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Decision No. 8861.2 ,MAR 21 1978-
, I',. 

", 

BEFORE TEE PUBLIC UT:II.I'l'IES· COMMISSION OF THE STATE OF ,CAI.IFORNIA:' , , '" 

. Application of SAN DIEGO GAS & , ) 
ELE~RIC COMPANY, to-issue and sell) 
not exceeding $60,000,000 of bonds, ) 
and', to execute a· supplemental ' ) 

Application No. :57871' 
(Filed·; February"" '15·,,1978): 

" .'" ' .~,.,,,. 

indenture. ) , 
) 

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

San Diego Gas & Electric canpany(SDG&E) seeks an order, 
authorizing it (a) to issu~ and sell notexceedin.g $60,,000,,000-­
aggregate principal amount 'Of Fir~t Mortgage Bonds~ Series'R:~" 
Due 2008, and (b) to execute and· delive~ a'Ninet~en:th 'SUPPlemental 
Indenture.' ,,' 

" , 

SDG&E is a california corpora tion'engaged·:principally 
., . ' "~" 

in t:!le business of providing electrie service in,portio'ns,"of ' 
:tmperial and Orange Counties, and' electric,,~ gas' and:' steam:,: ~e'~ce 
in portions of San Diego County. ' FO~' the'· y.ear .1977;'the:.' utiJ.:ity . 

reported total operating revenues of $SOS,039'",2S·9and:,net: inbome: 
I • '., .• 

of $60, 247,232 representing an increase ,of, 13:.5% and .19':;;'::4%, 
,., l' 

rc-<;;~et.ively, over the prior year's results. 
As of December 31, 1977', SDG&E had outstanding: ' , 

$112; 960,000 of short-te:c:n debt;. the proCeeds' ofwhichw~reused, 
for capital additions and improvements. 

SDG&E,' s capital, budget through December, ,1977 'amounted' 

to $1,065,028-,000, of which $504,481,.000 has been spent~ and . 

$560,547,000 remains to be expended, in the future. ,'I'heuti~:i.ty 
.,' ", ", 

estllnates it will s~nd $2'35, 736,000 for capital construetioll ' 
in 1978. 

. ~. " ' 
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SDG&E reports, that as of December' 31, 1977,cits 
• c" 

unreimbursed construction expenditures arno~ted to:$63;667,959,,'as, 
.set forth in Exhibit C, attached to the' application and summarized " 
as follows: 

March 31, 1921 to Decem.berl1, 197'7 

Net Construction Expenditures 
Par, Value of Redeemed5ecUrities 

'rotal: 

Deductions: 
Amount Not Bondable Per 

Decision No. 10032 
Proceeds from sale, of Securities 
Depreciation Reserve 

'rota 1, 

unreimbursed Construction as 
of December 31, 1977 

1unount 
$,1 ~494,,41~~.s.21. 

128:,348:,630' " 

, $1 t 6;2'2"~:76,2'>lS'1.,; 
..... ,' ' 

$:,"45"i16. 
1, 244; 142',176 ,,' 

, l14 ( 906:,. 90:0, 

21 (559)094,,192'>'" 
.,1,'" 

•.. ; r, ,.-. • • .. , ~ ';' , "" .. 

SDG&E proposes to issue and sell not', exceeding.:$6'O··~00'O:~OOO·· 
aggregate principal amount of its bonds. '.'rhe·ut'ility;~ouid~"·US~;;" ' 

. ~" " " "'.", '. 

the net proeeeds~ exclusive of accrued ,.inte·re'st,for',.the,'reurement' 
• ,i '. " ' 'I,", ,'I 

of a portion of its outstanding short-term ~loans and~comrn:ercia1" 
• . • !:j. -"",' , . .'" : ", ,". . , . ',,', ~ , 

paper issued for temporary financing of add'itions to its.,; utility 
.' j ',' "".: '"".', ,':. :' 

plant" and the balance" if any, would be app'liedtoWard', the , , " 
\ ,;-1 '., , .• " , , " " 

reim:bursement of the company' streasury forcapi·tal,exPenditures.~ 
"' ' '. f,' " ~ . , "" 

The accrued interest received would be used for ,gen.era~:,eorPo:t:~te'" 
purposes. 

'I'he series R Bonds would be seeured,.by an existing;,; . 

indonture as previously amencled'and, suppl~ent~d~'an.d'~s:iUrtb.er' 
supplemented by a proposed Nineteenth supplemerital'Indent.o.:re;"whieh: . 
is attached to, the applica.tion as Exhibi t E~ ":',: . 

.'.' .. " 
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The utility' s capital ratios ,as of Dece~r·:31" 1977 ,,: 

and a.s adjusted to reflect the. sale.' of 1,,000:,000. shares' of 
Preference Stock (estimated' proceeds of' $26,.500,,::000) ~~autho~ized . '. . ' . 

on Februa:ty 7, 1978 by the commission in Decision No:' 88474,. the 

, proposed sale of $.60,000,000 of bonds, and·the,"anticipa'ted:sa~e·, 
of 2,500,000, shares of common stock (estimated~'pro~e~cls:of 
$37, SOO.~OOO) involved in Application NO~' :S.7866:,'fiied:::~ri'FebrUa%y lO'", 
1975, are as follows·: ., " 

Component' 

First Mortgage: Bonds 
D~1:>entures " 
Other·Long-Term,Debt 
Preferred' and Preference 
Common.. StockEqo.i ty, 

Stock 

. December',31,,:. ' ': ' .. ,Pro;'::. 
1977 ,.; FOrma,':,'::, ,', I 

42'~S%'~ .. ,..' 43,~l.%:' 

.;'::;~ ,". ";::~':.:::: 
16· ... S, .' . ,l3'~ •• ,~:r ".' ... , .'. 34.']:···· ~ 0" 

100:;;;006" .' 'lOOi:~OO6;{' 

The Finance Division has calculated: sDG&E':s:after-tax .. :· .. 
coverage at December 31, 1977 as 2_24 times £()rint~res,t:/on,debt.' 

~, ,," 

and 1.75 times for combined coverage of interest plus'diVidends, 
o~ ~re=erred and preference stock. 

,"" ' 

SDG&E' proposes, to issue and sell the:bondsona negotiated' 
basis through a nationwide group of underwriters rep~esen~ed~ . 
by Merrill LynCh, Pierce,' Fenner & Smith Incorpora.ted~d':B.l~th·· '. 

, ' ' "'".. , 

Eastman Dillon Oc' Co. Incorporated, ... who will agree.to;:pu.:rchase, .. -' .., 

all of the bonds pursuant to an underWri't~g, aSreement:. ,on:or 
about April 4,. 197&, the utility ex~ets-' to'.comI>.lete.::rieg~tia1:ions 
with the underwriters for determining the terms:ofth&ipropo:se~;,; 
offering including (a) price of bends,. (b) interest rate; :', ,.,',',, 
(c) aggregate prineipal amount, (d), maturit:rda.te; (e).'<.'sinJQ:n~' 
fund' reqllirements (if any),. (f) eall .prot.ect-ion;. tg):other,," 0:- .... 

, " . . . 

redemption provisions, and:(h)underwri1::i:ng, eommi~s.ions.,,-
. :'c'" 

. ':",'.>', '. ," 

" , I' 

.- 3' - " " . - , 
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SDG&E requests an exemptionfo; ,ihe"~r~pOsecliss~~ and',,·: 
sale of the bonds fran the Commissi,on '.5, ~c(.X[lpe~itive,<b:Lclding~l~' ' 

establishecl. by Commission Deeision'No.38il.4~,::datedl J~~a;;Y:~15;:~, ." 
. . . . " . " ',,, 

1946, as amended from. time to time' in: ,case,INo'.~"416,1,.::~ '::The'"util±ty.'s . 
reasons for requesting an exemptl.on 'fromcompetiti"e;b:i.dci':tng,::'·, ,.' 

, ., ',',' 

requirements are fully set forth· in the. application:;a.nd> .. il"l:, 
. . ' , '. .,' ·t· . . 

EXhibit F~ attacheclto, the application. 'rhey"aresummaiized,~in' 
the followin9 paragraph of this deeision~Additionai;reas~ns"'~or:" 
reql.:lesting an oxemption' are also contained 'in 'a' l~tt~r"frOm·,:the·: 
utility's principal underwriter,to the: ~inance'Div;tsioIl.s,t:~f:f< ',; , 
The' letter fran Mr _ R. G-.' HiJ.dro.~,Jr~,. "vi~e: 'pre~,idetit>'&/Mana'ging 

• , • > ' • , ' ,",.' " .' \ ,"" \~ ,:-:. ",' , ,I :;.. ",:, ,":'11> . ,,:,," """ "'/ " 

Director, Merrill ,Lynch pierce Fenner &Smi.th:::Inc~.~'·.'i:s·m.arked:::"as;' 
, ." . , ~, ' ~, . , 

EXhibit 1 in this proeeeding.· ' .. ,' . .... < , .. ,,' 

SDG&E' s reasons', for requesting·'an exemption" from,':. '.' 
competitive biclclin9' requil::em~ntsare, s_ar'ized'a'~ .. 'fOl:t~~,:··", , ... 

1. R.ecent increases' in interest. rates h~ve,: had:ruld":": ; 
may continue to· have a 'decided ady.erseeffect:on, 
utilities. with.·credit,rat'ings comparab,le.\to/>';, 
SDG&E:' s (Moody's Baa' and' Standard and, ,poor:,·~S}, 

2. 

BBB}. ',' 

The rapid rise in interest rates, increases,: the 
possibility. of encountering' rate,·levels. of: 10% '. 
or higher,. for Baa/BBB rated 'bonds .. ,· This; .. ' in' 
turn .. ' raises· the issue of, california'susul;y .':law' 
and its adverse effect on thesaleability'of;.:de1:>t, .' 
instruxnentsbearing' aninterest.'rate of,: 10%:,:or:' " . 
more. ' ; , .. I, 

",' :. 

3. The current uncertainties surroUndingSDG&E"~' ' . 
power supply situation, particularly ·in:,light> " 
of the possible. termination' of . the, Su.ndeser:t: .. ,· 
project,. ana .the extent to, which the\ut'ili-ty'" 
would be able to re,cover.the $8:9million::tb.us:','.' , 
far invested' in ,the pr6jectif,.£t:were:te:r:miriated~ .' .. '. "I" 

• ..... .0 

. I ." ' 

.;.: ' 

\~4.-' ",.' 

". ' 
" ,~" :., 

1'.'.1 

. '. 

, ~ J, 

, .... ' 
I" . .',,, " . 

., '".,1 

,. 
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4. The uncertainties pertaining to the utility's 
ability to meet continuou;sly its interest . 
coverage requirements and to finance adequately 
its construction program,. . 

In view of the foregoing uncertainties,., themar.ginal .,' 
rating of SPG&E t s, bonds (Baa/BBS)., and 'the: . magD.itude 'of' its: 

C\lrrent financing program (approximately' $200 million' for 1978), 
. '. \ '. " 

SDG&E believes and' the Finance Division. staf,f concurs that. it'is 
essential to have the flexibility and marketin9,str,eng~' provided 

by a negotiated offering- Additional marketing advantages' can: 
',' .' ' 

also be derived if SDG&E is able to offer the bond:s on:' a ,negotiated 

basis concu~ently with the offering of' itscommonstOck·lx!'ii:l.g.:: ' . 
requested by Application No'- 5786& filed FebrUary.10~,'197e:.: 
~he Operations Division advises that the f~dsaren~eded,for .. ·"the 

I ••• 

p~se specified in the application. 
SDG&E points out that in view of recent· increases .in 

interest rates and the utilityt s current bond ratings, (IIBBB:H .' 

by S-eancard & poor t s· corporation. and ":Baa" by MOodY:S:·Iri.v~·s~ors 
Service~ Inc .. ) it is possible tha:tmarketconditi6n:s',at'.the: .t:iJne' 

of the proposed sale may necessitate that th~ :bonds~if<the~'are:: 
-:0 be sold, bear an interest rate· in excess of, lOO~Per"·ye~;.':' 

. I'·: : 

A rate in excess of 10% 'would exc~ed the limitation:contairied:',in: 
Article ~, Section 1 (Interest Rate's) of. the'> CaliforIiia,' 
Constitution.' The' utility ,.therefor~,. requests ,tha·i:;th~·'c6mmission. 
:nake appropriate findings consistent with: :oeeis:ton;'NO~:~~:8:3411,and: 
85983,1/ to the effect that theCommissionhas·the'neC~s~ary;auth~~ity 
to regulate and authorizethe'\ltilityt's,propo'sedbond'i~'~u~:":' '., 

. irrespective of the' limitations othe~ise. imPOS~d"'by'th~"'C~l~fO~iCl" . 

usn~law.· '. 
-J. '" 

" ,,", 

. -', 

1/ Decision' No. 83,411, dated September· 4, 1974 in Application;: " 
No. 55080 - Southern california Gas Company_ . . 

Decision No. 8S983~dated June 22, 1976 inAppJ.ic·at:i:criN~., .$6490 -
san Diego Gas & EleetricCompany. ..:. . 

- .S.· -' ' 
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, , 

In Decisions Nos. 83411 and 85983" among others,. the 
" -

Commission held that in exercising its authorityto:'regula.te' " 

public utility debt securities, it is- not restricted by the' , 

'california usurY LaW and i ts.ramifications.Y We' reaff:tm. ' this 
, , , 

hold inS and' conclude that if the interestlimita,tion of ' ,the 

california Usury Law is exceeded in conn~ction with , the'pr~posed ' 
bond offering, but it is 'determined thatth~"'tra~sa'ction',is" the·'. 

best the utility can obtain. because of market, conditio,ns,. ,then 

the publie- interest requires this commission to: authorize the" 
issuance and sale of the bonos.' 

After consideration the Commission finds, that,:' 

1. SDG&E "sFirst Mortgage_Bonds are'presently' 
rated BBBby Standard &- Poor's Corporation and 
Baa by Moody's Investors Service; Inc." 

',', ',. , 

2. The proposed, Nine'teen th Supplemental, Inden.ture 
would not be adverse to: the public' il.?-terest'.Y 

3. The proposed bonds would be for' p~ope~ pu~ses .. 

4. SDG&E has need for external funds for the 
purposes set forth in. this proceeding_ 

5-. The sale of the proposed bonds should, not· be ' 
reqllired to be through competi ti ve- bidding.;. . " 

. 6. The money, property or labor te>beprocured', or' 
paid for by the bonds herein authorized is. '. 
reasonably required for the purposes spec'ified 
herein, which purposes, except as otherwise ," 
authorized for accrued in,terest, are not,. in 
whole orin part,. reasonably chargeable to.·-
operating expenses· or tc> income:- ' 

7.. If prevailing market conditions necessi ta·te ,that 
S:oG&E 's proposed bonds be· iss,ued and sold with a 
rate of interes.t exceeding the limitations 
provided in Article XY of the: california ' 
Consti t'l."tion, then the public· interest requires 
that this Commission authorize said-issuance and ,,' 
sale irrespective of limitations contained ill the 
Califo~ia Usury Law. . . 

Y The Commission on page S of Decision No .. 83411:di's,cusses:'the ' 
legal rationale and judicial basis of,'this h<?ldin9'~ 

- 6- ._' 
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8. PUrsuant to. plenary powers granted to the 
Leqisla ture by Article XII, Section .5 of the 
California Constitution, the Legislature is. 
authorized to eonfer additional consistent 
powers upon this Commission as.:Ltdeems . 
necessary and apprepria te, \lnre strieted by any . 
ether provisions of the california Constitution. 

9. The Legislature has conferred upen this Commission 
the autherity to regulate '.the. issuance ... of .:public, 
utility securities, inclucling· evidences of , 
indebtedness,. and to prescribe' restrictions and • 
conditions as it deems reasonableand,necessary·. 
(sections 816 et seq. of the Public" Utilities CoOe) • 

, . 

10. Pursuant to the plenary powersgra~ted., to. the· 
Legislature in· Article XII,..· Section' 5; of the· 
california Constitution, it conferred· upon this' 
Commission comprehensive and exclusive power·'·' 
over the issuance of public utility se'curities, 
including evidences of indebtedness, ·and the 
califernia Usury Law cannot be applied as a . 
restriction en this commission's.regulati'on· ef 
such issuances ef public utility, securities',:.' 
including' the estal:>lishment ef a reasonable rate 
of interest. . ' ' . 

. .. / 

11. In additien to.> the plenary powers granted' to: the .. 
Legislature by the california Constitution..;,pursuant:; 
to. which the Legislature conferred upon:',:this' .... . 
Commission exclusive authority to regulate the' 
issuance of bonds by publiC" utilities' (sections,8:16. 
et seq. of the' Publie. Utilities Code), irrespective' 
of the Usury Law-, judicial interpretation .. of.the . 
california 'O'suxy Law has exempted cQrporate'bonds'. 
of public utilities' from· operation of the' .Usury::La~' •. 

12. If the usury limitation: contained in Article .XV:of' 
the califernia Constitution and the Usury, Law'. , . 
Initiative Act is exceeded,: but the' transactien' ' 
is authorized by this commission ,and, is the,.best. 
SDG&E can ebtain because of market conditions, 
SDG&E, its assignees or successors in interest,. . 
will have no. occasion to and cannot. assert. any I,· 

claim or defense under the California Usury Law:' 
further, and necessarily, ,beca~se ef· lawful . 
issuance~ by applicant ef bonds in compliance with: 
authorization by this Commission, persons' eollecting 
interest on such authorized'bonds are'not·,sul>j.ect . 
to the Usury LaW sanctions.' ...... . 

-7 
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., ," 

'I'here is no known o,E)position ana there is no; reason, to: 

oelay granting the authority requested in'the'application., 'On the '; 

-basis of the foregoing findings we ' conclude:that'the,a.pplica,ti~, '. 

shoulo. be granted. A public hearing is not' 'necessa~~ , ,Asset, 

forth in, said Decisions NOs. 83411 and 85~83-,am.on:9'o,thers" we' 
further conclude 'that the usury limitations :on ,interes,t,:eonta;in~d" 

. , " "' . , 

in Article "".;W', Section 1, of the California,'Constitution'and,'the 

Usury Law Initiative Act do not apply to the,'issuance"Of public' 

utility securities, including evidences of'l.ndeb't~dne'ssrs'uch a~:,', 
. . . ' ,"', ",' . '. " " . ,",. '., .. ":< ," "i:" . 

the '.bonds~, laW£ully authorized by the P:\lblic:uti,lities 'Commis,s£on.'. " 
The authorization herein granted is for the pUr:Pose: of-this:' " 

proceeding only, and is not to be construed as, indicativ~ 'o£'~the' 
alnounts to be included in proceedings for the: dete~ixl.atio~'of", 

, , ' j." , ' , 

just and reasonable rates. " 

SDG&E is hereby, placed on notice tha.t~if·the 'commission "", 

believes that the negotiateCl'price or interestrateperta~ing." 
to the proposed '.bond issue wi~l, result in 'an:~xce'ssive,' ef£~ct:t~e 
interest cost, 'it will take into consideration inrate',preeeeCiings 

only that which itdeem.s reasonable. 
'!'his decision is not intendeCl to' modifythecompetl:tive . 

bidding rule initially establisheCi in"DecisionN~:. '>3'8614: as, ' 

amended by the· Commission in subsequent <3ecisio~s,' iri: Ca,~~, :No-.476l . 

Q.RDE~ 

IT IS ORDERED that: 

. ", :1, 

1. The sale by San Diego Ga~ «,Electric: compaxiy~ ofnot~ 
exceeding $60,000,000 aggregate'principaiamountofitsFirst" 

Mortgage Bonds, series R, is hereby eXeInptedfrom the',Commission's 

competitive bid<3:i.ng rule set forth, in pecision: NO;"3S6:i4~ ·'dat~d> .• 
• ,. ' ' .'" < 

JanuaJ:y 15, 1946,. as amended, in C-aseNo. 4761.·· .. 

8::-

." 
, " 

•• "1 ,'-

, , 

~ , ) 
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2. san Diego, Gas « Electric com.pany may execute 'and deliver 
a Nineteenth Supplemental J:ndentllre,in.stJ.bst~tiallythe'same ",," 

'£ox:m as Exhibit, E attached to theapplica:tion,~th1:b.e'~odifi~ati<:>n' " 

or insertion of such te%'m.s· and c6naitioD.s as' interest rate, p~rncipal~ 
amounts, maturity date,., place and, manner o£p3.Yment,choice of:"iaw~,,' ., 
sinking fund (if any), call protection ana other· redemption; .. ',' • ' , ' 

provisions and redemption restrictions, a~may be' cotitempla1:~d'J:)y", 
J ',. • •• < ." 

the application. 

S. San, Diego, Gas « Electric company,'mayissue'and,'sell' not 
exceeding $60,000,000 agsregate principal amount: of its; First.:', ' 
Mortgage Bonds" Series R, on terms- and conditi~nst~':c>e' negotiated" 

as contemplated by'the·application. 

4. An interest rate for San Diego- GaS&Electri,ccOmJ:>anY"s 
First Mortgage Bonds, Series R.,. may exceeathe' max'ixnum.annual, 
interest rate otherwise pe:cnitted under the 'california.:trsury', Law,. 

. . " , "'" .. ',:, .,''''';-'''" . " "" " 

as contained in Article 'XY of the CaliforniaConstitut'ionana :,the'-
U'suxy Law Initiative Act, 'if market, conditions.sO'require.'. 

5. Neither san Dieg'O 'Gas'« Elec~ic Company,' no~:'-anyone 
purporting' to act on its behalf, shall at. anytime assert::'il'{:~y:' 
manner, or attempt to raise as· a claim or de£ens~ino'~yp~~~~d~9"'," .. ' " ... ,' '. ..' 
tha-e the inte:cest on· its First Mort9age:aonds~seriesR~exceed:s",:, 
the maximum permitted to be charged' under ,thecal-ifornia ,us~, ' 
Law -or any similar law, cstablisb.ing' the maximum rate·'.',of:int~rest 

,', "'" ."0",, r 

that can be charged to or received from.' a borrower .. 
6. san Diego Gas « Electric 'comp~~( shall 'use the net' 

proceeds from the sale-, of S;aid bond's for the purposes referred,·, 
. \ , ",. "'" '. . " 

to in ~e application. " 
7 .. ' UpOn dete%'m.ining the ~rice, interes~'rate:and':oth~~, ., 

terms pertaining to. the bonds herein 'authoriz~d;: san':Die96':Ga;~:& " 

, Electric company' shall notify the, commiss:ion":th~~~o£~:.:i.n.··:~~it:Gig':,:'::. 
.' ,,' .,,', , . ' "c" .•••• ,.,-',.''''. " • 

'" , .," \'" 

\ .,:.~ .. '. ..' , . 
",' " 

,', . 
" ' 
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, , 

8. As soon as available, San Diego Gas & Elec:t:riC':Company, 
• , • " • ~ ·f·· '. , I 

shall file with the commission threec:opie:s:of: its. final prospectus 
. .,' '" . 

pertain.in9 to saio, bonos. , ' ,i ' , 

9. San Diego' Gas & Electric: Company' shall file Wi.th,thc ,. 

Commission a report, or reports" as 'required by Gene·:i:al-ordcr:'.,' 
No.: 24-;8, which order, ~far asapplic:abl~" ishereby:xri~dc'~' ' 

part of this order. " " 
10. This order shall beeomec,ffective when san:: D:i.:ego~t& 

E1eet-~c: Company has paid the fce pre~eribcdby' S~c:tion.1904(b)' -

o~ the Public:- Utilities Code, which fee.is $36,000.: . ' 

Datee at san F:J:anc:isc:o, California, this. ·'Zl4i.da~ 
. .'. 

of MARCH" ,197$. 

.o-'.- . '" , 

'.' " .. '," 

'-t ,'r -.' 

~. .' I 

" 

. . . .. 

r,. ".j 
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