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BEFORE THE PUBLICVUTILITIES’COMMISSION OF TEE SQATE OF CALIFORNIA X

- Application of SAN DIEGO GAS & )
ELECTRIC COMPANY, to issue and sell

)
not exceeding $60,000,000 of bonds ) Applmcatxon No. 57871 m:(\_f
and. to execute a supplemental ) (leed February lS, 1978);’_‘:
lndenture. ' , : o ) ‘ - ‘ s

‘ DE

0 PINTI 0 N.

San Diego Gas &-Electr:c COmpany (SDG&B) seeks an order
authorizing it (a) to zssue and’ sell not exceedxng $60 000 000
aggregate prlnclpal amount of F;rst Mortgage Bonds, Sermes R,

Due 2008, and (P) to execute and. delmver a Nlneteenth Supplementalﬁ}; -

Indenture.

. SDGSE is 2 cal;fornma corporatmon engaged prmncmpally
in the business of provmdzng electric service ln.portlons of

Imperial and Orange COuntxes, ‘and- electrmc, gas and- steam,serv1ce s

in portions of San Diego County.. For the year 1977 the utxlzty
reported total operating revenues of $508 039 259 and net 1ncome
of $60 247 232 representlng an ;nerease of 13. 5% and 19.4%,
reqnbrtlvely, over the prior year's. results-’ff-' T
As of December 31, 1977, SDG&E ‘had outstandlng
<112,960 000 of short-term debt, the proceeds of whlch were used
for capital additions and 1mprovements.u ' : o
SDG&E's capmtal budget through Decembex, 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. The utllmty

estimates it will spend $235 736, 000 for capltal constructmon
in 1978. : s :
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SDGSE reports that as of December 31 1977,,1ts‘5f'”" w
unreimbursed . construction expendrtures amounted to- $63 667 959, as
set forth ln Exhibit C, attached to-the applrcatlon and summarrzed
as follows. : : e

March 31, 1921 to December 31, 1977 . amount

Net Construction Expenditures . . = $l, 494,413,521f‘udf
Par Value of Redeemed Securrtres R '+ -} 348,630

‘Totall . $1,622,762;151

Deductions: , R
Amount Not Bondable Per e “:“"‘ N
Decision No. 10032. ' $ 45 llG:yL,»
Proceeds f£rom Sale of Securltles 1,244, 142 176
Deprec;atron Resexve , 314,906,900

Total  $1,5597004,192. -

Unreimbursed Constructron as
of December 31 1977

SDG&E proposes to issue and sell not exceedrng $60‘0d
aggregate principal amownt of its bonds. The-utrl;ty'would use“”f.,
the net proceeds, exclusive of accrued lnterest, for the retarementf
of a portion of its outstanding short-term loans and commercral
paper issued for temporary financing of addlt:.ons to n.ts ut:Ll:Lty
plant, and the balance, if any, would be applled toward the .
reimbursement of the company’'s ‘treasury for caprtal expendrtures.u~‘*
The accrued interest recerved would be used for general corporate

purposes. ' ‘. ST

The Series R Bonds would be secured by an exastrng ‘
indenture as prevrously ‘amended and supplemented and as further

supplenmented” by 2 proposed Nlneteenth Supplemental Indenture, whlchffj

is attached to. the appllcatron as Exhrblt E, .
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‘M.‘,", . .

 The utll;ty s capltal ratlos E-¥-% of December 31 1977ﬂ
and as adjusted to reflect. the sale of 1, 000, 000 shares of"
Preference stock (estimated proceeds of $26,500 000) author;zed
on February 7, 1978 by the Commission in Declslon.Not 88474 the
proposed sale of $60,000, 000 of bonds,‘and the ant;c;pated sale
of 2,500,000 shares of common stock (estlmated proceeds.of

$37, 500 OOO) involved in Appllcatlon NO& 57866 flled on February lO,ﬂ;‘V‘

1978, are as follows~~'

Lo o ,“,‘December%3lr :
o Comggnent' S 1977
First Mortgage Bonds ' a 42 .5%._‘ '
Debentures. ‘ S 2127
Otker - Long-Term Debt . L 4e9
Preferred and Preference Stock R -
. Common Stock Equity: B S 38

| oor~.-ooé,ft,__f‘“ 10050

The Finance Division has calculated SDG&E s after—tax
coverage at December 31, 1977 as 2. 24 tumes for 1nterest on debt
and 1.75 times for combined coverage of 1nterest pluS-le1dendS
ou preferred and preference stock.

SDGSE proposes. to lssue and sell the: bonds on a negot;ated*"'

basis through a nationwide group of underwraters represented I
by Merrill Lynch, Plerce, Fenner & Smith Incorporated and Blyth o
Eastman DPillon & Co. Incorporated who<w111 agree’ to-purchase l

all of the bonds pursuant to an’ underwrmtang agreement.~ On or
about Apral 4, 1978, the utility expects.to complete negotxatmons ;t"
WLﬁh the undexwritexs for determanang the terms of the'proposed
offering including (a) prace of bcmds, Cb) 1nterest rate B
() aggregate pranozpal amount (@) . maturlty date, (e) smnklng -
fund reqtlrements (if any), (f) call’ protectxon, (9) other'“ o
redcmpt;on provaslons, and (h) underwrmtmng comm:ss;ons
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SDG&E: requests an exemptn.on for the pr<:>posed :Lssue and

sale of the bonds from the cOmmr351on s competzt;ve b;ddxng rule
established by Comnission Decision- No. 38614 dated January 15, N
1946 as amended from time to tmme in Case No. 4761. The utlllty sﬂj}:ﬁf
reasons for requestlng an’ exemptxon “from' competxtrve blddlng
requlrements are fully set forth in the appl;catmon and Ln el T
Exhibit F, attached to the appllcatmon., They are summarxzed‘rn Sl
the followmng paragraph of thms decmsloa. Addatronal reason or

Dmrector, Merrrll Lyndh P;erce renner & Smlth Inc.,‘”,;
Exh:.‘b:.t 1 in this proceed:.ng. | T

SDG&E s reasons for requestzng an exempt;on from -
competitive brddlng requ;rements are. summarxzed as. follcws-,.'

1. Recent increases in 1nterest rates have had. and
may continue to have ‘a decided adverse effect: on
utilities with credit. ratlngs comparable o
SDGSE's Ouoody s Baa and Stanaard and Poor "$
BBB) ..

The rapid rzse in lnterest rates ;ncreases the
possibility of encountering rate levels of- lO/

oxr higher for Baa/BBB rated bonds.  This,. S
turn, raises the issue of Californials- usury law o
and its adverse ‘effect on the saleability: of: debt
znstruments bearlng an 1nterest rate of 107 or
more. - « D

The current uncerta;nrxes surroundzng SDG&E’s” S

power sSupply s;tuatmon,«partlcularly inlight

of the possible termination of the Sundesert. -

project, and the extent. to which the'utility -

would be able to recover the $89 million thus: RN
far. lnvestea zntthe pro;ect lf ;t were termlnated.‘o '
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4. The uncertainties pertaining to the utlllty s
ability to meet continuously its interest = - ‘
coverage requrrements and to flnance adequately“"‘
its construction program.

In view of the foregozng uncerta;ntres, the margrnal
rating of SDGSE's bonds (Baa/BBB).,» and the: magnltude of its”
current financing program (approxlmately $200 mlllmon for 1978),1
SDGSE believes and the Finance Division staff concurs that it rs‘
essential to have the flexibmlmty ang. marketlng strength provaded
by a negotiated offering. Add;tlonal market;ng advantages can. |
also be derived if SDGSE is able to offexr the bondsron a negotzated~77f
basis concurrently with the offerlng of its . common stock bemng '
requested by Application No. 57866 £1led j February 10, 1978. _g
The Operations Division advises that the funds are needed for the
purpose specified in the appllcatlon-‘_ ‘ : ‘ ‘

SDGSE pOlntS out that zn view of recent ;ncreases ;n '
interest rates and the utrlrty s current bond ratlngs ("BBB“ 7”
by Standard & Poox's. corporat:on and “Baa" by Moody s Investors
Service, Inc.) it is possible that market condltrons at the t;me
of the proposed sale may necessmtate that the bondsr lf they are
to be sold, bear an interest rate in excess of lOV’per year.‘ S
A rate in excess of 10%. would exceed the l;m;tatron contamned 1n
Article XV, Section 1 (Interest Rates) of the Calmfornla jﬂ\'“ .
Constatutron-' The utility, therefore, requests thac the Comm1551on.},
make approprlate £indings consmstent w1th Declsmons-Nos. 83411 and j”
85983, -/.to the effect. that the Comm1351on has the necessary authormty
to regqulate and authorrze the ut;lmty s proposed bond Lssue &

'rrrespectxve of the lzmrtatrons otherWLSe zmposed by<the Caleornxa

usury law.

;/'Decrsron No. 83411, dated September 4, 1974 in Applrcatron
No. 55080 - Southexn California Gas Company., : NS
Decision No. 85983, dated June 22, 1976 rn Applrcatron No 56490 -“'”‘p
San Dzego Gas & Electrlc COmpany. o : « R

-.Sf“*j
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In'Decisions Nos. 83411‘and‘85983,‘amoué'others}:theﬁi\“
Comm;sszon held that in exerczsxng lts authorzty to- regulate
public utility debt securities, it is not restrrcted by the

California Usury Law and 1ts-ramaf;catxons.2/l We reafflrm th;s
holding and conclude that if the 1nterest lrmltatlon of the |

California Usury Law 1s exceeded in eonnectzon w;th the proposedu -
bond offering, but it is determ;ned that the transact;on ;s the :
best the utzllty can obtain because of market condrtxons, then '

the public interest requmres th;s CommLSSLoneto authorlze thc
issuance and sale of the bonds.

After consmderatxon the COmm;551on frnds that-“

l. SDG&E's First Mortgage ‘Bonds axe presentxy ‘
rated BBB by Standard & Poor's Corporatmon and
Baa by Moody's Investors Servroe, Inc. . -

The proposed Nlneteenth Supplemental Indenturejf
would not be adverse to- the publlc lnterest.

The proposed bonds would be for proper purposes.

SDGSE has need for external funds for the
puxposes set £orth in this proeeedang.‘ ‘

The sale of the proposed bonds should not be -
requxred to be through eompetrtzve b;ddmng.v

The money, property or labor to-be procured or
paid for by the bonds herein authorized is -
reasonakbly required for the purposes specxf;ed _
herein, which purposes, except as otherwise.
authorized for accrued interest, are not, in
whole or in part, reasonably chargeable to
operating expenses. or to lucome. b

If prevazlrng market condrtrons necessztate that
SDGSE 's proposed bonds be issued and sold.with a
rate of interest exceeding the limitations:
provided in Article XV of the Californmia &
Constitution, then the public interest requires
that this Commission authorize said issuance and -
sale irrespective of lzmltatlons.contalned 1n the
California Usury Law.

2/ The Commission on page 8§ of Decision No. 8341l discusses the"
legal rationale and Judzclal bas;s of- thas holdlng-;,_u,

"5‘. -




A.57871 hn.

Pursuant to plenary powers granted tolthe L
Legislature by Article XII, Section 5 of the
California Constitution, the Leglslature is
authorized to confer additional consistent.
powers upon this Commission as it deems
necessary and appropriate, unrestricted by any
other provisions of the Callfornla Constmtutmon.~

The Legislature has conferred upon thns Comm1551on :
the authority to regulate:the issuance. of public
utility securities, 1ncludlng evidences of . -
indebtedness, and to prescribe restrzct;ons,and
conditions as it deems reasonable and necessaxry '
(sections 816 et seg of the Publ;c Utll;tzes COde).

Pursuant to the plenary powers granted to the '
Legislature in Arxticle XII, Section- 5 of the’
Califormia Constitution, it conferred upon thzs
Commission comprehensive and exclusmve ‘power -
over the issuance of public utility: securltles,'j
including evidences of indebtedness, and the
Califormia Usury Law cannot be applied ‘as a-
restriction on this Commission's: regulatzon of
such issuances of public utll;ty securities, -

including the establzshment of easonable rate
of interest. o

In addition to. the plenary powers granted to the S
Legislature by the California Constitution- pursuant SR
to which the Legislature conferred upon’ this:-

Commission exclusive authority to regqulate the '
issuwance of bonds by public utilities (Sect;ons 816 _

et _seq. of the Public Utilities Code), 1rrespect;ve53

of the Usury Law, judicial interpretation of the
california Usury Law has exempted corporate’ ‘bonds - ‘
of public utilities from operatlon of the Usury Law. \

If the usury lxmrtatron contained in- Artlcle xV'of
the California Constitution and the Usury Law
Initiative Act is exceceded, but the’ transaetmon

is authorized by this Commission and is the’ best
SDGSE can obtain because of market conditioms,
SDG&E, its assxgnees or successors in. interest,’
will have no occasion to and cannot.assert any |,
claim or defense under the California Usury-Law~
further, and necessarzly, because of lawful

issuance by applicant of bonds in compliance with™
authorization by this Commission, persons collectmng
interest on such authorized bonds axe not- subgect
to the Usuxy Law sanctlons. : _
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There is no known oppos:.t:.on and there ::.s no reason to B
delay granting the authority recquested :.n the apphcataon.. Oon. the :
basis of the foregoing f;ndn.ngs we . conclude that the appllcata.on_ |
should be granted- A publ:.c heara.ng is not necessary.; As set
forth in said Dec:.sa.ons Nos- 8341l and 85983, among others, we
further conclude tb.at the usury la.ma.tat;ons on :x.nterest contaa.ned
in Arta.cle XV, Sect:.on 1, of the Cal:.forn:.a Const:.tut:.on and the
Usury Law In.xtxat:.ve Act do not- apply to the :.ssua.nce of publ::.c
utility securities, including ev:.dences of ::.ndebtedness, such as ‘
the bonds, lawfully authorized by the Publ:.c Utrl:.tn.es Com:.sszon.
The authorization herein granted lS for the puzpose of th:.s '
:proceed:u:xg only, and is not to be construed as :Lnd:.catn.ve of the
amounts to be :.ncluded :.n proceed:.ngs for the detema.nat;on of
just and reasonable rates. , C e e e

‘ SDG&E is hereby placed on. notice that 1£ the COmm:.ss:.on
bela.eves that the negota.ated pr:.ce oxr :Lntercst rate perta:mn.ng
to the proposed bond issue will result in an’ excess:we effectn.ve
interest cost, it will ta.ke into cons:nderat;on :Ln rate proceed:.ngs
only that which it deems reasonable. '

This decision is not :.ntended to mod:.fy the competa.t;.ve EERE

bidding xrule :Lm.t:.ally establ:.shed in: Dec:ns:.on No. 38614 as
amended by the COmmn.ss:.on in subsequent dec:.s:.on.s in Case No- 4761._j

IT IS ORDERED that- : .
1. fThe sale by San :D:Lego Gas & Electnc Company of not
excceding $60,000,000 aggregate: pr:.nc:.pal amount of :Lts Fzrst

Mortgage Bonds, Series R, is hereby exempted :Erom the COmna.ss:Lon s S

compet:.t:.ve bn.dda.ng rule set £orth in Dec:.s:.on No. 38614 dated
J‘anuazy :1.5, 1946 as amcnded, in Case No- 4761. N ‘
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2. San Diego. Gas & Electr;c Company’may execute and delxver
a Nineteenth Supplemental Indenture in substAntLally the same ‘
‘form as Exhibit E attached to the applxcatzon, wlﬁh the modmflcatlon
or insertion of such terms and cond;tzons as lnterest rate, prxnc;pal
amounts, maturity date, place and manner of payment, chozce of 1aw,q,
sinking fund (if any)., call protect;on and other redemptzon R |
provisions and redemptzon restr;ct;ons as may be contemplated by
the application. ‘ ' " U

3. San Dzego Gas & Electrlc Company may lssue and sell not
exceeding $60 000, 000 aggregate pr;nczpal amount of Lts Flrst ‘
Mortgage Bonds, Series R, on terms.and condltlons to be negotlated
as contemplated by the- applmcat:on. o RO ‘

4. An interest rate for San,DLego-Gas & Electr;c Company s
First Mortgage Bonds, Series. R, may exceed the max;mum annual '
interest rate oﬁherwxse permxtted wnder the’ Callforn;a Usury Law, -
as contained ln Article xv of the Calmfornla COnsthutxon ‘and the‘
Usury Law Initiative Act, if market conaltxons so~requ1re.5er o

5. Neither San Diego Gas & Electrxc Company, nor anyone i
purporting to act on its behalf, shall at ‘any time assert in. any |
mannexr, or attempt to raxse as a clalm or defense lnAany proceedlng, .
that the interest on its F:rst Mortgage ‘Bonds, Ser;eg R, exceedsﬁ
the maximum perxmitted to be charged undexr” the Calzfornxa Usury o o
Law or any similar law cstdblmshlng the maximum rate: of mnterest)f'*‘-o
that can be charged to or received from a borrower- ', ol .

6. San Dlego-Gas & Electr;c company shall use’ the net
proceeds from the. sale of sala bonds for the purposes referred
to in the applxcatzon. _ ‘ ' : S ‘

" Upon determining the prlce, mnterest rate and other R
terms pertaznxng to-the bonds hereln authorzzed San D;egovGas‘&f“'  .
‘Electxic Company shall notlfy ‘the commlssmon thereof““
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8. As soon as available, San D;ego'Gag & EleCtrlc‘COmpany
shall file with the Commission three cop&es of Lts f;nal prospectus
pertaining to said bonds . ‘ ey :

9. San chgo Gas & Electrmc Company shall f;le w:th the
Commission a report, or reports, as. requzred by General Ordcr
No. 24-B, which order, Lnsofar as applxcablc, xs hereby'made a
part of this oxder. ' ‘ s ', y

10. This order shall become cffectlve when San Dlego Gas &
Electric Company has paid the fee prescrmbcd by Sect;on 19040ﬂ
of the Public Utilities cOde, which fee ;s $36, 000.‘;-

Dated at San Franc:.sco,_cal:.fom:.a, tha.s 2[45 day
of MARCH X, 197s. - i




