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Decision No. DE371 | @RaﬂEN&L |
BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the application
of SQUTEERN CALIFORNIA GAS COMPANY
for an order (a) authorizing the
execution and delivery of a supple-
nental indenture modifying its First
Mortgage Indenture dated October 1,
1940, to American Trust Company, as
Trustee, and (b) approving, after a
hearing upon the fairness thereof,
the resulting changes in the bonds
outstanding thereunder.

Application
No. 36912
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In the Mattexr of the application of
SOUTHERN COUNTIES GAS COMPANY OF
CALIFORNIA for an order (a) author-
izing the execution and delivery of
a supplemental indenture modifying
its First Mortgage Indenture dated:
January 1, 1941, to smerican Trust
Company, as Trustee, and (b) ap-
proving, after a hearing upon the
fairmess thereof, the resulting
changes in the bonds outstanding
thereunder.

Application
No. 36016 -
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I. J. Reynolds and L. T. Rice, dy L. T. Rice,
for Southern California Gas. Company;
L. I. Bice and Milford Sprinzer, for Southern
Counties Gas Company of Califormia.

In these two proceedings, Southern California Gas Company

and Southern Counties Gas Company of California request the Cormni s :
sion, among other things, to make an order, or orders, 'apprc;vingﬂ the
terms and conditions of proposed exchanges of bonds after a héaringw
upon. the fairness thereof, and authorizing the execution of 'supple—'

mental Indentures and the issue and exchange of bonds.
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A public hearing ir these matters was held before
Examiner Coleman in Los Angeles on May 16, 1955, at which time they
were taken under submission.

Under aumoriza’cion heretofore granted by the Commission,
Soutnem California Gas Company executed its first mortgage indenture
dated October 1, 1940, and from time to time lssued bonds ‘secured
thereby, of several series, of which £108,307,000 in p;?incipal ‘emount
now are outstanding. Southern Counties Gas Company of California
executed its first mortgage indenture dated January 1, 1941, and
issued its bonds, also of several series, of which'$49,750;oob‘in
principal amount are outstanding. | |

Generally speaking, both indentures permit the issue of
additional bonds up to 66—'2/ 3% of the net bondable value'oi‘ property
additions, and both provide for zmnual cash payments to the. t*u,tee
Tor sinking fund purposes of amounts equal to 1% of the gre‘..te t
aggregate principal amount of bonds at any one time theretofo:re
outstanding and for further annual pamentc to the truStne :Ln‘t§
raintenance and inl:...ng funds of amounts equal to 15% of the gro
operating revenues for the preceding calendar year, les s credit_, for
sucb. items as cash paid to the trustee to retire bonds and amounte
charged to maintenance of mortgaged property during the preceding
vear. The indentures permit the companies to satisfy the’b‘aiarice of
the 15% requirement, after zpplication of the"credits, by thé.szib-v
stitution of cash expenditures for plant additions which expendi-
tures thereby become unavailable for future bond financing. |

Applicants assert that the 1% sinking fund provi*ionv now
are considered too small to attract new funds from the larger

Institutional investors and that medifications in thne indentures are




- . .

A.36012,36916 MMW

required in order to facilitate future financing and to relieve the
companies of certain provisions vwhich have become unduly burdensome
with the passage of time and with changed conditions. The major
changes applicants propose are as follows: |
1. The increase of the annual cash sinking fund from 1% to -
2-1/2% of the principal amount of each series outetanding as
of June 20, 1955..

2. The deteming.tion of the amount of sinking fand require—
nents for each future series at the time of issue. ‘

3. The elimination of the present annual regquirement of 15%
of the mnual gross revenues and the substitution of an annual
renewal paymm* equal to depreciation charges less the new

' 2-1/2% cash sinking fund payment. ,

4o The lixitation of the total bond issues so that the aggre-
gate . of the indebtedness wmder the indentures at the time of
issuance of any additional bond.., amd after giving effect to such
issuance will not exceed 50% of the total capitalization. 32y
total capitalization is meant the sum of the preferred and
commor, capital stock, capital surplus, earned surplus, and
long~tern dedbt, adjusted by appropriate credits or debits for
stock and bond praxium or discount and expense.

The recorc"{ shows that should the proposed mortgage amend-
ments be made the bondholders would enjoy additional security because
of higher cash sinking fund payments to the trustee and the further
limitations on the total amount of issuable bonds. The record. shows
farther that applicants would be required to moeke smalier annual
vaynents into the maintenance and zinking funds ond that they should
be able to draw down from the trustee in the future'larger amounts .of
bonds against plant construction costs than they would 1f the present

indentures should continue in effect unchanged, for the reason that

smaller amoun*tc of plant erxpenditures would be needed *c:o' satisfy
naintenance and sinking fund requirements. |

There are desirable features in the proposed programs. We
have no objection to the increase in the cash sinking fund payments
nor to the other changes with respect to the anmual payments. In our
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opinion, it is proper and desirable to restrict the level of out-

standing mortgage debt in its relationship to invesment‘ in aése’ds'
and to earnings, but we are no'c convinced, upon the basis of the
information now before us, that we would be warranted in approving
the propositions to freeze into the trust indentures the :.i:nitations
of the bond issues to 50% of the total capitalization, as that temm
is defined in the proposed ammdmenté, which is an m‘cirély différcmﬁ
matter. The record in this very proceeding shows that applicants | _
have not been successful in holding their debt retios below 50%, that
presently the ratio of Southexn Counties Gas Company’oi‘ Caliifomia'
is in excess of 50% and that as recently as 1952 'tb.é ratio of
Southern "‘alifomia Gas Company rose %o 51%. It appears to us not
wlikely that in the event equity capital should not be available,
applicants, uﬁder tb.e terns of the amended indentures, would fi#d

it necessary to resort to higher priced debenture financing, ,or .,ome
other form of junior i‘inancing, if close to the 50% imi .,ation and
if in need of capital funds. The proposed restriction iz o
inflexible. | |

The record indicates that as a practical matter the
several nodifications are inseparable. A witness for ‘applicénts
stated that the two companies would be mwiiling to increase the
cash sinking fund without a modification of the maintenance provi-
sions and that in hiz opinion the bondholders would bé wwilling to |
consent to 2 modification of the maintenance provisions without
some substitute protection against the issue of additional dg}bt.
Upon the basis of the showing made in this proceeding"we‘are-}oi‘ the
opinion Ithat sufficient reason has not heen devel‘oped‘ uponwz?j.ch we
can base an order approving the indenture modii‘icatigns _sd ‘fér as
they relate to a2 limitation of fotal debt measured by the caibijtali-

zation and, because the proposals must be considered in thelr
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entirety, we have no alternative other than to deny the o asvplica-
tions. |

QRDER

A public hearing having been held in the above entitled
matters, and the Commission having considéred the evidence  and being
of the opinion that the applications should be denied, thérefbre,

IT IS HEREBY ORDERED that Application No. 36912 and
Application No. 36916 are denied.

nd

bated at , Califomia, this 7Z__ —_—

. @z:,f liosly.

F .Presi‘den'c ., ]

Cormissioners

. - duatus F. Croomor
Comnissionnr Rox Hardy » boing
nocessorily ebsent, 44e not pmicipa.to
12 tho disposition of th.m procoeding




