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Decision XNo. 32877 m 7 1981

BEFORE THE PURBLIC UTILITIZS COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
SIERRA PACIFIC POWER COMPANY for an
Order authorizing it (a) to szell and
issue, pursuant o private placement,
up Lo 560,000,000 principal amount of
First Mortgace Bonds, % Series

due . and () to
execute a Tweaty-third Supplemental
Indenture a5 ©f ,1981,
supplementing the Iandenture 0f Mortgage
Dated December 1, 1240,

Application No. 60269
(Filed February 19, 1981)
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Sierra Pacific Power Company (Sierra Pacifie) requests
authority, pursuant to Secctions 816 through 8183 and 851 of the
Public Utilities Code, to issue and sell, pursuant to ncgotiated

rivate placement, up to 560,000,000 principal amount of a new

erics of First Mortgage Bonds, and to execcute 2 Twenty=third
Supplemental Indenture to its Indenture of Mortgage dated
December 1, 1940. Notice of the £filing of the application was
published on the Commiscion's Daily Calendar of February 23, 198l1.
No protests have been received.

Sicrra Pacific iz a Nevada corporation cngaged in providing
public utility clectric serviece in California and electric, gas and
water services in Nevada. For the year 1980, Sierra Pacifie reported
total operating revenues of £232,943,000 of which $24,842,000 or
approximately 1l0.629% wexe derived from California clectric operations.
During thiz period, the utility reported net income of $22,089,000

s shown in Appendix 2 attached to the application.
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Siecrrza Pacific propeses to issue $60,000,000 aggregate
principal amount of its First Mortgage Bonds under an existing
indenturc as herctofore amended and supplemented and to be further
supplemented and amended by a proposed Twenty-third Supplemental
Indenture. The proposced supplemental indenture is to be substan-
tially in the same form as the form of the Twenty-second Supplemental
attached as Appendix D to the application.

As of December 31, 1280, Sicrra Pacific had outstanding
bank loans and commercial paper ageregating $19,500,000. Such bank
loans and commercial paper were obtained to £inance, in part, the
utility's construction program. In orxder to carry on the utility's
new conastruction program, it is expected that bank loans and commer-
cial paper will be increased to approximately $39,000,000 before

the conswnaaation of the proposed new issuance and sale of First
Mortcace Bonds. ’

zoceeds from the proposed issuc and sale of First Mortgace

Bonds will ke uscd by Sierra Pacific to repay a portion of its bank
loans and zommercicl paper, to reimburse its treasury for construction
expenditures heretofore made, and to finance, in part, its construction
program now i progressc and proposed during 192).
Siecrra Pacific's estimated conctruction program for the
years 192l and 1982 iz as follows:
' 1981 1982

Elegtri¢e Department $ 29,105,000 $85,847,000
Gasc Department 4,172,000 4,301,000
water Department 6,016,000 6,110,000
Common Plant 1,411,000 1,300,000

Total Estimated
Program $100,704,000 $97,558,000
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The staff of the Commission's Revenue Requirements
Division has reviewed Sierra Pacific’s 1981 aand 1982 construction
programs and concludes that the estimated construction expenditures
are reasonable. The Division reserves the right, however, to
reconsicder the redsonableness of any construction expenditures in
future rate proceedings.

Sicrra Pacific's capital ratios as of December 31, 1980, and
as adjusted to give cffect (a) to xdditional short-term borrowings
and retirements, (b) to the proposed sale of $60,000,000 First
Mortgage Bondz in April 1981, and (¢) to the proposed sale of
1,500,000 shares of common stocky’ are as follows:

Item Recorded PLo forma
Long~Term Debt 47.57% 49.63%
Short=-Term Debt 3.89 © .20
Preferred Stock 13.76 13.25
Common Stock Zguity 34.783 36.92

Total 100.00% 100.00%

The staff of the Commission's Revenue Reguirements
Division has analyzed the utility's cash requirement forecast and
nas determined the utility has need for oxternal fimancing. The
Division has concluded that the procccds f£rom the salc of the pro-
posed Fixst Mortgagse Bonds will be necessary to help Sierra Pacific
meet its forecasted cash reguirenents.

1/ Decision No. 92808, dated March 17, 1981 in
Application No. 60268,
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Sicrra Pacific reguests an exomption £or the proposed
sale of the First Mortgage Bonds from the Commission's competitive
Didding rulec established by Decision No. 28614, dated January 1S,
1946, as amended from time to time in Case No. 4761l. Sierra Pacific's
reasons Zor requesting an exemption are set forth in its application
as follows:

2. The volatility of the current bond market:

b. The extreme difficulty of selling a 30-year bond
because of the desirc of purchasers for much
sherter maturities, in the range of ten years:

The observation of underwriters that 30-year
bonds would probably have to be priced to yield
between 15.75% and 15.875%:

The assurance by Salomon Brothers that a private
placement with 2 maturity in the ten-year range
can be placed at the same rate or less than if
the bonds were zold publiely: .

The cost of a public sale which would be in the
neighborhood of $650,000 2z contrasted with a .
much lower figure £for a private placement:

£. The flexibility which a private placement will
allow the utility in determining the timing
and conditions of the sale.

The staff of the Commission's Revenue Reguirements

Division has reviecwed the foregoing reasons and comcurs with the
wtility that debt securities of Sierra Pacific offered by a public

sale, such as 2 negotiated or competitive offering would be more

costly than a sale by private placement. The staff believes and
concludes that a private placement of the First Mortgage Bonds is

less costly because 0f reduced £iling fees, printing costs,
accountant's fees, attorney's fecs and underwriting fees.
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In Deecision No. 91984, dated July 2, 1980 for the San
Diego Gas & Electric Company, Application No. 59632, we discussed
the granting of exemptions from the competitive bidding rule, and we
clarificd the nature of the compelling chowing that must be made to

warrant an exemption from the rule.

wWe served notice that assertions
regarding the volatility of the market, the flexibility orovided by

a ncgotiated sale, and the importance of maximizing the effectiveness

= the underwriting group will not serve as compelling reasons,
individually or collectively, for granting an exemption from the
competitive bidding rule.

Because the proposcd First Mortgage Bonds will be sold
by private placement on terms which will be negotiated after the
issuance of this decision and because of the staff's foregoing
conclusion that the donds will be sold at a cost as low, if not
lower than would prevail if the First Mortgage Bonds were to be sold
at competitive bidding, we arc of the opinion that applying the
Commission's competitive bidding reguirements and conditions set
forth ia D.91984 in this proceceding would not be in the best interests
of Sierra Pacific or its ratepayers. These reguirements and conditions
would not operate to ensure that Sierxra Pacific's sale ©f the First
Mortgage Bonds would be at the most favorable ¢ost of moncy. EHowever,
in order not to preclude such an offering we will also grant Sierra
Pacific the authority to issue the proposed bonds by means of a
competitive offering. .

Sierra Pacific is put on notice that in its next general
rate proceeding before the Commission, the reasonableness of the
resulting interxest rate and ¢oOst of money to the company will be
closely serutinized and may result in a disallowance of interest
expense if it is determined that the cost of money incurred was
not the most prudent.
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inéings of Fact

L. Sierra Pacific is a Nevada corporation furnishing electric
service i1n California and clectric, ¢as and water service in Nevada.

2. In 1980, Sierra Pacifie derived 10.62% of its operating
revenues from business conducted in California,

3. The proposed issuc and sale of $60,000,000 principal amount
Firsct lMortgage Bonds is LOr proper pPUrposes.
4. Sierra Pacific has nced for external funds for the purposes
forth in the application.

5. Sicrra Pacific believes it will be able to issue and sell
its First Mortgage Bonds through 2 negotiated private placement at
2 cost to the company as low as or lower than it could obtain from
an offering by competitive bidding.

6. Sierra Pacific should be authorized to issue and sell up

to 560,000,000 principal amount of First Mortgage Bonds either through
private placement or by competitive bidding upon terms and at a time
which Sierra Pacific determines to be most advantageous to it and

its ratepayers.

7. The money, property or labor to be procured or paid for by
the issuance and sale of the First Mortgage Bonds herein authorized
is reasonably required for the purposes specified herein, which
purposes are ndt, in whole or in part, rcasonably chargeable £o
operating cxpenses Or Lo income.

8. The proposecd Supplemeatal Indenture would not be adverse
to the public interect.

¢, There is no known opposition and no reasen to delay
granting the authority reguested.
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Conelusions of Loaw

L. A public hearing is not necessary.
2. The application should be granted to the extent set
forth in the order vhich follows.
The authorization granted herecin is £or the purposes of
proceeding only and is not to be coastrued as indicative of
nts to be included in proccedings for the determination of
and reasonable rates. '
The following order should be cffective on the date of
sigaature to enable Sierra Pacific to expeditiously issuc its bonds.

©SRDER
IT I5 ORDLRLD that:

l. Siexra Pacific Dower Company, on or after the effective
date herceof and on or before December 31, 1981, may issue and sell,

through private placement, not to exceed $60,000,000 principal
amount of First lortgage Bonds upon the terms and conditions aad
for the purposes s¢t forth in the application, or may issue and
sell and deliver these bondz by means of a competitive offering.

2. Sierra Pacific Power Company shall apply the proceeds
from the sale of the First Mortgage Bonds to one or more of the
purposes sct forth in the application.

3. Promptly after consummating the contract for the sale of

the First Mortsage Bonds, Sicrra Pacific Power Company shall f£ile
a copy ©f the contract and & written report to the Commission,
showing the interesct rate and the cost of money to Sierra Pacific
bazed on such price and interest rate.

4. Sierxra Pacific Power Company is authorized to execute
and deliver a Twenty-third Supplemental Indenture in substantially
the same form as Appendix D, attached to the application.
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Sicrra Pacific Power Company shall file wigh the Commission
or reports, as reguired by Geoneral Order No. 24-2, which
as applicablc, 15 hercby made 2 part of this order.
6. This order shall become cffective when Siecrra Pacific
Powor Company hasz pald the fec preseribed in Scetion 1904 (b) of
the Publice Utilities Code, which fee iz $7,272.
octed APR 7 13‘ at San Franciseo, California.
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