Dec;.s:xon No. 55238 JAN 15 7989 @(RH @ NA& .
:BEFORE THE PUBLIC UTILITIES CO!'.MISSION OF TEE S'.P.A.TE OF CAI:IFOWIA‘

Appln.cat:.on of SAN DIEGO GAS & ‘
ELECTIRIC COPANY *o execute = ) Appiication No. 59257°
and deliver credit agreements ). (F:.led November 6 19‘79)
encunbering fuel inventories.

OPIXIOXR

San Diego Gas & Electric Company (SDG&:.) seeks’ autho*:x.*'y,
pursuant to Sections 823(c) and 851 of the Public TUtilities Code,
(a) to renew and increase its authorization to issue evidences of.
indebtedness in ar aggregate prindipal amount at any one tize
outstanding of zot exceeding $150,000,000 arnd (b) to lease its
fuel oil storage facilities for the purpose of estadblishing a
field warehouse. Notice of the filing of the application appeared :
on the Commission's Daily Calendar of November 7, 1979.

SDG&E is a Califormia corporation engaged principally
iz the bus:.ness of providing electric service in port:.ons of
Imperial and Orange Counties and electric, gas and steam sexrvice
in portions of San Diego County. For the twelve months ended _
September 30, 1979, SDG&E reports operating revenues of $701,805,000
and net income of $63,252,000.

In Decision No. 84202, dated March 18, 1975, in
Application No. 55500, SDG&E was authorized to issue evidences of
indebtedness in the aggregate principal amount not exceeding
$60,000,000 at any ome time outstanding and to secure this

indebtedness by encumbering all of its fuel oil purchases.
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In this Application, SDG&E seeks (a) to extend the
term and increase the amount of its borrowing in order to
finance fuel oil purchases and (b) to enter into credit agreemem:s
and associated documentation with any t-nk or banks ror bankers
acceptance fmancmg. The utility anticipates it will Dbe necessary
to borrow from time-to~time on a short-term basis, pr:.or to '
December 31, 1985, up to $150,000,000.

Pursusut to a credit agreement, substantially in the
same form as that attached to the application as Exhidbit E, the
utility proposes (a) to borrow and reborrow from various baxks,
until October 31, 1980, not exceeding $150,000,000 aggregate
principal amount at any one time outstanding and (b) to seek an
extension of its credit agreements until Deéember 3L, 1985.

SDGEE states in its application that the adbility to negotiate
terrs with various banks should result in a lower cost of money
on short-term indebtedness than would be the case ::.1‘ the ut:.l:.ty
were limited to dealing with a single bank.

Pursuant to & lease, a copy of which is at’tached to
the application as Exhidit E, SDG&E proposes to lease to
Lawrence Systems, Inc. its existing fuel storage tanks for an
annual noxinal rental of $1 in order to establish a field -
warehouse, wheredby, warehouse rec¢eipts caz be issued‘ to support
the utilization of eligible bankers' acceptances at: 'a lower cost.
to the utility. SDG&E states the field warehouse w:.ll be used
exclusively for its bBenefit and it retains all of the obl:xgatzons
of maintenance that it presently has. :
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Lawrence Systems, Inc. is a warehou ing company*whooe
principal business is the managing of collateral on the premises’
of companies in support of bank loans. Lawrence Systems, Inc.
will serve as a bonded warehousing agent, will check the fuel
inveatory and cextify this lnvento“y to the banks dozng business
with SDGEE. SDGEZ estimates that ﬁn 1980 it will pay Lawrexnce
Systems, Izc. $74,000 for its services.

SOG&E states that acceprance ’znancxngs are -of Yasically
two types: (1) eligible bankers' acceptances and (2) finance ,

ills, bills of exchange or “ineligible" accepvanceo. “An eligidle
bankers' acceptance is ozme whi ch is e_zg;ble for dlacountlng
with the Federal Reserve which results in the bank being exexpt
from reserve requirements which in turn *esulva in lower cost.
Eligibility is determived by the transact 1on rlnanced and its
tenor. Specifically, foxr the loan to qual*fy or be “eligible™
for Federal Resexve System loans, it must meet the following
eriteria:z (1) there must de an underlying transaction evidenced
by a contract (int errational uf8ﬂ$&¢ul°n$) or a tltle document
(such as a warehouse receipt) lssued by a thxndparty Cdomestzc
transactions); (2) goods covered under the acceptance must de
readily marketadle and =zust nmove ;.xo the rormal channel of
trades; (3) the total acceptance time must not exceed s;x months
and (4) the proceeds of the transaction nust 11qu1da»e the
acceptance at maturity.. = e .
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I SDGEE indicates that. the.essence of the :f.‘:.eld
warehous:mg transaction is not to lease the facilitiesito others
for their exclusive use, but to lease them for a nominal value
for the puérpose of establishing a field warehouse arrangerent
waich in turn creates "eligidle" bankers' acceptances. The

use of these eligidle bankers® adceptances as a fi.nancing method
reduces the financing cost to the company.

Or. November 27, 1979, the cost to SDGEE of an :meln.gz.ble
acceptance was 15.65%, while an eligidle acceptance would have
beern approximately 13.75%. In 1980, Applicant expects to have axn
average of approximately $74,000,000 outstanding in acceptance
financing. Based or the above pricing, interest experse would
be reduced some $l.4 million through implementation of the field
warehousing facility resulting ir "eligible" acceptances.

SDG&E indicates that the field warehousing transaction
and the leasing of the fuel oil facilities incidental thereto
would mot require the reclassification or transfer of the facilities
to Account 104, Electric Plant Leased to Others, for the following
reasons: (1) the Company and the ratepayers continue to receive.
the benefits of these facilities as though the Company still owzed
them; (2) having a nominsl rental fee of $1 for preperty with a
book value of spproximately $32.7 million c¢learly iadicates that

the lease arrangement is merely for the purpose of "establishing
a field warehouse to estadlish "eligible” bankers® acceptances;
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(3) the lease transaction and resulting e.ligible baxkers' acceptances
result in a lower interest rate on bankers' acceptances which in tu—z
lowers the cost to the ratepayer through a lower authorized rate of
return; and (4) the lease can be terminated at one year intexrvals,
after giving 90 days' notice, without penalty or cost to the Company.
Pursusnt to the form of the proposed credit agreement, |
attached to the applicatior as Exhidit D, the borrowings by SDGEE -
would de evidenrced dy: (1) a reveolving credit note and renewals
thereof in the principal smount of $2,000,000, such revolving credit
note allowing the utility to borrow the discount (cost of fimancing
the acceptance) payadle on issue date; (2) drafts irn the form of bdills
of exchange or "ineligidle" acceptances; and (3) eligible bamkers'
acceptances. Advances and repayments under the revolving credit
note would be entered on the reverse side thereof, amd interest would
be paysble monthly at a rate per ammum of 120% of the bark's prime -
rate. SDGEE states that the revelving credit note has Dot been used
in the past and that it is not expected to be used in the future. For
either eligible or ireligible amcceptances, SDGEE proposes to pay to
the bank for acceptance of the drafts, a commission at a rate to be
negotiated from time~to-time, and an amount equal to the currexnt
market discount rate per snmum for bankers' acceptances. FProceeds
from the borrowings would be used for the purchase of fuel oil and
expenses incident thereto, and the evidences oi‘ mde‘bted:uess world
be secured b;y' warehouse Treceipts.
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The Application . :md:.cates thar the“purpose of entering
n.nto the proposed transaction is to defer payment for d‘uel o:.l
pyxrchases to the time that the fuel oil is actually consumed and
th.at, based on current money market cond;tn.ons, this is a cheaper
method by which to finance this actn.nty. .

The Revenue Requirements Division of the Comm::.ss::.on s
staff has reviewed the Application and has concluded 'the utzllty s
Tequests are reasonable and should be granted. However, the
Division reserves the xright to further comsider the reasona'bleness |

of the expexditures mvolved and' the rate base trea.tmem: :.n :fu't:ure
rave proceedings.

Fn.nd:.ngs of Fact

1. SDGEE is a California corporation operat:.ng under the
Jurisdiction of this Commission.

2. The proposed evidences of :i.ndebted.ness would de for
Proper purposes.

5. Ihe proposed leasing arrangement is for a proper purpose
and is not adverse to the public :mterest.

4. The proposed Credit Ae;reemen‘t would not be adverse to
the public interest. P

5. The proposed leasing arrangement will not affect the
current rate-making treatmernt of the fuel storage facilities.

6. The money, property or labor to be procured or paid for
by the evidences of indebtedness hereir authorized is reasonably
required for the purposes specified herein and such purposes, except
as otherwise authorized, are mnot, irn whole or in paxrt, reasonably
chargea‘ole to operat:.ng expenses or to income.
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o el Conclusions of Law
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1. A public hearing is not mecessary. “ae
‘ 2. The application should be granted to the extent set
forth in the order which follows.

SRS

The authority granted berein is for the purpose of this
proceeding only and is not to be construed as indicative of amounts

to be allowed in :proceeda.ngs for the determination of ;jus‘t a.nd
reasonable rates.

ORDER

IT IS ORDERED tbat:

1. Sax Diego Gas & Electric Company, on or after the |
effective date hereof and on or before December 31, 1985, for the
purposes set forth in this prccedure and in accordance with ::.t..,
pmposed Credit Agreement and related extension documents, in
subtantially the same form as that attached to the application as
Exhidbit D, may issue evidences of indedbtedness in an aggregate
principsl amount at any ome time outstanding of not exceeding
$150,000,000 to any bank or banks. . ‘

2. San Diego Gas & Electric Company may enter exercise ard
deliver credit agreements and associated documents with any baxk
oxr banks- as proposed in this application. : '

%. Ban Diego Gas & Electric Company may enter into a lease,
substantially in the form of Exhibit E attached to the application,
for the purpose of estadblishing a field warehouse without this -

 trasnsaction affecting the rate treatment accorded to the fuel
- storage, racn.l:.t:.es at this time.:
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. 4. On or before the tentk day of each month, San Diego Gas'& ~""
El:ectr:.c Company sball file with this Commission a surinary for the
p:geced:.ng month showing boxrrowings made, borrowings repaid and
outstanding balances. These summaries shall be in lieu of reports‘
required under Gernersl Order No. 24-B. |

5. This oxrdex skall become effective when San Dzeg;o Gas &
Electric Company has paid the fee prescribed by Sectn.on 1904(b)
of the Public Utilities Code, wh:.ch fee is 851,000.

Dated AN 15 Jggn s 8t San ZE‘ranc:.sco, Califomia.’f

- President

PUBLIC UT!U"‘ES NNMISSIEN ‘
 OF CALIFORNZA




