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' BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOBNIA

In the Matter of the apmlication

of SOUTEEERN CALIFORNIA GAS COMPANY
for an order (a) authorizing the
execution and delivery of a supple-
mental indenture modifying its Mirst
Mortgage Indenture dated October 1,
1940, to American Trust Company, as
Trustee, and (v) approving, after a2
hearing upon the fairness thereof,
the resulting changes in the bonds
outstanding thereunder.

In tae Matter of the application of
SOUTHERN COUNTIES GAS COMPANY OF
CALIFORNIA for an order (a) author-
izing the execution and delivery of
2 supplementel Indenture modifying
its First Mortgage Indenture dated
January 1, 1941, to American Trust
Company, as Trustee, and (b) ap-
proving, after a hearing upon the
fadiress thereof, the resulting
changes in the bonds outstanding
. thereunder.. .

Application
No. 37049

Application
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T. J. Reynolds and L. T. Rice, by L. I. Rice, for
Southern California Gas Company; L. T. Rice and
Milford Springer, for Southern Counties Gas
Company of California; O'Melveny & Myers, by
Frederick N. Edwards, interested party; Roger
Arnebergh, City Attomey, Alan Campbell, Assistant
City Attomey, T. M. Chubb, Chief Engineer and
General Manager, and R. V. Russell, Assistant
General Manager, by R. W. Rusgell, for Department
of Public Utllities and Transportation, City of
Los Angeles, interested party.

QELNION

In these proceedings, filed on June 17, 1955, Southern
California Gas Company and Southern Counties Gas Company of Cali-
fomiz req\iest the Commdssion to make an order, or orders, approving

the terms and conditions of proposed exchanges of bonds, after a |
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hearing upon the fairness thereof, and aumorizin'g the execution of
:mpplemental indentures and the issue and exchange of bonds.

A public hearing on the two matters was held before
Examiner Coleman in Los Augeles on July 14, 1955, after motice of
such hea ring had been gilven by publication, at least 15 days prior
thereto, in newspapers of general circulation in Los Angeles, San
Francisco, Chicago and New York and by mailing to a.'L:L persons, approxi-
mately 2 100 in the case of Southemn Calii‘omia Gas Company 2nd 1,175
in the case of Southern Counties Gas Comnany of Califom:.a, who wWere
known or believed to be bondholders, and by mailing to all the.
participating underwriters of prior issues of applica ants! bonds. No
protestf* were recelved by the Commisgion and the appl‘f cations wei*e
taken under submission. | |

Under authorization heretofore granted by the Commission,

Southem Califomia Gas Company executed its first nortgage indenture

dated November 1, 1940 and from time to time issued bonds secured
theredy, of several series, of which $107, 202 000 in principal amount
were outstand.mg on April 30, 1955. Southemrn Countie.; Gas Company of
Cali“om:.a executed its first mortgage indenture dated J anuary i,
1941, and from time o 'time issued itz bond.,, also of several series,
of vwhi. ch $49,’750 000 in principal amount were ou'tstanding on the

same date. The terms of the indentures may be modified with the

consent of the holders of two-thirds of the principal amount of out-
standing bonds.

Gen.erally speaking,; both indentures permit the issue of
add:x.tional bonds up to 66-2/3% of the net bondable value of property
addit.z.on ané both provide for anmual cash paymente to the trustee
for s..nking fund purposes of amowmts equal to 1% of the greates‘c
aggreg.ate principal amount of bond.: at any one time outstanding, and |
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for further amnual payments to the trustee Into meintenance and sink-
ing funds of amounts equal to 15% of the gross operating revenues in
the pr‘ecyeding calendar year; less credits for such items as cash paid :
to the trustee to retire bonds and amounts charged to main;tenan:ce' of
mortgaged prope;*ty during the preceding year. The indmtures‘p”ermit
the companies to satisfy the balance of the 15% requirements, after
aprlication of t?xev eredits, by cash expenditures 'foi- plent addit:t;ons;‘
which expenditures theredy become unavaileble for ‘mtui'e vb‘on'd,
finencing.

Applicacnts assert that the 1% sinking fund 'provis;ions-now
 are cons sidered, too small to attx?a.ct new funds from the larger
institutional finvestors and that the 15% requirements, due _‘to‘;chan\gesf
in economice and operating éonditions, ‘have become burdensome -and have

impa.irea their ability to issue bonds to finance cons‘crucmon 0 sts.

They rcprese:nt thet at the times the indentures were executed :I.n 1940 ) |

and 1941 the ratio of revemues to physical plant was such that
pmperty additions not financed with depreciati.on cash were all availe
able as a basis for the issuance of additional bonds, but that
preemtly, md dquring the last few ye.._rs, the gross revemues have
been increaen.ng cut of proportion with the increuse in the amounts
required for amnual maintenance with the result that the companie.:
have had to use an imncreasingly large amount of plant expenditures to
meet the mor‘cgage Provisions, leaving a correspondingly smaller smownt
of such expen'ditures avallable for certifica tion of additional bonmds.
‘Ihe objectivés of’thc present proceedings, merefo::e, are the
revifion.) of the present indentures so as to improve 'che bonding
capacity of applicants and theredy facilitate the financing of the
yeaf—to-year growth in'the, plants and properties. Exhibits‘ filed in
tﬁé pro'ceedings sb.éw, ‘emong cther things, the estimated debt lfmmdng.
for the years 1956,‘1':0 1960, inclusive, as limited by the terms. of "
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‘the present. indentures and as limited by the terms of the proposed
revisibns, as folibws:

Southern California —southern Countles
Pregent Proposed Present Prooosed

1956 $23,296,000 $25,241,000 $6, 592,000 $8,062,000
1957 22,916,000 25,272,000 6,616,000 8,137,000
1958 12,376,000 15,480,000 6,257,000 8,216,000
1959 9,692,000 14,891,000 5,902,000 8,299,000
1960 9,276,000 14,913,000 5,550,000 8,384,000

- To accomplish thelr objectives, applicants seck to obtéih

the consent of the bondholders. for relief from the ‘rest.r.ictions“ .
imi:osed by the 15% proviéion, with substitution of 6thei? reqﬁirémmts;,
however, ‘and,‘ as :com;ﬁmsa.tion, to .'x.nérease the césh‘ sink:".ng‘ -fuiid‘ PaY~
ments and to set up new 1initations on the total bonded debt. ’.rhe-" :
majox changés in'me'indm'pures, briefly stated, are as follows:

1. The increzse of the ammual cash sinking fund from 1% to.
%;1{12‘}5 of e principal amount of cach of the existing series of
nds. , T N

: 2. The determination of the amownt of sinking fund reqﬁiremdz‘ts
- for each future serics at the time of issue. '

3. The elimination of the present annual requirements of 15% of
the armual gross revenues and the substitution of requirements for
payments of sums equal to the anmual depreciation properly chargeable
to operating expenses, less the new 2-1/2% cash sinking fund payments.

4. The limitation on the total bond issues so that the aggre-
gate awmount of bonds to be cutstanding under the Indentures will not
exceed 50% of the net investment in mortgaged properties. The tern
"net investment in mortgaged property" shall nmean as of any particu-
lar time the total cost of the mortgaged property less the then
related reserves for depreclation, depletion and amortization or
other reserves for retirement of such property; 2ll determined in
compliance with the Uniform System of Accounts for Gas Corporations
presceribed by the Public Utllities Commission of the State of Cali-
fornia, effective Jamvuvary 1, 1949, or in compliance with such system
of accounts as said Commission or other similar regulatory body may
from time to time prescribe, or 4o the extent that any such system is

not so prescrided or iz not applicable, then in accordance with
sound accomntng practice. :

- The record indicates that the companies! abllity 'covfi:;sué”

" bonds for new constri;ction has declined in recent yeérs, due to the-
operation of the so-called 15% provision in the indentures, and that
the proposed éhmgés should be beneficial to all palr'ci‘es concemé‘d

| and in the public 'inﬁ‘érést. ‘From the bondholders' point of“viéw;‘ 1t
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' appe‘ars that the new provisions for increased sinking fund payments

should make the bonds more attractive and should increase their
security by retiring a substantially increased percentage of the
presently outstanding debt, and taat the limitation based on 50% of
) the net mortgaged'proper’cy shoﬁld provide a margin of physical
protection for 'che bonds. From the poip.t of view of the compariieo
and thcir equi'cy ovders it is asserted that the new indenture provi-
.,ion‘s should increase the bonding capacity to meet future construc—
tioﬁ' requiremm'ts. Finally, applicants urge that the abiiity to i'uﬁd
| a larger oortion oi‘ plant additions with low-cost debt will, in tum,

‘result in 2 lower overa.ll cost of capital with resultont savings to
| vthe vra,tepayero. |

‘App:!.icents report they are advised by their counéel that
thc makingfoi‘: lthe pi-oposed' amendments of the indentures may con-‘
stitute such e;‘.chehge in the bonds now outetanding thercunder as
‘woulci,- as a matter of law, result in the issuance under the amended
indenturee of bonds in exchange for a 1ike p:incipal a:nount-o'i‘, bonds
outa‘canding on the ei‘fectivc date of such ameadments. They report
they are further advised that in the circums’cancce it is legally
advi.;able that appropria‘co f..uthorization be obtained from the Com-— |

o mission for such issuance and exchange and that, in view of the i‘act,
B that smch i..,suance and’ exchange might constitute a public oi‘fering
of the eecuritie., involved it is also legally desirable that th.e |
Commissicn, pureuant to Section 8§22 of the Public Utilities Code,
approve the toms and conditions of such issuance and exchaz-).ge,
af'ter 2 hearing on the fairmess thereof thus bringing the trans-'
actionswithin the exemption provided by the Securities.~ Act of 1933.

Upon a rcviovr of these application., we are of the opinion,

| and 50 i‘ind that the p:mposed transactions will not 'bc adverse to
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to the public interest. Assuming, without deciding, that the legal
effect of the contemplated transactions will constitute an issuance
end exchange of bonds we find, after hearing, that the terms of such

_issuance and excbange are fair, The requests of aﬁpiicantsjﬁiil. be
‘ ‘graated. . | |

OBRER

A public hearing having been held on the above entitled |
matters and the Commission ha.ving. considered the evidence and being
of the’opinion"that the applications\ should be granted, as herein
provided,_‘-.tha‘t the money, property or labor to be procured offpaid
for by the issue of the bonds herein suthorized is reasonsbly
required by anpliéants for the purposes specified herein, and that
vuch purposes are not, in whole or in ‘part, reasonably chargeable to

operc.‘c:z.ng expensee or to income, therefore,

IT I8 HEREBY ORDERED as follows:

1. Sou*chem California Gas Company hereby is authorized +o
e:recute a supplemmtal indc—mturc dated as of August L, 1955, vhich
c'upplemen.'tal indenture Sh.ull be in, or substantially in, the same_ )
form as that filed in Bxaibit No. 2. S

2. Southern Coumnties Gas 'Company of California heredy is
. authorized to execute a supplementai indenture dated as of August 1,

o 3.955‘,‘ #:hich supplemental indenture shall be in, or substantially im,
. the same form as that filed in Exbibit No. 4.

3. The Commission nereby approves the tems and conditions
of the propo-sed"i‘ssuance and exchange of bonds as hereln autho-rized,
and Southern Califomia Gas Company hereby is authorized to issue
not exceedi.ng 107 202,000 in principal amoun’t of f:’.rst mortgage
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boz}d‘s, of several series, in exchange for a like amownt of donds of |
se.id series presently outstahding, and Southern Counties Gas- Company
of Califom:r.a hereby is authorized to issue not exceeding $49, 750,000
in principal amount of first mortgage bonds, of several series, in -
exchange for a like amount oi‘ bond, of sald series presently out~
standing

4. Applicants shall file with the Commi ssion four con-
formed coples of each of said supplemental indentures as actually

executed, such filing to be made within 30 days after execution of
the indenture |

| 5. The effective dete of this oxder is 20 days after the
date hereof. |

Dated at francy , Califomia, this 2 -

Co@i ss:i.oners




