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. 91889 J Decision No. ' .• UN 3 1S80 -----
BEFORE '!'HE PUBI..IC U1'n.ITIES COMMISSION OF nIE STATE OF CALIFORNIA 

Application of SOtn'HERN CAl.IFORNIA ) 
EDISON COMPANY, to issue, sell and ) 
deliver by private placement, not ) 
to exceed $100,000,000 aggregate ) 
principal amount of its First and ) 
Refunding Mortgage Bonds, Series 00,) 
Due 1986, and to execute and ) 
deliver a Forty-Sixth Supplemental ) 
Indenture. ) 

----------------------------). 

Application No. 5951$ 
(Filed March 13, 1980) 

David Laurence Minn ing, Attorney at Law, 
for Southern California Edison Company, 
applicant. 

Ellen LeVine, Attorney at Law, for the 
Commission staff • 

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

I. Introduction 

By Application No. 59515 filed March 13, 1980, Southern 
California Edison Company (Edison) seeks authority to (a) issue and sell 
to the Saudi Arabian MOnetary Agency (SAMA) not to exceed $100,000,000, 
aggregate principal amount of its First and Refunding MOrtgage Bonds, 
Series 00, Due 1986 (New Bonds); (b) exempt the proposed sale of New 
Bonds from the requirements of the Commission's competitive bidding 
rule; and (c) 1:0 execute and deliver a Forty-Sixth Supplemental 
Indenture. 

Public hearing was beld in los Angeles on May 9, 1980, 
before Administrative Law Judge Patrick J. Power. Edison presented 
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the testimony of 1:WO witnesses: Robert G .. Hildreth, Jr., Managing 
Director of Merrill Lynch (Merrill lynch) White Weld Capital Markets 
Group, and Michael L. Noel, Edison's Treasurer. Stnff presented the 
testimony of James D .. Pretti of the Financial Branch of the Revenue 
Requirements Division. The matter was submitted upon the filing of 
concurrent briefs on May 16, 1980. 

II.. Factual Background 

In early March, 1980, Edison was considering a private 
placement of $100,000,000 in bonds in conjunction with its planned 
$200,000,000 Series NN Bond offering then scheduled for April 1, 
1980, and ultfmately completed on March 31. As stated by 
Mr. Noel: 

'~e had scheduled for some time a hundred million 
dollar bond offering. Then it became a matter of 
timing .. 

"As we StrA our cash position worsening, the market 
deteriorating, and as we always arc! considering 
financing alternatives, when Merri1 Lynch brought 
this proposal to us it seemed to be an appropriate 
time to proceed with it .. tr 

On March 10, 1980, Edison authorized Merrill Lynch to act as its ... 
agent in the proposed private placement of New Bonds with SJ.J!A. Edison 
asked to l~e a decision in about two weeks.. On March 12, 1980, 
Merrill Lynch made a formal proposal to S.AMA on behalf of Edison. 

SAMA is described as nakin to the .... Federal Reserv'e Bank 
of the United States".. Its investments are managed by a credit 
committee that includes representation from financial markets in the 

United States and Europe. Once a proposal has been received and 
reviewed by members of SAMA's staff, it is then seheduled for presenta-
tion to the credit committee. The committee meets formally to discuss 
proposals, generally at two-to four-week intervals • 
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On March 12, 1980, Merr1.l1 Lynch made a proposal to SKMA 
for the placement of Edison's New Bonds. The contents included a 
summary of the proposed terms of the bond offering, but did not 
include a proposed interest rate. This was consistent with SAMA's 
practice of basing the interest rate on the most recent finaneial 
market information available at the time that it approves the loan. 
Merrill Lynch asked SAMA for a reply by March 24. 

A regularly scheduled meeting of the SAMA credit committee 
was held on March 23, and a number of proposals were considered and 
approved, including Edison's. On March 24, 1980~ Merrill Lynch 
received an offer in principle from SAMA, which accepted the proposed 
terms and provided for a coupon interest rate of 15.10 percent. 
The offer was good only until the close of business on that same day 
and a response was necessary. Merrill Lynch recommended that Edison 
accept the offer. After consideration,. Edison agreed, ane on 
March 24 acceptance was relayed to ~~. Including the management 
fee, the effective cost of money to Edison is 15.19 percent. 

In addition to the interest rate, the material terms of 
the bond offering include the following: 

"The New Bonds will be subj eet: to a mandatory sinking 
fund which will obligate Edison to redeem $50 million 
in 1984. The New Bonds shall not be otherwise 
redeemable unless a change in tax laws of the United 
States or any of its political subdivisions results 
in interest paid to SAMA becoming subject to with­
holding for income tax purposes. In that ev-ent, if 
Edison determines that additional payments to SAMA. 
would be required to maintain the net payment of 
interest at not less than the coupon rate, then, at 
Edison's option, redemption at par plus aec%Ued 
interest may occur. 

"If, at any time other t'ban on a sinking fund date and prior 
to maturity It the Trustee under Edison's Indenture should be 
required by Edison or the terms of the Indenture to select 
bonds outstanding under the Indent'ure for redemption 7 Edison 
will not exercise its right to specify the New Bonds for 
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that purpose. !his rest~ictiv~ redemption provlslon 
has been included to enable the utility to secu~e 
f~~ds ~t ~ lower interest cost th~n would h~ve other­
wise been possible." 

III. Contentions of the Parties 

Edison contends that the Commission should recognize that 
it has ~ significant ongoing need for extern~l capit~l. It arg~es 
that it prudently investigated sourccs of financing ~nd reasonably 
decided to pursue foreign c~pital. It claims that the interest 
rate was reasonable as of the date of the transaction and that 
there would be severe repercussions for its future ability to finance 
if the Cor.mission does not authorize the transaction. 

Staff contends that Edison has failed to sustain its 
burden of proof that the proposed transaction is in the public 
interest. Staff states th.lt it was "disappointed" in the interest 
rate in that it did not reflect sufficient s~vings to justify 
exemption from the compctitive bidding rule. Furthermore, staff 
points out that interest rates ~~ve steadily declined in the foll~~­
ing weeks and that the proposed interest rate is 200 basis points 
higher than the current market. It dis~isses Edison's concerns 
about the implications of denying the application, but recommends that 
the ~pplication be gr~nced, provided that a ratemaking adjustment is 
m~de. the specific adjustment proposed is that an interest rate of 
14.5 percent be i~uted i~ Edison's capital strQcture (for tais 
incremental $100 million of ceb:) in place of th~ act~l cost of 
money and that the embedded cost of debt cooponent of rate of return 
reflect the imputed in.te:'cs: r.ltc • 
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IV. Discussion 
There is no ooubt th~t financial mar~ets wer~ unusually 

vol~tilc corlier this year. We fuce a situation where a utility h~c 
contracted with ~ lender ~o place bonds, with the interest terms 
known. We are, in a real sense, part of this contractual process .in 
that we are required by st~tute to approve or reject the terms~ The 
factors we weigh go to the essence of whether the rates ~nc conditions 
ore fair to the utility ane, equally, to its r~tcpayers. 

This financing transaction is ~ private placement where the 
lender is one known entity in contrast to the public offering where 
there will be a multitude of lenders. With the private placement 
we know the interest terms, whereas in a public offering the interest 
terms are not quantified when we review the matter; the rate will be 
determined by the market either by competitive bidding or a negotiated' 
plucement. 

• Our review of Eoison'= proposal leave= us =keptical whether 
the rate w~z ocv~ntagcous ~nd reasonable at the time Edison agreed to 
SA¥~'s terms on Xarch 24. We ta~e note that after the filing of thic 
application ana after the he~rin9 borrowing terms have improved. 
Essentiully, we agree with the ~taff and think a more favor~ble rate 
could have possibly been obtained ~t the time Edison acce?ted~ Market 
condition changes are ~ zecor.d~ry consideration, but nonethele~s an 
important one, as we evaluate this trancaction. 

While not approving this particular transaction, we truz~ 
Eoison and Sl~wm, as well as the fin~ncial community, unccrstand we 
do not mean to discourage private placement. It is just that given 
the conoitions and terms presentee we cannot fine this tran=action 
would be reasonable ~nd in the interests of Edison's rat~payer~. 
Findings of Fact 

1. While the 15.10 percent n~gotiatcd rute for the proposed 
placement may have been less than Edison could h~ve Obtained if it 
had offered S100 million of eebt in the public market on March 24, 
that rate (for relatively short-term pl~cernent) was not as desirable 
and advantageous as it could h~vc been. 
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2. Oebt i~tcrcst rates hove steodily declined zinc~ the filing 

of this Dpplication. 
Conclu~ionc of L~w /' 

1. The terms ond conditions of Edizon'c propozcd fin~ncin9 with 
SAMA have not bce~ dc~onztrQtecl to be rcason~blc ~ncl uS advantageous 
as might be obtained on behalf of Edison and its r~te?ayers., 

2. Thic application should be denied. 

o R D E R - - - --
IT IS ORDERED thot Application No. 59515 is denied. 
The effective date of this order shall be thirty days after 

the dote hereof. 

DZltcd dUN 31!SO ,at Son Fr~ncisco, California. 
----------~~--

presl.dent 
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COrt.MISSIO~"ER JOlm E. BRYSON, DISSENTn'G: 

The Co~~ission'z rejection of t~c ap?lication o! Southern 

California Edison Company (Edison) to enter L~to a private place~ent 
of $100 million in bonds with the Saudi lI:.:iliian ~~onetary Agency 
(S~Q.) is based on two findings: ~at L~tcrest rates have declined 
cince the application was filed and that while the negotiated rate 
for the pr.oposed place~er.t "~y have been less than Zdison could 
have obtained ••• in the public market-on March 24, that rate ••• 
was not as desirable and advantageous as it could have been." ! do 
~ot believe either of these findings provides a proper basis for 
rejection of Edison's ap?lication and my review 0: the record 
persuades me that approval of the proposed transaction would have 
been appropriate. I ~~ deeply concerned that the reasoning in this 

decision suggests a policy which will tend to lioit the availability 
of privately placed debt for California utilities, a result especially 
damaging to the smaller fi~s which historically have relied heavily 
on private placement. 

The Commission relics on changes in narket conditions 

subsequent to M<~rch 24th as a reason for dizaP?roving the Edison 
proposal. In effect, the Co~~ission is demanding a "second bite at· 
the apple" on behalf of ~~e utility anc its ratepayers, which is not 
available to S&vA, the co~~ittcd purchaser of Zdison's e~bt. Such 
a policy is not in the interest of ratepayers. It is difficult to 
believe that any lender will again be willing to c~~it itself to 
a rate of interest we would consider reasonAble, if there is a real 
risk that the transaction wi:l subsequently be abrogated if market 

rate~ drop, but be enforced if rates remain stable or incr~aze. ~he 

lender would at leazt require a prcmi~~ on its interest rate to 
reflect the risk that the Commission ~ight at some point reject the 
bid because interest rates have fallen. ~hi~ is scarcely consistent 
with the Co~~ission's stated intent not to discourage private place­

ments in the future. 
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Moreover, the concept that the Commission should judge 
the reasonableness of a securities transaction based on interest 
rates at a later date raises the troubling question as to what 
that date should be. How long may the Commission defer its decision 
to authorize or refuse to authorize a private place~cnt negotiated 
weeks or months before? Surely the eate from which to review the 
reasonableness of a transaction can be no later th~~ the date of 
hearing; otherwise, upon what evidence would we rely? And why the 
date of hearing; why not rather the next available date upon which 
a securities sale might be transacted? 

I do not believe that the Commission should evaluate a 
transaction based on information available only after the transaction 
occur.red. The issue we should address is whether the transaction 
waS reasonable and prudent at the time it was agreed upon. Other­
wise, lenders will be reluctant to negotiate with California utilities 
in the future. At a minim~~, they will demand higher interest rates 
to reflect the higher risks involved. 

The other finding upon which the Commission's decision was 
based appears to rely upon an expectation thzt private placements 
ought to be substantially less costly than publicly issued debt. 
Though conceding that cos~ of the private placement ~y have been 
less than Edison could have obtained on the bond market, the Commis­
sion nonetheless has decided to reject the application. This decision, 
moreover, was reached despite the unwillingness of the staff witness 
to venture an opinion that it was unreasonable or L~prudent for Edison 
to enter into the transaction. In fact, rates at which other utility 
debt issues, negotiated and competitive, short- or long-tern, were 
sold in the period L~ediately prior to March 24th ~rovide no indication 
that the Edison transaction was unreasonable at the t~~c. 

The Commission'S decision today jeopardizes a major source 
of funds for utilities. Financing through private placement can have 
substantial advantages over publicly issued debt. For small utilities, 
it is not always efficient to go to the bond market to raise capital 
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because the amount of money raised would be relatively ~ll. Even 
the large utilities can sometioes ob~in capital through private 
sources that arc more at~r~ctive than those on the bond ~rkct, 
especially when bond market conditions are turbulent. 

I would limit our review to a determination of the 
reasonableness of the transaction on the date when it occurred. 
On the basis of the record developed in this ease, I cannot 
conclude that Edison acted unreasonably. 

San Francisco, California 
June 3, 1980 

~~~~1 
J H .. ~ E. BRYSON~DENT -


