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" ~"'778 Deci sion No.. _.J.. , ' 

BE.FOBE THE PUBLIC UTILITIES COMJ.\3ISSION OF THE STATE OF CALIFORNIA 

In the Matter of the ap,l1cat1on 
of SOUTaEBN CALIFO~~IA GAS COMPANY 
:f'oran ol'd:e:r(a) 'a.uthorizing the 
exe~tion and delivery or a supple
mental indenture ,:mOdifying its First 
Mo,rtgage Indenture dated Octo·ber l, 
1940., to American Trust Company, as' 
Trustee,., and (b) approVing,,' after a 
hea~ing upon the fa1r.aess, thereof, 
the,resul ting chang,es in the bonds 
outstanding thereunder. 

) .. .. 
) .. .. 
) 

'I : -,- - ~ _.- - - -- - - - - - - - - - -) 
In the Matter of the application of )= 
SOUX~ COUNTIES GAS COMPANY OF 
CALIFOENIA fO;r an order (a) author- .. 
izing the execution and delivery o,t 5 
asupplem.ental indentUre modifying : 
its?lrst Mortgage'Indenture dated ) 
January 1, 19.41,to, American Trust : 
Company, as Tl"Ilstee, .md(b) a,p- ) 
proving, atter a. hearing upon the .. 
fairness, thereof, the resUlting ) 
changes in the bonds outstanding, : 
thereunder. " ) 
~ ....... - ~ __ ........ ~ .a ___ ... ,~ ..- _ ..-. _ .... 

.. . . 

App11c~.t1on 
No. 37049 

Application 
No. 37050 

1'. J. Reynolds and L. T. Bice, by h L B1~, for 
South€l'n Califo:rnia Gas Company; h 1.:.. ~ and 
t1ilfo:r;:d SpIing,e-r, for Southern Counties Gas 
Company 01' California; OfMelveny & Myers" by 
Fresle:p,ck !L.. EQwar9s. 1nterested perty; Roger 
Ar.neoerga, City Attorney, Alan Campbell, AS$1stant 
C1 ty Atto:rney, 'X. M. Chubb, Chief' :Engineer and 
General Manager,. and R. 'W. Russell" Assistant 
General Manager, by R ... ~ Bussell, for Department 
of Public Utilities and Transportation, City of 
Los .Angeles, interested party. 

In these proceed.1ngs, filed on June 17,. 1955, Southern 

CalifOrnia Gas Company and Southern Co1.U1ties Gas Company of Cali

fOrnia request the Commission to make an order, or orders, approving 

the te:rms and conait1ons of proposed exchanges of 'bonds" after ,a. 

-1 



hear1ng upon the t.:rl.mcss thereof" and autho,r1zing the execution of 

supplemental indentures and the issue cind exchang.e of bond:z. 

A public hearing on tho two matters was held before 

Ex~er Coleman; in Los AJ:)ge1es on J~y l4, 19'5;, after not1ee of 

such hearing had been g1 ven by publication" at least 15 days prior 

thereto, :in newspapers of general cireulat10n in Los Ang,eles, San 

Francisco" Chic-ago and New Yo,X'k and 'by mailing to all persons,7 appxoxL

ma.tcly 2,100 1n the case of Southern California Gas Company .and 1,175 

in the case of Southern. Counties Gas Company of California, 'Who '"Were 

knO'Wl'l or 'believed to be 'bondholders, and by mailing to all the, 

:participating underwriters or prior issues of applic~ntslbonds,. No 

protests were received by the Commissio,n and. the a.pplications were 
'1 • • 

t~en under submission. 

Under authorization heretofore grooted by the Commission, 

Southem Cal1fomia Gas Company executed 1 ts first mortgage: indenture 

dated'Novenber 1, 1940, and from t1me to time issued bonds ,secured 

thereby" of several series" of which $107,,202,000 1n principal amount 
, . 

were outstanding on Apnl 30, 1955., Southern Counties Gas Company ot 
" 

Cal1!ornia executed its first mortgage indenture ~ated January 1, ' 

1941, and from time to time issued its bonds, also of several, senes" 

of ,,-"b.ieb. $49,7;0,000 in principal amount were outstand1ng on the 

samec.ate. The terms of th.e indentures may be modified 'With the 

consent ot the holders of two-thirds of the principal amount of out

standing, bonds. 

G81erally speaking" both indentures pe:rmi t the issue or 
addi tional 'bono.s up to 66-2/3% ot the net bonda.ble value of property 

addi tions and both provide tor annual cash payments to th.e trus'tee 

for sinking 1'1.mo. purposes of amounts equal to 1% of the greatest 

aggregate principal amount of 'bonds at anyone time outstanding,; and 
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tor further annual payments to the trustee into maintenance and sink

ing funds of amotlnts equal to 15% of the gross operating revenues in 

the preceding calendar year;r less credits to,r such items as cash paid.. 

to the trustee to retire bonds and amounts charged to'maintenance of 
, ' 

mOl"'tgaged :prope~y during the preceding year •. ~e indentures pexm1t 

the compan1es to, satisfy the balance of the l5%' requirements" after 

ap:p11cation of the' cred1ts;r by ca.sh expenditures!or plant additions, 

'Which expenditures thereby become unavailable for ,:fUture bone. 

financing • 

Applie~ts assert that the l% sinking fund proVisions now 

are considered, too small to attract new tunds from ~e larger 

institutional investors and that the 15%' requirements" due.to ehm~es, 

in economic and operating condi t1ons, have become 'bUrdensome and have 

:1mpa1red their ability to issue 'bonds to finance' construction eo sts. 

Tb.ey represent tha't at the t1mes the indentures 'Were executed 1n 1940' 

2nd 1941 the ratio· of revenues to' physical plant 'Was such tha.t' 

p:roperty additions not financed 'With deprec10,tion cash 'W'ere all' ava:U

able as a basis for the issuance of add1 tional bonds" btl,t. that 

presently" 2nd during the lo.ct fr::w yec.rs., the gross revenues have 

been inc'reasing out ot proportion 'With the 1ncre~se in the'. amounts 

required iOl'al'lnual main tcnanee 'With the- result· that the companies 

have had to use an increasingly large amount of plant expendi~ures to 

meet the mortgage :provisions, leaving a correspondingly smaller amotnt. 

of such exp<m.d1 tures aV~I.11able for certificetion ofadd1 tional bonds. 

~e objectives of the present proceedings" there1'ore, are the . ., 

revisions ,of the present indentures so as to improve' the bonding 

capacity of applicants and thereby faCilitate the financing of the 

year-to-year gro~ in the plants and properties. EXhibits filed in 

the proceedings snow, among other thing,s" the est1l'tl.ated debt, rm.:ndng 

for the years 1956 to 1960, inclusive, as 11m1ted by the terms: o,r: 
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the present indentures and a.s 11m1 ted by the tem.s ,of, the proposed 

revisions, as follows: 

1956 
1957 
195$ 
1959' 
1960 

Sou1;hern C011tornia 
Pre§ent Proposed 

$23,296,000 $25,241,000 
22,,916,000 25,,272,,000 
l2,376,OOO 1;,480,000 
9, 692,000 lL;, 891,000 
9,276,000 14,91~,000 

. Southern C-.oWt1es 
Ptqsent Pro~osed 

$6, 592,000 ~~8,062,OOO 
6,616,000 8,l37,000 
6,257,000' $,216;,000 
5,902,000 8,299,000 
5,550,000 $,384,000 

To accomplish thei:r objectives, applicants s~ek to obtain 

the consent 0 t tb.e 'bondholders for relief" from therestr1ct10ns 

:t::Jlposed. "by the l5% provision, 'With subst1 tution of other requ1rem.eo.ts, 

however, and, as compeo.sat1on, to increase the cash s1l'lking.fund pay

m.ents and. to set up new l1mi tations on the' total bonded debt. The' 

majo::- changes in' the indentur~s, briefly stated, are as, follows: 

1. The increo.se ot the annual cash. s1nking. fund £rom' 1% to" 
2-1/2'~ of ~e pr1ncipal amount of each of the e::d.sting' ser1es 0'£ 
bondc. ' 

'2. The dete:rm1na.tion of the amount or s1nld.ng l"tmd requirements 
tor each future sel'1es at the time of issue. 

3. The el1minat10n of' the prescnt amlualrequirements of 15% of 
the anc.ual gross revenues and the substitut10n of requirements for 
pay.m.en ts of SUOlS equal to the aMual d.eprec1ation properly ch&rgeable 
to operating expenses". less the new 2-172% cach s1nk1ng tuna pa.~ents. 

4. The 11m.1 tat10n on the total bond issues so that the aggre
gate ;m:.ount of' bonds to be outstanding under the indentures 'Will not 
exceed ;0% of the net investment in mortgaged propert1es~ Tb.eterm. 
"net investment in mortgaged property" shall mesn aSe of any particu
lar time the total cost o,r the mortgaged. prope:rty less the then 
related reser.ves for deprec1a,t:ton, deplet10n and amortization or 
other reserves for retirement of such property; all deter.cined in 
compliznce w~th the Unifor,m Systen of Accounts fo:r Gas Corpor~t1ons 
prescribed by the Public Ut:tli ties COmmission of the State 0''£. Cali
:f'omia.", etfective January 1, 1949, o·r in compliance 'With such systen. 
of' aCC01.Ults as said Commission or other similar reglllatory 'body may 
from time to timeprescri'be" or to the extent that any such system is 
not', so prescribed or is not applicable, then in acco'rdance 'With 
sound.' accounting practice. 

Th'e record indicates that the comp$nies T a'b111 ty to. issue' 

bonds 1"or n e'W" construc'cion has declined in recent years". title to the 

oper~tionof the so.-called 15% prOvision in the indentures., and that 

the p~po,sed chonges Should 'b e benefiCial to all parties concemed 

and in the pu'blic1nterest. From the bondholQ.exos r point ·o·f v:f.w; 1 t 
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a:ppe~rs that the new provisions for increased s1nk1ng ftlnd paymeo.ts 

should make the bonds more attractive and should increase their 

security by retiring a substantially increased p~rcentage of tne 

presently outstanding debt, and ~at the limitation bas~d on 50% of 

the net mortgaged· property should prov1de a. margin of physical 

protection for the 'bonds. From the point of view of the companies 

and their equity o'Wliers it is asserted that the new indenture. provi

sions should' :lncrease the bonding capacity to, meet l"uture construc

tion re~uirenelts. F1nally, applicants urge that the ability to fund 

a larger portion of plant additions 'With low-cost debt Will, 1n tum, 

result in a lower overall cost of' capital 'With resultant savings to 

theratepaye:rs. 

Appliccnts report they are advised by their counsel that 

the mal"..1ng. of the proposed amendments or the indentures may con

stitute such a change in the bonds now outstanding thereunder as 

'Would, as a matter of law, result in the issuance under the amended 

ind.entures of bond.s in excb.cmge fo'l" a like principal ~otm.t, o'!, bonds 

outstanding on the effective date of such amen.dmen,ts. They repo,rt 

they are further advised that in the circumstances 1 t is. legally 

advisable that appropriate aU11'lor1zation 'be obtained. fl'Omthe Com-
, 

miss1onf;;1" such issuance and/; excllang,e and that" 1n view of the' fact 

that such issuance and exchange m1ght constitute a public o,f:ter1ng 

of the securities involved" it is also legally deSirable that the 

Comissic,n". pursuant to Section 822 of the Public Utili ties:, Code, 

approve the ter.m.s and conditions of such issuance and exchat,l.ge" 

af'tera hearing on the £'aimess thereof, thus bringing the trans

a.ctio:oswlthin the exemption provided by the Securities, Act of 1933. 

Upon a revie;.r or these applications we are· of the opinion" 

and so r:Lnd~~ 1::2:J.at· the proposed transaetions 'Will Xl.o-tbe adverse to 
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to the public interest. ASsuming, 'Wi'th.out dee1d1ng~ that the legal 

effect of the contemplated transactions will constitute an issuance 

and exchange ot 'bonds 'We find" atter hearing,. that the te:rms of such 

1ssuanceand excb..ange' are fair. The requests of applicants' 'Will, be 

gra:o.ted •. 

A public hearing having been held on the above entitled 

matters and the Commiss1on haVing, cons1derec the eVidence and being 

of theop1nion that tne applications Should be, granted, as herein 

proVided,' that the money, property or labor to be procured or paid 

for by t."",e issue ot the bonds herein authorized is reasone.bly 

reqUired by applicants for the purposes specified herein" and that 

such purposes are not, in whole or in part, reasonably chargeable to 

operating expenses or, to income, theretore" 

IT IS HEREBY ORDERED as folloW's: 

1. So~thern California Gas Com.pany hereby is authorized to 

execute a supplemental indenture dated as. of August 1, 19S5~ 'Which. 

supplemental indenture shall. 'be in" or substantially in, the same 

torm as 'ttl at ri.:l ed. in Exh1 '01 t No.2. 

2. Southern Counties Ga.s Company of California. hereby is 

3.uth.o ri zed to exeeute a. supplemental indenture d.ated as of August 1" 

1955" which supplemental indenture shall be in" or su'bst:m. t1ally in" 

the same form as, tha.t filed in Exbib1 t No.4. 

3. The Commission hereby approves the terms and conditions 

of the p;roposed1ssuanee and exchange of 'bonds as herein autho:r1zed" 

and Southern Cal1tomia Gas Company hereby is authorized to issue 

not exeeeding $107., 202,000 in ,princiPal amotmt of first mortgage' 



bonds" or several series" :in exchange for a like amount or bonds or 
.' 

said series presently outstand1ng, and Southern Counties Gas, Company 

of Cali fomi a hereby is authorize<!. to' issue not exceeding $49" 750,,000 

in principal amount o~ first. mortgage 'bonds, of several series, in" 

exchange for a like amount of 'bonds of, said series presently out

standing. 

4. Applicants shall file 'w.Lth the Commission four con

tormed copies of each. of said supplemental indEntures, as, actually 

executed" such filing to be made 'Wi tb.1n 30 days after execution of 

the 1nden tures. 

5.. Xb.e ,effect1ve date or this o:rder is 20 days, after, the 

date hereof. 

Dated at San Fra.nei:!co 

day oray. , 1955. 

£0 
• Cal1:f'om1a, this ~

) 


