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Dec1s1on No .. 89067 . JUL 11 1978', .. 
BEFOP3 TEE PUBLIC U'l'ILI'l'IES COMMISSION OF 'l'HZ S'l'A'l'E OF CALIFORNIA 

In the !f~tter of the App11cat1on o,f 
SAN DIEGO GAS & ELECTRIC COMPANY 
for Authority to Lease Certa1n 
E1.ectric Generating Equipment and 
Related Facil1t1es Known as Encina 5 
and for Approva1. or a Paci11 ties 
Agreement in Co~~ect1on Therew1th 
Pursuant to Sections 246 and 851. of 
the Public Ut!.lities Code of the State 
of C3lif:>rn1a. 

O;E.!!!9.! 

Application No. 58148 
(Pi led June 19~ 1.978) 

On June 19 .. 1978 .. San D1ego Gas & Etect.r1c Company 
(SDG&E) .. filed an appl1cation seeking an ex parte order'r;r.om 
the Co:r .... n1ssion ... pursuant to- Sections· 246 and 851 o~ the' 
Public Utilit1es Code not later than July 14 ... 1978· approving 
the ter~ or and. author1z1ng the executlon 0:- a Lease 
Agreem.ent and a Facilities Agreement in connection with t!'le 
sale and leaseback of SDG&Ets Enc1na 5 generating un1t,. 

The Comm.1ss1on has, on numerous occasions"encour
aged SDG&E to explore creative alternative f1nanci,np,; veh1cles~ 

" '," , 

Leveraged leasil'J.": ana sale ana leaseback transactions are ex
amples of such vehicles. 

The ca11rorr~a Legislature recently amended the 
Public Util1t1es Code by add1rutSect1on 246 ... wh1ch authorizes 
the Commiss1on to a?prove the terms of a lease between a les
sor or an electr1c ut1l1~y plant anci' a pub11c ut1l1ty ane 
further provid1ng a lessor is exempt from See"e1on2l6 or the 
Public Utilities Code. 

The implicit cost or money to SDG&E on this,trans
action 1s currently est1mated at 5.74%, which is substa'nt1:ally 
oelow the 9.67% cost or capital adopted by, theC~mm1ss1on'1n 
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e SDG&E's latest rate cas.e.Y 
The Enc1na Power Plant has four ~enerat1ng units. 

in commercial operation. Enc1na 5 is an additional unit 
wh1ch is currently under construction. It is proposed t.hat~ 

pursuant to the Financing Agreement (Attachment c. to, the 
Application), SDG&E will sell all of its right, title and 
interest in Enc1na 5 to Lloyds Bank califern1a, as Owner 
Trustee" en behalf o'!' the equity invester" BameriLease" Inc. 
as Owner PartiCipant. Various Loan P:articipants w1ll advance 
funds secured by a security agreement and mert~age on tne 
fac11ity. SDG&E Will" pursuant to' the Lease Agreement. (At
tachment D to. the Application)" lease. Enc1na 5 back from. the 
Owner Trustee for a period 0.1' twenty-five years, with certain 
renewal optiens. 

Soo&:; w11,l also. grant to the Owner Trustee.,. pur
suant to the Lease A~reement and the Facilities Agreement 
(Attachments D and E to. the ApPlication),. rights in and ease .. 
ments on existing preperties and faCilities wh1ch are necessary 
fer use in connect1en w1th Enc1na 5. SDG&Efs Application seeks 
appro.val 0.1' this Lease A~eement· and the Facilit1es A.':reerr.ent .. . 
pursuant to Sect1o.n 851 of the Publi'cUt111t1es Co.d,e" 1nsofar 
as they grant r1ghts in an easement en utility prop'erty which 

• ",1 , 

is necessary 0.1' u~eful 1n the performance cf its duties to· thp: 
public. 

SDG&E will not issue any stock 001' other evidence ef 
interest cr cwnersh1p in ccnnect1cn with this transacticn, ncr 
will these Ag.r-eements be regarded as a bond, no·te 0.1' ether ev1-
d.ence o.f indebtedness. SDG&E will net" through its lease pay
ments" acquire any ownersh1p, equity er :-eversionary interest 
1n the Enc1na 5 fac1lity. 

SDG&E filed this appl1catien en June 19, 1978re
quest1n.a: expeditious approval so that .the· sale and leaseback 
transactio.n may. be consummated before that degree of: test1n,c;:, 
which results in production of eleet%'1c1ty is unoertaken. It 

11 Decisien Ne. 88697" dated April 11:, 1.978. 
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!~ ex~ected that this will occur on or 'be!'cre :ruly 14. l?ic. 
T:-.1s is necessar-y to. in~ure that the purchaser 'oeco:'!ie the' 
~i:tt user c:" the ectui'Pment to utilize the. Investment Tax. 

T~e po!nt at which equipment is' placeS 1n ser~~oe 
!.s :.::.:lear 1,;.!jcer Interr.al Revenue Serviee reeulations. 

~~~~ reque~ted 15 rulin.g~ on Apri'L 20, 1.?i8 re;;a
t!.· .. ~ to the sale an: ~easebac% trar.sact1on, 1nclu:in..::: o!"le 

t:'a: !':::e ~ac!~l.i:Y w!ll ~1rzt be 'placed in serv~ce 'w!.t:-.i:: ':!ie 
~,(::::.!.;"..: o~ ,se:t1ons 1.~6-3(Q) and L167(a)-11(e)(1.)(i) ot '::-.e 

~o t~e O··r.e~ ~~~~·ee '"' .... ~' • Ilk ..\.. ... , .. ..,.. ,. 

':~:-.;,~!,.:,.!~ ratepaye:s. ~ual!.~1catior .. ~or such ta,.; advantages is 

Q ~',;.~et~o:. o!' the ti:,:,~!.n; of the tra,nsa ct10n and 1 t ap?ea:'s t:-.a t 
t~je o~e!"a:!.\re cate ~a:: o:ct:!" in the ve:y nea: ~uture .. ,Con:E:" 

c:.:.:en:ly, S:~;,'::: has re~ues~e: t:-Iat an erder a~?rov1n=: th::'s t:ra:~~

'= ":,;::'0:1 be e!'~ecti 'Ie 1~:'ne:!.a,;'ely. 

S:I~::: pr~?~ses t.hat tbe spec1!'!.c rater:.ak1r.; 't!'eat:':'.-:::': 
:":>: t:-:!e tra:.sact::.o:. be ex~lo!"e= in. S:DGS' s current rate 
'~~"'~·~'o~ ~.~ 5er~7 JI't~ .. :..J .... ~ ... ~ .. _ ... J.'w'. ~O.J_. 

!~e S,;a!'~ ~as re~:e~e: A;?11cat10~ N~. SS14E a:.~ 

!"eco:':' .. ":'.e:l:: that t:~e re~::.:este:. a?p:oval I.;.r..ce: Seetior.246 '~e 

that: 

1. 

autr.Q,:1:eo to· enter 1!lt:o .the agreements 
sar:.e ~o:r:. as prese!lte~ in the appl!.catio::.. 

The transact1en described' in. the A'pplicatien and 
":'ttach:1'len.t~ wi 'l.l'oe to' .the r.atepayerts· benefit 
due to.· its cost o.f' cap1ta l and't!naric1ng advantages. 
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2. The appropriate rate treatment for the trans
action should be deterrr..1neo. in Application 
No. 58067~ S:CO&E's IJ:eneral rate case. 

3. The Lease Agreement cons·titutes a true lease 
and SDG&E is not a guarantor or issuer oJ: in
debtedness under Sections 816, 817, 8l8,~ 830 
or 851 ef the Public Ut111ties, Code .. 

4. The terms of the Lease Agreement should be ap
proved as contemplated in Section 246 of the 
Public Utilities Code. 

5. The terms and conditions ot- the Lease Agreement~ 
1nsotar as they grant r1ghts 1n exist1ng ut1l1ty 
property which is useful or necessary 1n perform
ing SDG&E's dut1es to the pub11C., are necessary 
and. reasonacle, and, therefore", SDG&E should be 
author1zed., pursuant to Sect10n 8c)1 of the Pub11c 
Ut1lit1es Code~ to' enter into such Agreement 1n 
substant1a lty the same form as presented here1n. 

6. The terms and conditions of the Fac1l1t1es Agreement, 
insot'ar as they .c:rant ri.c:hts 1n an easement on ex1st
ing uti11ty property which is usetul ,o'r necessary 1n 
perterm1ng SDG&E's dut1es to the public, are neees
sarei' and reasonable,. and, theretore, SDG&E should be 
authorized, pursuant te Section 8S1,0t' the Public 
Ut1l1t1es Code, to enter 1ntO' such Agreement in sub
stant1ally the same form as presented here1n. 

7. Preservat10n O'f the tax ao.vantages o,f this transac
t1O'n is dependent upon 1ts- consummation as soon as 
possible> and, therefO're, this, matter requires ex
pedited treatment. A pub11c hearing 1s ,not necessary~ 

On the bas1~ of the fore~01ng f1nd.1ngs we conclude 
that the application should be granted and.·th1s. Order should be 
effective immed1ately. 

ORDER - ~ - --
IT IS ORDE~-n that: 

1. The terms o~ the Lease A~reement are approved and 
San Diego Qas & Electr1c CO'mpany 1s hereby author1zed to en:er 
intO' such Lease Agreement in substantially the same tor:n as set 
fO'rth 1n Attachment D to the Applieat1on, fer purposes o't quali
ficat10n under' Section 246 of the Pub11c Ut1lities Code. 

2. San Diego Gas & Electr1c Company is hereby author1zed~ 
pursuant to SectiO'n 851 of the Pub11cUtil1ties Code, to: enter 

. 1nto sueh Lease Agreement in substantially' the same form as set 
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forth !.n Attacl".ment D to the App11cat1on~ insofar as it pro
vides tor the granting or rights and interests inex1sting 
ut11ity property which is- neces.saryor useful in the perforrr.ance 
of the CO::lpany's duties to the public. 

3. San Diego Gas & Electric Com?any 1s· hereby author1zed ... 
?ursuant to Section 851 of the PubliC Utilities Code~ to enter 
into such Facilities Agreement in substantially the same for:':". 
as set fo!"th in Attach,,·n.ent E to the Application, inso·fa!" as it 
?rov1d.es for the ~ranting of rights in and.. easements on exist
:!.!"'..;: '.:t11it:i p!"ope!"ty whieh is neces·sarj' or userul in the' per!'o!"
~.a::.ce or the Compa:'lY's duties to thep';lo11c. 

The effective date of this o·rder is the date hereo!'". 
Dated at San Franeisco" Ca11rorn1a~ this . lli:4..,day 

o!' F QULY I 1?78. 

. . ' 
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,·Pres1d.ent 

v~ 
-¥o':::;"~~~---::&l--~~""OIlers 1'" 

.,J 

Comm!n:::1onor William Symons.~J'!' ... being 
tlece~:!Iru."'llY' "'bs~nt •. ~14not pc.rticip.'lto 
in tho 41spo.:1~l:1 ot th1::o procec~1llg • 


