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Decision No. 

:BEFORE '!'BE PTJBLIC tJTILITIES COMMISSION OF THE STATE OF CALIFORNIA .. 
....... y 

Application of SAN DIEGO GAS & .) 
ELECtRIC COMPANY, to issue and sell. ) 
not exceedinS $75,000,000 of bonds ) 
and to execute a supplemental ) 
indenture. ) 

, ) 

OPINION -- .,...,...- - ~ --

Application No. 59366 
(Filed· Jan~ry S, 1980) 

San Diego Gas « Electric Company (SDG&E) requests 
authority (a) to issue and sell not exceeding $75,000,000 agsregate 

principal amount of First Mortgage Bonas, Series S·, (b) to execute 
and deliver a Twentieth Supplemental Indenture, and (c) to exempt: 

the proposed sale of bonds from the requirements of the· Commission' s 

competitive bidding .rule. 
SDG&E requests this authorit:y pursuant to Seet~ons 816 

thzough SlS and 851 of the PUblic Utilit~es Code. 
Notice of the filing of the application appeared on the . 

Commission • s Daily calenaar of January 10, 1980_ 
SDG&E is a ~ifornia co~ration engaged principally 

l.n the business of providin9' electric service in portions of 
Imperial and orange Counties, and electric, gas and steam service 
in portions of San Diego County. For the twelve months ended 
November 30, 1979, the utility reported total operating revenues 

o~ $731.204.000 a:l.d. net income of $69 .. 887 ... 000.' 
SDG&E·s construction budget for the year 1979 amounts 

to $230,957,000, of which $205,825,000 has been spent through the 
first eleven months of the year. A detailed classification of 
the budgeted constrtlCtion. for 1980 is as follows: 
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. . A.S9366 • 
Description 

w 

Electric Production 
Electric Transmission 
Electric Distribution 
Gas & Steam ?rocluetion, Trans­
mission and Di.stribution 

Common Plant 

Total 

e. 
Amount 

$10&,976,000 
32,63:7,000 
50,401~OOO 

13,799',000 
50,621,000 

$209,4~4,OOO 

Unreimbursed construetion expenditures were $61,357,637 
as of November 30, 1979, as set torth below: 

March 31, 1921 to November 30, 1979 Amount 

Net Const'ruc cion Expenditures 
Par Value of Redeemed Securities 

TOtal. 

Deductions 

Amount not Bondable per Decision 
No. 10032 

Proceeds :trorn Sal.e of Bond.s ana 
Noces 

Proceeds from Sale of Del>e:otures 
Proceeds from Sale of Preferred 

Stock 
Proceeds. from Sale of Common Stock 
Depreciation Reserve 

'OXlreimbursed Construetl.on a.s of 
November 30, 1979 

$1,766,928,147 
143,190,2'39 : 

~lLY10,11S,3Sb 

$ 45 .. 116 

84l.496,915 
34,598,022 

225,853-,104 
368,2'43,124 
370,524,46S 

'$11 848,760,749' 

s 61,357,637 

SDG&E proposes to issue and sell noe exceeding $75,000,000 
aggregate principal amount of its bonds. The utility would use the 
net proceeds, exclusive of accrued ineerest, for the retirement of a 

portion of i ts outs.ta.n~9' short-term. loans and commercial paper 

issued for temporary financing of additl.ons,. to its util~,ty plant, 

and, the balance, if any, would be applied toward tIle reimbursement 

of the company· s treasury for capi taJ. expenciitures. The- accrued 

interest reeei ved would be used for general corpora.te pm:poses. 

- 2 -



A.59366 • • • , 

The Series S Bonds would be secnred by an existing 

indenture as previously amended and stlpplemented, and as further 
supplemented by a proposed TWentieth Supplemental Indentare, 

which is attached to the application as Exhibit E. 

The utility's capital ratios as of November 30, 1979, 

and as adjusted to reflect the proposed sale of the Bonds, assuming 

proceeds of $75,000,000, the anticipated sale of 2,500,000 Shares 

of eommon stock (est~mated. proceeds of $35-,000,000) involved j.l) 

Application No. 59367, filed on January 10, 1980, and the 7SO,000 

shares of common stock (employee savings plan) estimated proceeds of 

$10,500,000 in Applieation No. 5093,70, filed January 9, 1980" are 
as !ollows: 

Component 
Fast Mortgage Bonds 
Del:>entnres ' 
Other Long-Term Debt 
Preferred and Preferenee:Stock 
Common Stock Equity 

November 30, 1979 

35.3% 
1~7: 
9 ... 0 

1$0.;4 , 
38 .. 6 

100.0""" 

, PrOi' Forma' ' 

37.5%·' 
1.6 
8.3,,' 

14.1' 
38.;.$' 

100,.00"" 

During ealendar year 1979, out of the total financing: 

authorized by this Commission, SDG&E has sec:ared approximately 

$125,000,000. This consisted 0: $6,000,000 from Pollution Control 

Boncts, $65,000,000 from three European :t.o.termediate ~erm Loans, 

and approximately $54,000,000 from the sale of common stock. The 

utility bas proJeeted that during calendar year 1980 it will 

request authority from the commission to fillanee approximately 

$202,000,000 in capital improvements. The eompany expects to raise 
$l25,000,000 of this by issuing First Mortgage Bonas and $77,000~000 

through the sale of common stock. 
SDG&E, by its letter ctateC1 January 31, 1980, states that 

its cash needs at this t:iJne are so compelling that the company 

must complete the proposed bond financing since its short-term 

credit faellitieswi.Ll be fully utllized at. the time of ,the proposed 

finaneing, whieh is pla.a.ned for .March 20, 1980. 
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SDG&E proposes to issue and· sell the bonds on a negotiated 

basis through a nationwide group of underwriters r~resented by 

Merrill Lynch, Pierce, Fenner & Smith Incorporated· and Blyth 

Eastman Paine Webber Incorporated, who will agree to· purchase all of 

the bonds pursuant to a Purchase Agreement. On or about February 2S, 

1980, the utility expects to complete negotiations with the unaer­

writers for determining ~e terms of the proposed offering including: 

(a.) price of bonds, (b) interest rate, (e) a9'qreg-ate principal aInO-ant, 

Cd) maturity date, (e) sinking fund requirements (if any}: Cf) call 
protection, (9) other redemption provisions, and (h) underwriting 

commissions. 

SDG&I: by letter dated January 31, 1980 also urges the 

commission to avoid restricting the company in its ab1lity to nego­
tiate on any terms of the offering because 0= Che problems ehe company 
would face if this sale is not cor:rpletea.. '!he utility specifically 

requests that it not be restricted in neg-otating a ten-year no-call 

option. 'l'he letter states that due to the current wor1cI: situation in 

the- Middle East, there exists substantial turmoil in today" s financial 

market. The bond market, in partic'lll.ar, has become very ~nsitive ane 

economic factors could result in further cred~t tighteninq. This 

could result in a market deterioration similar to 1974 - 197$ period when 

companies 'WiCh Baa bond ratings (SDG&E is rat;ed Baa.) 'Were precluded 

£ro= selling in ~e market place withont sUbstantial concessions in 
, . 

price and terms and for several months could .not sell Qebt on any terms .. 

The letter further states that it is most important that SDG&E be able 

to' neqotiate on all terms to insure the successful placement of the 

entire bond issue. The financial impact of· the te~-yea.r no-call 

option is such t:h.ca.t SDG&E would offer it as a. last resort measure 

if the issue could not be completed without; it. 
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A.S9366 & e. 
SDG&E reqa.ests an exemption for the proposed issue ana: 

sale of the Bonas from the commissionfs competitive bidding rule 
established by Commission Decision Nc~. 38614., dated January 15. 

1946, as amended from time-to-time in case No. 476l. Theutility·s 

reasons for requesting an exemption from competitive bidding 

requirements are set forth. in its application as follows: 
(1) 'l'he con tinued uneertainty in the financial markets 

makes it desirable to have the maximum flex~ility 
provided by a negotiated offering to take advantage 
of short-ter.m changes in the interest rate and market 
conditions, and. if necessary, to adjust the terms of 
the proposed issue, including tne principal amount 
maturity date(s)., and redemption provisions (inclua~g 
sinking fund., if any), in response to the requirements 
of the I:l4rket at the time of the offering. The flexib~­
lityof timing and terms afforded· by a negotiated 
underwriting will inerease the likelihood of suecessfully 
sellins the Bonds. 

(2) ~he eurrent unstable condition of the bond market makes 
essential pre-offering marketing efforts by the pros­
pective unaerwriters. pa=ticular~y in the case of 
SJ:.)(;.&;E· s :bonds which are rated in the lowest category 
for investment grade securities (Baa~B). Investment 
'.ba.n1cers associated with the negotiatlJlg group in a 
negotiated underwr.l.ting are in a position to engage·· 
in sueh efforts., but members of a biddi.nq group are . not • 
Such efforts. together with the qreater flexibility in 
timing and terms, can result in a lower cost of money 
through a negotiated underwriting than would be obtained 
~f the of!ering were made by means of competitive bidding. 

(3) SDG&E believes ~t it is essential to have a successful 
offering. In view of the marketing uncertainties dis­
cussed a.:bove and the magni tude of applicant· s current 
financing program (approximately $160,000,000 for 1980), 
SDG&£ believes that a negotiated offering increases the 
likelihood of a successful offering_ SDG&E alsobe~ieves 
that additional marketing advantages can be derived if 
the utility is able to combine this offering of the Bonds 
on a negotiated basis wich the offerins of its Common 
Stock currently schedulecl for the same date. 
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In view of the foregoing uncertainties, the marginal 

rating of SDG&E's bonds (Baa~BB), ancl the magnitudfo of its 

current financing program, SDG&E .believes and the Revenue 

Requiremenes Division staff concurs that it is essentia~ to have 

the flexibility and marketing advantages provided by a negotiated 

offering_ The Revenue Requirements Division concurs thGt the funels 

are needed for the purposes specified lon the application... The D~vision 

reserves th~ right, howe"er, to reconsider the reasonAbleness of any 

construction expenditures in future rate proeeedinqs. 

Fincl~ngs of Fact 

1. SDG&E~s First Mortgage Bonds are presently" rated BBB 
by Standard & Poor's Corporation and Baa by Moddy's Investors 

Servi ... e, Inc. 
2. The proposed Twentieth Supplemental Indenture would not 

be adverse to the pUblic interest. 

3. The proposed bonds would be ~or proper purposes. 

4. SDG&E has need for external fWlds for the· purposes 

set forth in this proceeding. 
S.. The sale of the proposed bonds should not be required 

to be through cO-Petitive bidding. 

o. The money, property or labor to be procured or paid for 

by the bonds herein authorized is reasonably require.d for the· pur­

poses spec:lofied herein, wh,j.ch purposes, except as othe~se author~zed 

for accrued illterest,. are no~, l.n whole- or l.n part, reasonably 
chargeable to operating expenses or to income. 

7. There is no known opposition ana there :loS no reason to delay 

granting the authority requested ~ the ap'p~ication. 

Conclusion of Law 

1. A public hearj.,ng is not necessary. 

2. 1'he application ShOu.Ld be granted to the extent set :t:orth 

in the order w:u.ch follows.: 

SDG&E ~s hereby placed OD notice that if the commission 
believes that tile neqotl.ated price or interest rate pertaining to' 

- 0 -



• • " 

A.S9366 mcm 

the proposed bond issue will result in an excessive effective 

interest cost, it ~ll take into consideration in rate proceedinqs 
only-that which it deems reasonable. 

This decision is not ~tended to modify the competit~ve 
bidding rule illi tially establ:i.shed :i.n Decision No,. 38014 as amended 

by the commission in SUt>sequent decision in case .!le. 4761. 

ORDER. -- ... -~-
:IT IS ORDERED that: 

1. The sale by San Diego Gas & Electr.l.c Company of not: 

exceeding $75,000,000 aggregate principal amoune of .l.ts F~rst 

Mortgage Bonds, Series S, is. hereby exempted from the commission· s 
competitive bidding rule set forth in DeciSion NO'. 386l4, dated 

January lS, 1946, as amend~d, in Case No. 4761. 

2. San DiegO' Gas « Electric Company may ~e<:ute and deliver 

a TWent:i.eth S~lemental Indenture in sUbstantially ~e same form 

as Exhibit E attached to the application, with the modification er 

insertion of such te:ms as proposed and conditions as interest 
rate, principa.l amounts, maturity date, place and manner of: payment, 
sinking fund, call protection and o~er redemption' provisions and 

redecption restrictions as may be contemplated by the application. 

3. san Diego Gas & Electric company may;: issue ana sell net 

exceeding $75,000,000 aggreqate principal amount of its First 

Mortgage Bonds, Series 5, on terms and conditions to be neqotiatea 

as contemplated hy the application. 
4. San X>ieso Gas & Electric Company shatl use' the netproeeeas 

from the sale of said bonds for the purposes referred t~ in the 

application. 

s. ~n determinjng the price, interest rate ana ,other terms 

pertaining to the bonds herein authorized, San Diego Gas &,. Electric 
Company shall notify the commission thereof in writinq. 
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6. As soon as avai1ab1e,San Dieqo Gas & Electric Company 

shall file with the Commission three copies of its final· prospec:t'llS 
pertaining to said bonds. 

7. San Di~o Gas & Electric Company shall file withtne 

COzmnissioD a report, or reports, as required by General. Order 
No. 24-B, which order, insofar as applicable, is. hereby made a 
part of th..i.s order. 

S. This order shall become effective when San Diego Gas & 
Electric Company has paid the fee preser:il>e4 by Sect:i.on 1904 (b) 

of the Publ:i.c 'Otilit:i.es Code, which fee is $43,500. 

Dated. ____ MAR __ 4 __ .............. _--, at San Francisco, , 
california. 
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