and condztzons qf

-

the sale.

The New Bonds will be issued in conformity with the

provisions of, and secured by, SDG&E's Mortgage and Deed of Trust

3
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to the Bank of Calzfornza N.A. (as Trustee) dated July 1. 1940 as
amended by 26 supplemental zndentures. The fznal fo*m of the _
supplemental Lndentu*e w;ll provxde for the terms and conditions
under which the New Bonds are sold. such as: The rate oL znterest.
maturity and oshef‘naynenf dates; the place and manner of payments;
the aggregate przncxpal amount of up to $200, 000 000 call
provisions not to exceed 10 years; and other redemptxon provzs;ons
including sinking fund (lf any) deemed necessary and advisable by

SDGEE. - e I : J_" “m'v~

Reguest for Exemption ffom’Competitive Bidding

SDG&E requests an exemptxon for the sale of its New Bonds
from the Commxsszon s competztzve bidding *equzrements set forth in
Decision (D.) 38614 dated January 15. 1946 as amended in Case 4751.
SDG&E seeks authovxty to xssue and sell ics New Bonds ezther by
competxtzve bzddzng or to be exempted s$o that the New Bonds ‘may be
sold either by means of a negotzated publzc offerxng or a
negotzated przvace placemenc dependzng on markec condztzons
ex;stxng at the time of the pro;ected sale or sales.

SDG&E bel*eves that compellzng czrcumstances exzst for

requestzng an exemptzon and belzeves the flnanczal flexzbzlzty the

exemption would afford would enable zt to meet 1ts fxnanczal

requirements on the most favorable terms avaxlable.
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SDG&E requestSféb exéﬁpiién:becausevcf‘ché following

reasons:

1.

Although market conditions for the sale -
of SDG&E's New Bonds have improved. in
recent months, volatilicy in interest
rates are expected to continue,
particularly in light of the large
demand for long-term fimancing by both
govermment and private industry; .

During periods of economic uncertainty.
investors have placed increased emphasis
on the credit worthiness of a borrower,
which increases the difficulcy for those
with lower credit ratings (such as
SDG&E's) to raise capital. SDG&E's
¢redit rating has been Baa2/BBB for many
years. however, SDG&E has recentlg
received an upgraded rating from both
rating agencies. Moody's Investors
Services (Moody) has now rated the
company's debt securities A3. Moody's
rating A3 is the lowest "A" rating
classification it gives. The other
rating agency. Standard & Poor's. Ime..
has upgraded SDGE&E's debt securities to
an A- rating. SDG&E's New Bonds may not
as yet reap any substantial benefit ,
because these will still be rated in the
lowest class A category. The demand for
SDG&E's New Bonds would still be lower
than the demand for bonds from other
straight "A" rated utilities because
SDG&E is not as well known as others in-
the market. As a lower "A" rated utilicy.
SDG&E claims that during periods of . . -
reduced demand for bonds of the lower "A"
rated utilities,. the ability to use a
negotiated offering would allow it the
ggezibility it needs to market its New
nds;
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3. A negotiated public offering would allow
the terms and pricing strategy of an:
issue to be adjusted until the moment of
the actual pricing of the issuve. This
would provide greater assurance of a
successful offering at the minimum
effective interest cost: and

4. A negotiated public offering sale with
selected underwriters i{s important during
periods of wncertain demand for lower
rated debt securities because the
underwriters are able to pre-sell the
issue since the underwriters' salesmen
are assured of having securities to sell.
This insures a successful sale of New
Bonds at a lower effective interest rate. -

After extensive sﬁﬁdy. the Commission.'by DQ§8614 dated
January 15, 1946 in Cése~4761. insticuted a rule whiégyééquires
competitive bidding for the issuance and sale of deb;iééﬁurities.
The Commission may grant an exemption from the rule i£Q;he utilicy
makes a clear and coavincing showing that the sale of d??t
securities by compétitive bidding would Be'adve;seIQQ-ﬁhé utilicy

and its customers.

In D.91984 dated July 2. 1980 (for SDGSE) in'A.59633. we

discussed the granting of exemptioné from the compgﬁi;i&e bidding
rule. and we clarified the nature of the compelling‘sﬁgyjng that
must be made to warrant an éxemptioﬁ from the'fuie; w§ §erved
notice that assertiéhé regarding the volatilitylof'tﬁgfmérket. the
flexibility provided by a hegociated.sale. andvthé-iﬁfo;tance of

/

maximizing the effectivenss of the underwriting group will not
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serve as compelling reasons zndxvxdually or collectzvely. for
granting an exemptzon from the competzczve bidding rule.

We are frankly uncertain whether strict adherence to the
competitive bxddzng rule would prove deneficial in thzs znstaﬂce.
Consequently. for this applzcatzon only, we will accept the
recommendatxon of the Reveﬂue Requmremeats Division. We wzll
authorzze SDG&E to proceed on excher a competicive bid, a przvate
placeme 1T, Or a negotiated publzc offerzng.

Because the proposed New Bonds may be sold by negotxated

Private placement or by ﬂegotzated publzc offering on terms which

will be ‘negotiated after the issuance of this decision and.because
of the Revenue Requzremeﬂts Dzvmszon s belief and concluszon that |
the New Bonds wmll be sold at a cost as low, if not lower.,thaﬁ
would prevazl if the New Bonds were to be sold at competitive
bidding. we believe that applying the Commission’s competitive
bidding requirements and conditions aet forth in D.91984 in this
proceeding for a negotzated private placement would not be xa the
best znteres:s of SDG&E or its ratepayers. These requzrements and
conditions would not operate o ensure that SDG&E's sale of the New
Bonds would be at the most favorable cost of money. However,vzﬂ
order not to preclude such an offering we w111 also grant SDG&E the
authorzty to issue the proposed New Bonds by means o_ a competztxve
offerxng. £ che New Bonds are sold by means of a negoczated

prlvate placement or a negotzated public offering, SDG&E is put on

-7-
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notice that in its next general rate proceeding before :he 3
Commission, the reasonableness of the resulting xntercst rate and _
cost of money to the company wzll be closely scrutznzzed and may
result in a disallowance of the interest expense if it is

determined that the cost of money incurred was not the most

prudent. We will also require SDG&E to provide us witch a showing

of why it believes that the resultzng interest rate and cost of B
money were the most advantageous to the company and 1ts ratepaye*s.
We will require this showing within a reasonable perzod of txme
after the issuance and sale of its New Bonds.

Use of the Proceeds

SDG&E seeks to use the net proceeds from the sale. or
sales, of its New Bonds (exclusmve of accrued xnterest) for the
discharge or lawful refundzng of one or more series of Lts

outscandxng F:rst Mortgage Bonds and preference stock as shown zn

Exhibits F and G attached to the application.

The current market price of the loﬂg-:erm debt and
preference stock securities that SDG&E would attempc to refund a*e
above the orzgxnal offering price for each of those securxtzes

because of the general fall in interest rates that has occurred

since the time those securxtzes were first issued. The premzum to
be offered and paid by SDG&; in connection with the purchase of any
of the securities will be established at the time a tender offer is

made and will reflect existing market conditions. SDG&E however.

-8~
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would not proceed with:a'tepder offer to purchase any of its
securities unless the overall economic benefits to bg:realiied fzom
a completed tender offer would justify the_premium'énd'other costs
incurred. _ Ny

Any proceeds not expended in connection with the
discharge or refunding of SDG&E's long-term obligatiqgéfwill be
used for reimbursement of SDG&E's treasu:y'forVcapital:eipéﬁditures

and retirement of its outstanding short-term debt.

SDG&E's capital ratios reported as of March 37, 1983 are

shown below as recorded and adjusted to give pro forma effect to
the transactions that follows: | -
March 31, 1983 Pro Forma

Long-Term Debt 36.5% 44.0%
Short-Term Debt 11.4 2.5

Total Debt 47.9%  46.5%

Preferred/Preference o o
Stock - 2.6 0 10.1
Common Equity 39.5 43.4
T00.0% 00.0%

1. The proposed issuance and sale of up to
$200,000,000 aggregate principal amount of
First Mortgage Bonds, Series Z, the net
proceeds from which will be used to refwmd
one or more series of outstanding bonds and
preference stock. For the purposes of the
pro forma caleulation, it has been assumed
that $150,000,000 of the bonds and

$50,000,000 of the preference stock would be
refunded:
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The proposed issuance and sale of up to
$300,000,000 of First Mort§age Bonds,
composed of $125,000,000 of New Bonds
authorized but uwissued under Decision
(D.) 82-12-070 dated December 15. 1982
in Application (A.) 82-10-26 and the
proposed additional issuance and sale of
$175.000.000 under D.83-05-057 dated
alternative. the issuance of
$300,000.000 of a long-term debr
obligation to the City of San Diego in
connection with an industrial
development bond financing under
D.832-05-057. 1In either evenr, it is
estimated the total net proceeds of
$292.,500,000 will be produced;

The issuance and sale of 6.500.000
shares of SDG&E's Common Stock, $5 par
value at the assumed price of $18 per
share, estimated to produce net proceeds
of $112,320,.000 (D.82-12-070 dated
December 15, 1982 in A.82-10-26);

The issuance and sale of up to 4,000,000
shares of SDG&E's Common Stock, S5 par
value, authorized but wnissued under its
amended Dividend Reinvestment Plan (DRP)
estimated to produce net proceeds of
$80.000,000 at the assumed price of $20

per share (D.83-05-009 dated May 4, 1983
in A.83-03-37);

The issuance and sale of up to 447,327
shares of SDG&E's Common Stock, $5 par
value, authorized but unissued under its
amended DRP estimated to produce net
proceeds of $7,729,811 at the assumed
price of $18 per share (D.91853 dated
June 3, 1980 in A.59547); -
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6. The issuance and sale of up to 1.918.800
shares of ‘SDG&E's Common Stock, $5 par
value. authorized but unissued under its
Tax Redemption Stock Ownership Plan
estimated to produce net proceeds of
$34.538.400 at the assumed price of $18
per share (D.82-09-~014 dated
September 8, 1982 in A.82-07-50):

The issuance and sale of up to 1,811,942
shares of SDG&E's Common Stock, $5 par
value. authorized but unissued under its
Employee Savings Plan estimated to
produce net proceeds of $32.614,956 at
the assumed price of $18 per share
(D.92805 dated March 12. 1981 in
A.60228); and

The issuvance and sale of up to 1.350,000
shares of Preference Stock (Cumulative)
autherized but unissued (D.93733 dated
December 1, 1981 in A.60933, as amended
by D.82-12-070 dated December 15, 1982 in
A.82-10-26) estimated to produce net
proceeds of $35,640.000.

As of March 37, 1983. SDG&E had outstanding shorc;tgrm
obligations totalimg $242,125.456. This toctal éonsi;ﬁg@ of ‘
commercial paper and bank loans ih-tﬁe azount of STSZ.OOO,OOOEi;
$64,000,000 of bankers} accébtéﬁcés (used toAfinéncé fﬁéi;oiif; B
$24,125,456 covering the cuffeht porciéh of long-tcrmAdeb:i?éyab;é o
within 12 months; and $2,000,000 in sinking fund fé&ﬁi?éméz}gé for

preferred stock.




A.83-05-47 RR/KLH/ARM/WPSC

SDG&E's construction budget for calendar years 1983 aﬁd
1984 amounts to about 5714 484,000 of which 388 217, 000 has been
spent as of March 31, 1983. Major elassif;cations of the total
budgeted construction (including allowances for funds used-for

construction) are summarized as follows:

Description S 'u 1983 L 1984

Electric Production ' 3125 552 000 - - § 48 3325000
Electrie Transmission : 196,574,000 - * 126.977.000
Electric Distribution = - 76;449,000‘ o 91;048&000
Gas Production. Transmission.. -

and D;scrzbutLOﬁ 19,723,000 22,537,000
Steam Department 25,000 -~ . -150,000
Common Plant 2.418,000 4 699 OOO;

Total . §420. 741 000 3293 743 000

SDG&E reports that it had reimbursed- constructzon as of
March 31, 1983 totaling $305. 498 996. |

SDG&E also requests authorxty of the ComszSLOﬂ To
authorzze it to account for any p'emzums pazd in connectzon wzth
the refunding of the varzous IOﬂg-te*m secu'ltzes he'ezn and the
unamortized costs of the refunded IOﬁg-term securities by amorciz-

ing the amouUnts over che 1ife of the New Bonds. The CommLSSIOﬂ

believes this aceount;ng treatmeﬂ: would be proper.

The Commission's Revenue Requzrements Division has

reviewed SDG&E's 1983 and 1984 conmstruction program. The Division
has no objection to SDG&E's proposed sale of its New Bonds but
reserves the right to reconsider the reasonableness of any specific

construction expenditure in future rate proceedings.

-12-
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The Revenue Requirements Division has analyzed SDG&E's
cash requirements forecast and has concluded that interhéllyu _
generated funds will provide 37% of the capital expenditures for

1983. The Division conmcludes that the proposed issuance of SDGEE's

New Bonds will be necessary to help meet it forecasted capital’

requirements.

Findings of Facrt -

1. 'SDG&E, a California corporation. operates as a public
utility under jurisdiction of this Commission. |

2. SDG&E has need for external funds for the purpose5wset
forth in the applzcatzon.

3. The: proposed New Bonds would be for proper.pu:posos."

4. Authorizing SDG&E to determine the amount, timing. terms
and conditions, and method of offering each series of its proposed
New Bonds based upon market conditions at the time of sale and
within the constraints set forth in the application is in the
public interest.

2. Exempting SDG&E's proposed New Bonds from the
Coumission's competitive bidding requirements for those New Bonds
sold by means of a nmegotiated private placement or a nego:iate&
public offering is in the public interest. SDG&E should also be

authorized to effect the sale or sales of its New Bonds by means of

a competitive offering.
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6. The proposed apmortization of the unamortized costs
associated with the refunded securities and the premiums. paid. for
the refunded securities would not be adverse to the public. -
interest.

7. The money. property. or labor to be procured or paid for . .
by the proposed issuance and sale of the New Bonds is reasonably .. -~
required for the purposes specified in the application.

8. There is no known opposition and no reason to delay -
granting the authority requested.

Conclusions of Law

T. A public hearing is not necessary.

2. The application should be granted to the extent set forth

in the order which follows.

The proposed New Bond issuves are for lawful purposes and
the money, property, or labor to be obtained by them is required . .
£or these purposes. Proceeds from the New Bonds issues may not be
charged to operating expenses or income.

The following order should be effective on the date of
signature and payment of the fee set by PU Code Section 1904(b) to.

enable SDG&E to issue its New Bonds expeditiously.
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IT 1S ORDERED that:

1. San Diego Gas & Electric Company (SDGEE). on or after the '
effective date of this order and on or before December 31. 1984,
may issuve and sell up.to $200.000,000 aggregate principal amount of
its First Mortgage Bonds (New Bonds). in one or more series, by -
means of competitive bidding or by negotiated private placement or
Py a negotiated public offering upon terms and conditions -
substantially consistent with those set forth in. or contemplated
by the application.

- 2. SDG&E's proposed New Bonds are exempted from the -
Compission's competitive bidding requirements as set forth inm
D.38614 dated Januaxry 15, 1946 in Case 4761, as amended for a 'sale,
or sales. effected by means of negotiated private placement-or a
negotiated public offering.

3. GSDG&E may execute and deliver one or more supplemental
indentures for each series of New Bonds issued under this order.
4. SDG&E shall use the net proceeds from the sale. or sales.
of its New Bonds for the purposes referred to in the application.
' 5. SDG&E may account for the premiums paid in connection
with the refunding of the various long-term securities and the
unamortized costs of the refunded securities by amortizing che

amounts over the life of the New Bonds to be issued.
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6. If the New Bonds are sold by competitive bidding. SDG&E
shall file a written report with the Commission, for each bid
received, the name of the bidder, the price, the interest rate, and
cost of money to the company based on the price and interest rate.

7. Promptly after SDG&E ascertains the price, interest rate,:
and other terms pertaining to the New Bonds, SDG&E shall-notify the
Commission in writing.

8. If the New Bonds are sold by negotiated private.
placement or by a negotiated public offering, within 30-days after
their}?g;uance and sale, SDG&E shall file with che Commission a
report setting forth the reason the company believes the.resulting
interest rate and cost of money were the most advantageous to the

company and.its ratepayers.

9. SDG&E shall f£ile the reports required by.General Order
Series 24. Ll
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10. The authority granted by this order to issue New Bonds
will become effective when SDG&E pays $106,000, the fee set by PU
Code Section 1904(b). In a2ll other repsects, this order is

effective today.

Dated JUN 29 1983 , 4t San Francisco, California.

wEONADE M. GRINES, JR.
Presidens
VICTOR CALTO
PRISCILLA C. CREW
DORALD TEiAY,
WILLINM T. BAGLLY
Cormiszioners

el COMMISSION
[ LTE B Siie
AT OF CALFOMNIA

Ty T
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pecision 33 08 937  Jun 2 13

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of SAN DIEGO GAS & )
ELECTRIC COMPANY to issue and sell )

on or before December 31, 1984, up ) Application 83-05-47
to $200,000,000 principal amount of )
First Mortgage Bonds and to execute )
one or more Supplemental Indentures.g

(Filed May-23, 1983)

OPINION
San Diego Gas & Electric Co ’;ny (SDG&E) requests

authority, under Public Utilities (PU) Code Sections 816 through

830, for the following:

1. To issue and sell up/to $200,000,000 aggregate
principal amount of its First Mortgage Bonds
(New Bonds), in ope or more series, on or before
December 31, 1984, by means of competitive bidding,
negotiated public offering, or negotiated private
placement, under terms and conditions to be deter-
mined by market conditions which will govern the
price, interdst rate, maturicty date, and redemption
provisions for each series of the New Bonds at
the time of sale;

To be exempted from the Commission's competitive
bidding /requirements those New Bonds sold by

means ©of negotiated private placement or negotiated
public offering;

To execute and deliver a supplemental indenture

with respect to each proposed series of New Bonds:
and

To account for any premiums paid in connection with
the refunding of the various long-term securities
specified in the application and the wnamortized
costs of the refunded long-term securities by

amortizing the amounts over the life of the New
Bonds to de issued.




A.83-05-47 RR/KLH/ARM/WPSC*

Summary of Decision

This decision grants SDG&E the authority requested in its
v/gppliézfon for a sale by means of competitive bidding and grants an
exenption for a sale, or sales, by means of a negotiated private
placement. An exemption for a sale, or sales, by means of a »
negotiated public offering is denied but provision is made fox/af//

later modification if justified by market conditions.

Notice of the filing of the application appeared on the
Coumission's Daily Calendar of May 24, 1983. No fg;ests have been
received.

SDG&E, a California corporation, operates as a public

.u':.ility under jurisdiction of this Commission. SDG&E provides
electric service in portions of Orange/County and electric, gas,
and stean service in portions of San Diego Coumty.

In its Statement of Income and Retained Earnings for
calendar year 1982, SDG&E reported it generated total operating

revenue of $1,430,948,322 and’ net income of $157,302,9817 shown as

/
part of Exhibit A to Applifation (A.) 83-03-32. For the three

months ended March 31, 1983, SDGEE reported it genmerated total
operating revenue of $3§6,136.758 and net income of $48,011.602

shown as part of Exhibit C, attached to the application.
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Also shown as part of Exhibit C is SDG&E's Balance Sheet

dated as of March 31, 1983 summarized as follows:
Assets Anount

Net Utilicy Plant $2,127,022,600
Other Property & Investments

-~ Net 34,843,315
Current and Accrued Assets 296,203,983
Deferred Debits 347,839,328

Total $2/492,909,226
Liabilities and Equity

Common Equity $ 841,842,937
Preferred/Preference Stock 269,000,000
Long-Term Debt 801,651,424
Current and Accrued Liabilities: 434,076,609
Deferred Credits and Reserves 146,338,256

Tozal $2,492,909,226
SDG&E proposes to /issue and sell, in one or more series,
up to $200,000,000 aggregdé:/principal amount of its New Bonds by
means Of competitive bidding, negotiated public offering, or

negotiated private placement under terms and conditions to be

determined by marker conditions prevailing immediately prior to the

time of sale, or sales, which will governm the price, interest rate,
maturity date, and redemption provisions £or each series of the New

Bonds. SDG&E will advise the Commission by letter promptly after

the sale ¢f each series of New Bonds of rthe terms and conditions of

the sale.

The New Bonds will be issued in conformity with the

provisions of, and secured by, SDG&E's Mortgage and Deed of Trust

«3a
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te the Bank of California, N.A. (as Trustee) dated July 1, 1940 as
amended by 26 supplemental indentures. The final form of the
supplemental indenture will provide for the terms and conditions
under which the New Bonds are sold, such as: The race of interest,
maturity and other payment dates:; the place and manner of payments;
the aggregate principal amount of up to $200,000,000; call
Provisions not to exceed 10 years; and other redemptioe/provisions

including sinking fund (if any) deemed necessary and/éavisable by
SDG&E.

Request for Exemption from Competitive Bidding

SDG&E requests an exemption for, /the sale of its New Bonds

from the Commission's competitive bfj?ﬂug requirements set forth in
Decision (D.) 38614 dated January 15/

1946 as amended in Case 4751.

SDG&E seeks authority to issue and/ sell its New Bonds either by
competitive bidding or to be e§gmpced $o that che New Bonds may be
sold either by means of a negdéiated public offering or a
negotiated private placemenpfdepending on market conditions
/

existing at the time of the projected sale or sales.

SDG&E believessthac compelling circumstances existc for
requesting an exemptionrand believes the financial flexibility the
exemption would afford would enable it to meet its financial

requirements on the most favorable rcerms available.
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SDG&E requests an exemption because of the following

reasons:

1. Although market conditions for the sale
of SDG&E's New Bonds have improved in
recent months, volatility in interest
rates are expected £o continue,
particularl{ in light of the large
demand for long-term financing by both
government and private industry;

2. ULuring periods of economic uncertainty,
investors have placed increased emphasis
on the ¢redit worthiness of a borrower,
which increases the difficulty for chose
with lower credit ratings (such as .
SDG&E's) to raise capital. SDG&E's”
credit rating has been Baa2/BBB for many
years, however, SDG&E has recently
received an upgraded rating from both

. Tating agencies. Moody's Investors
Services (Moody) has nqy/fi:ed the
company's debt securities A3. Moody's
rating A3 is the IOZESé "A" rating
classification it gifes. The other

rating agency, Stamdard & Poor's, Ine.,
has upgraded SDG&E's debt securities co
an A- rating. SPG&E's New Bonds may not
as yet reap any/substantial benefic
because these will still be rated in the
lowest class & category. The demand for
SDG&E's New Eonds would still be lower
than the dewand for bonds from other
straight "A" rated utilities because
SDG&E is not as well known as others in
the market. As a lower "A" rated utilicy,
SDG&E claims that during periods of
reduced demand for bonds of the lower "A"
rated utilities, the ability to use a
negotiated offering would allow it the

flexibilicy it needs to market its New
Bonds;
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3. A negotiated public offering would allow
the terms and pricing strategy of an
issue 0 be adjusted until the moment of
the actual pricing of the issue. This
would provide greater assurance of a
successful offering at the minimum
effective interest cost: and

A negotiated public offering sale with
selected underwriters is important during
periods of uncertain demand for lower
rated debt securities because the
underwriters are able to pre-sell the
issue since the underwriters’' salesmen
are assured of having securities to sell.

This insures a successful sale of New
Bonds at a lower effective inte;gsc”rate.
After extensive study, the Commissign, by D.38614 dated
January 15, 1946 in Case 4761, institgfgd/; rule which requires
competitive bidding for the issuancefgnd sale of debt securities.
The Commission may grant an exeeption from the rule if the utility

makes a clear and comvincing showing that the sale of debt

/
securities by competitive bidding would be adverse to the vcilicy
7/

/

and its customers. 4

In D.91984 ﬁé;ed July 2, 1980 (for SDG&E) in A.59633, we
discussed the granciﬁg of exemptions from the competitive bidding
rule, and we clarified the nature of the compelling showing chat
must be made to warrant an exemption from the rule. We served
notice that assertions regarding the volatility of the market, the
flexibility provided by a negotiated sale, and the importance of

maximizing the effectivenss of the underwriting group will not
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serve as compelling reasons, ingividually or collectively, for
granting an exemption from the competitive bidding rule.

The Commission believes that the principles of the
competitive bidding rule are valid under current economic
¢conditions. The Commission is not convinced that the reasons

-

contained in the application are a clear and conv;ndiﬁg showing

P
that adherence to the competitive bidding rquifémencs rule would
be adverse to SDG&E and its customers. The/éémmission concludes
that because of current economic ¢onditions and the downward trend
in interest costs, an exemption fro?/acs competitive bidding

requirements should not be granted/for a negotiated public offering
y

, . 7/
at this time.

The Conmission, chg;ég;re, cenies SDG&E request for an

exemption £rom tne compecisﬁoe bideing rule zor a negotiated public
offering, but if economiC/éondicions snould change, we will allow
SDG&E to petition the Coémission for the modification of this
decision. T

Because the proposed New Zonds may be sol¢ by negotiated
private placement on terms which will be negotiate¢ after the
issuance of this decision and because of the Revenue Requirements
Division's velief and conclusion that the New Bonds will de sold ac
a cost as low, if not lower, than would prevail if the New Bonds
were to be sold at competitive bidding, we believe that

applying the Commission's competitive bicding requirements and

-7
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conditions set forth in D.91984 in chis proceeding for a negotiated
private placement would not be in the best interests of SDG&E or
its ratepayers. These requirements and conditions would not
operate to ensure that SDG&E's sale of the New Bonds would be at
the most favorable cost of money. However, in order not to
preclude such an offering we will also grant SDG&E the authority.-to
issue the proposed New Bonds by means of a competitive offering.

We also find that in che light of the current market conditions
where interest rates are falling, the argument for/g; exenption for

a negotiated public offering is not convincing?. 1If the New Bonds

are sold by means of a negotiated privijﬁ/placemen:, SDG&E is put

on notice that in its next general rate’/proceeding before the
Commission, the reasonableness of the resulting interest rate and
cost of money to the company will/ézeclosely scrutinized and may
result in a disallowance of the  interest expense if it is

determined that the cost of money incurred was not the most

prudent. We will also require SDG&E to provide us with a showing
of why it believes thac,:ﬁe resulting interest rate and cost of
money were the most advantageous to the company and its ratepayers.
We will require this showing within a reasonable period of time

after the issuance and sale of its New Bonds.
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Use of the Proceeds

SDG&E seeks to use the net proceeds from the sale, or
sales, of its New Bonds (exclusive of accrued interest) for the
discharge or lawful refunding of one or more series of its
outstanding First Mortgage Bonds and preference stock ai_shown in

Exhibits F and G attached to the application.

The current market price of the long-term debt and

P

preference stock securities that SDG&E would’accempc to refund are
above the original offering price for each of those securities
because of the general fall in inte:eét rates that has occurred
since the time those securities weré first issued. The premium Co
be offered and paid by SDG&E in connection with cthe purchase of any
of the securities will be estaﬁlished at the time a tender offer is
nade and will reflect existing market condicions. SDG&E, however,
would not proceed with a tender offer to purchase any of its
securities unless the overall economic benefits to be realized from
a completed tender offer would justify the premium and other costs
incurred.

Any proceeds not expended in connection with the
discharge or refunding of SDG&E's long-term obligations will be
used for reimbursement of SDG&E's treasury £or capital expenditures

and retirement of its outstanding short-term debr.
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SDG&E's capital ratios reported as of March 31, 1983 are

shown below as recorded and adjusted to give pro forma effect o

the transactions that follows:

March 31, 1983 Pro Forma

Long-Term Debt 36.5% 44.0%
Short-Term Debt 11.4

2.5

Total Debt 46.5%

Preferred/Preference
Stock

Common Equity -

1. The proposed issuance and sale of up to
$200,000,000 aggregate principal amount of
First Mortgage Bonds, Series Z, the net
proceeds from which will be used to refund
one or more series of outstanding bonds and
preference stock. For the purposes of the
pro forma calculation, it has been assumed
that $150,000,000 of the bonds and

$50,000,000 of the preference stock would be
refunded; :

The proposed issuance and sale of up to
$300,000,000 of First Moxrtgage Bonds,
composed of $125,000,000 of New Bonds
authorized but unissued under Decision
(D.) 82-12-070 dated December 15, 1982
in Application (A.) 82-10-26 and the
proposed additional issuance and sale of
$175,000,000 under D.83-05-057 dated
May 18, 1983 in A.83-03-32, or, in the
alternative, the issuance of
$300,000,000 of a long-term debt
obligation to the City of San Diego in
connection with an industrial
development bond £financing under
D.83-05-057. 1In either event, it is
estimated the total net proceeds of
$292,500,000 will be produced:

=10~




A.83~05-47 RR/KLH/ARM/WPSC

The issuance and sale of 6,500,000
shares of SDG&E's Common Stock, $5 par
value at the assumed price of §$18 per
share, estimated to produce net proceeds
of $112,320,000 (D.82-12-070 dated
December 15, 1982 in A.82-10-26);

The issuance and sale of up to 4,000,000
shares of SDG&E's Common Stock, $5 par )
value, authorized but unissued under its .-
amended Dividend Reinvestment Plan QDRPY
estimated to produce net proceeds oL~
$80,000,000 at the assumed price of $20

per share (D.83-05-009 dated May 4, 1983

in A.83-03-37); e

The issuance and sale of up to 447,327
shares of SDG&E's Common Stock, $5 par
value, authorized but unissued under its
amended DRP estimated .to produce net
proceeds of $7,729,811 at the assumed
rice of $18 per share (D.91853 dated
une 3, 1980 in A.59547);

/
The issuance and’ sale of up to 1,918,800
shares of SDG&E"s Common Stock, $5 par
value, authorized but unissuved under its
Tax Redemption Stock Ownership Plan
estimated to produce net proceeds of
$34,538,400 at the assumed price of $138
per share (D.82-09-014 dated
Septenber 8, 1982 in A.82-07-50);

The issuance and sale of up to 1,811,942
shares of SDG&E's Common Stock, $5 par
value authorized but unissued under its
Employee Savings Plan estimated 2o
produce net proceeds of $32,614,956 at
the assumed price of $18 per share
(D.92805 dated March 12, 1981 in
A.60228); and
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8. The issuance and sale of up to 1,350,000
shares of Preference Stock (Cumulative)
authorized but unissued (D.93733 dated
December 1, 1981 in A.60932, as amended
by D.82-12-070 dated December 15, 1982 in
A.82-10-26) estimated to produce net
proceeds of $35,640,000.

As of March 31, 1983, SDG&E had outstanding short-term
obligations totaling $242,125,456. This total consisted of
commercial paper and bank loans in the amount of $152,000,000:
$64,000,000 of bankers' acceptances (used to finance fuel oil)s
$24,125,456 covering the current portion of long-tefg,déggfpayable

within 12 months; and $2,000,000 in sinking fund/fgquirements for

preferred stock.

e

s
SDG&E's comstruction budget fqr/:;;endar years 1983 and
1984 amounts to about $714,484,000 of which $88,217,000 has been

- spent as of March 31, 1983. Major classifications of the total
budgeted construction (including allowances for funds used for
construction) ave summarized as follows:

Deseription . 1983 1984

Electric Production $125,552,000 $ 48,332,000
Electric Transmission 196,574,000 126,977,000
Electric Distribution 76,449,000 91,048,000
Gas Production, Transmission,

and Distribution 19,723,000 22,537,000
Steam Department 25,000 150,000
Conmon Plant 2,418,000 4,699,000

Total $420,741,000 $293,743,000

SDG&E reports chat it had reimbursed construction as of

. March 31, 1983 totaling $305,498,996.

-12-
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SDG&E also requests authority of the Commission to
authorize it to account for any premiums paid in connection with
the refunding of the various long-term securities herein and the
unamortized costs of the refunded long-term securities by amortiz-
ing the amounts over the life of the New Bonds. The Commission
believes this accounting treatment would be proper.

The Commission's Revenue Requirements Division has
reviewed SDG&E's 1983 and 1984 construction program. The Division
has no objection to SDG&E's proposed saleféf its New Bonds but
reserves the right to reconsider the ré#sonableness of any specific
construction expenditure in futurgwféce proceedings.

The Revenue Requiremegé; Division has analyzed SDG&E's

cash requirements forecast and has concluded that internally

generated funds will providé/37% of the capital expenditures for

1983. The Division concludes that the proposed issuance of SDG&E's
New Bonds will be necessary to help meet it forecasted capital

requirements.

Findings of Fact

T. SDG&E, a California corporation, operates as a public

utilicy under jurisdiction of this Commission.

2. SDG&E has need for external funds for the purposes set

forth in the application.

3. The proposed New Bonds would be for proper purposes.
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4. Authorizing SDG&E to determine the amount, timing, terms
and conditions, and method of offering each series of its proposed
New Bonds based upon market conditions at the time of sale and

within the constraints set forth in the application is in the

public interest.

5. Exempting SDG&E's proposed New Boads from che
Commission's competitive bidding requirements for those New Bonds
sold by means of a negotiated private placement %i/in”éhé public
interest. SDG&E should also be authorized tg,ef%ecc the sale or
sales of its New Bonds by means of a compeégtive offering. An
exemption for a sale, or sales, by ?536; 0f a negotiated public

offering should be denied. //

.

7
6. The proposed amor:iz?zion of the unamorctized costs

associated with the refunded,gecurities and the premiums paid for
the refunded securities would not be adverse to che public
interest.

7. The money, property, or labor to be procured or paid for
by the proposed issuance and sale of the New Bonds is reasonably
required for the purposes specified in the application.

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

Conclusions of Law

T. A public hearing is not necessary.

2. The application should be granted to the extent set forth

in the order which follows.
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The proposed New Bond issues are for lawful purposes and
the money, property, or labor to be obtained by them is required
for these purposes. Proceeds from the New Bonds issues may not be
charged to operating expenses or income.

The following order should be effective on the date of

signature and payment of the £fee set by PU Code Section 190§§b) to

P

enable SDG&E to issue its New Bonds expeditiously. /,f”’

IT IS ORDERED that:

1. San Diego Gas & Electric Company (SDG&E), on or after the

effective date of this order and on.or before December 31, 1984,
may issue and sell up to $200,000,000 aggregate principal amount of
its First Mortgage Bonds (New BOnds), in one or more series, by
means of competitive bidding or by negotiated private placement
upon terms and conditions substantially consistent with those set
forth in, or contemplated by the application.

2. SDG&E's proposed New Bonds are exempted from the
Commission's competitive bidding requirements as set forth in
D.38614 dated January 15, 1946 in Case 4761, as amended for a sale,
or sales, effected by means of negotiated private placement. The
request for an exemption for the sale, or sale, of the New Bonds by
means of a negotiated public offering is denied.

3. SDG&E may execute and deliver one or more supplemental

indentures for each series of New Bonds issued under this order.

-15=
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4. SDG&E shall use the net proceeds from the sale, or sales,
of its New Bonds for the purposes referred to in the application.

5. SDG&E may account for the premiums paid in comnection
with the refunding of the various long-term securities and the
unamortized costs of the refunded securities by amortizing the

amounts over the life of the New Bonds to be issued.”

6. 1If the New Bonds are sold by compegpci;e bidding, SDG&E

shall file a written report with the Commisgion, for each bid
received, the name of the bidder, the péice, the interest rate, and
cost of money to the company based on the price and interest rate.

7. Promptly after SDG&E ascertains the price, interest rate,
and other terms pertaining to the New Bonds, SDG&E shall notify the
Commission in writing.

8. If the New Bonds are sold by negotiated private
placement, within 30 days after their issuance and sale, SDG&E
shall file with the Commission a report setting forth the reason
the company believes the resulting interest rate and cost of money
were the most advantageous to the company and its ratepayers.

9. SDGSE shall file the reports required by General Order
Series 24.




A.83-05-47 RR/KLH/ARM/WPSC

10. The authority granted by this order to issue New Bonds

will become effective when SDG&E pays $106,000, the fee set by PU

Code Section 1904(b). In all other repsects, this order is
effective roday.

vareg  JUN 29 1983

, at San Francisco, California.
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LEOFLED M. GRINZS, I%.
e Prosidecs
VICIOR CALTO
LPRISCILIA C. GRZIW
DORALL TiAT,
WILLI M L. CAGLEY
Conmissioners
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