CACD/KLE »
Decision 88 30 059 OCTZB 1988

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of SOUTHERN CALIFORNIA )
GAS COMPANY for Authorization to )
(1) Obtain Debt Capital Not to Excesd )
the Equivalent of U.S. $325,000,000, )
(2) Enter into One or More Intarest )
Rate Swap Agreements, (3) Obtain an )
Exemption from the Competitive Bidding )
Rule to Eliminate the One-Day Notifi- )
cation Kequirement to Solicit Bids, )
)
)
)
)
)
)
)

Application 88-09=-003
(Filed September 1, 1988)

und (4) Obtain Equity Capital Not to
Exceed U.S. 850,000,000 by the Issu-
ance and Sales of Shares of its Series
Prefarrad Stock or Preference Stock
and to Distribute Shares of its Common
Stock to Pacific Enterprises.

(T 904 G\

QRINIQN
Summaxy of Decision
‘ This decision grants Scuthern California Gas Company

(SoCalGas) the authority requested in‘the application.

SoCalGas requests authority, under Public Utilities

(PU) Code Sections 816-830 and 851, for the following:

1. To issue, sell and deliver up to $325,000,000
aggregate principal amount of SolalGas® First
Moxrtgage Bonds, debentures, promissory notes
or other evidences of indebtedness including
without limitation overseas indebtedness,
foreign securities and loans (to be collec-
tively referred to as Debt Securities) at any
time or from time to time, on or prior to the
effective date of this oxder and on or prior
to December 31, 1990, in one or more financ-

ings effected in domestic or foreign capital
markets; ' _ :

I S

o R
To issue the Debt Securities denominated:4n
U.S. Dollars or other currencies and to-Teduce
or eliminate exposure to currency fluctuations
by engaging in currency exchanges or purchases
and sales and other arrangements;
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~.To mortgage or otherwise encumber its properties
- as security for the Debt Securities;

To determine the precise amount and timing of
.each financing, the market in and method by
which each is effected, and the principal
amounts, maturities and other terms and provi-
sions of the Debt Securities as specified in
the application;

To amortize the unamortized costs associated
with refunded securities and the premiums (if
any) paid in refunding of securities over the
life of the new Debt Securities;

To enter into one or more interest rate swap
agreements, unless the Commission concurs with
SoCalGas’ opinion that these agreements do not
require Commission authorization.

To effect financings other than dOmestic
underwritten public offerings of fixed
interest rate debentures and First Mortgage
Bonds, including without limitation, medium~
term notes (as hereinafter defined), interest
rate swap agreements and Debt Securities is-
sued in connection with interest rate swap
agreements without competitive bidding:

To permit SoCalGas to (a) telephonically
invite the submission of bids and receive bids
by telephone in lieu of newspaper publication
of an iavitation for bids and the submission
and opening of sealed written bids; (b) accel-
erate the scheduled date and time for the
recelpt of bids and/or vary the terms and
provisions ¢f the securities submitted for
bid; and (c) reject all bids and (d) telepho~
nically'request resubnmission of bids for se-
curities with the same terms and provisions:

To issue, sell and deliver Debt Securities
under the Commission’s Competitive Bidding
Rule except for the elimination of the one-day
notification requirement to solicit dbids;
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13.

To obtain equity capital in an aggregate

principal amount of up to $50,000,000 by the

issuance and sale of one or more series of
SoCalGas’s Series Preferred Stock or Preference
Stock at any time or from time to time, on or
prior to the effective date of this order and
on or prior to December 31, 1990, in one or
more public offerings through negotiated
underwritings including sales under a shelf
registration statement or one or more private
placements with institutional or other
investors;

To determine the precise amount and timing of
each offering and sale of SoCalGas"™ Series
Preferred Stock or Preference Stock, the meth-
od of sale, the dividend rate (which may be
fixed, adjustable, variable or set by auc-
tion), the liquidation preference, and other
rights, preferences, privileges and restric-~
tions to be granted to or upon thase shares
including redemption and sinking fund provi-
sions (if any) and the price thereof:

To distribute, substantially concurrent with
the issuance of SoCalGas’ Series Preferred
Stock or Preference Stock, shares of SofalGas’
common stock to Pacific Enterprises, as a-
stock dividend sufficient to maintain Pacifie
Enterprises’ current percentage ownership of
SoCalGas’ voting capital stock; and

To use the net proceeds for the purposes set
forth in the application.

Notice of the filing of the applicatiéﬁ‘appeared on the

Commission's Daily Calendar of September 9, 1983.v-ﬁ6-protests-

have been received.

SoCalGas, a California cprporation‘(and a subsidiary of

Pacific Enterprisés), operates as a publicnutility under the jur-~

isdiction of this Commission. SoCalGas purchases.‘distkibutés
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and sells natural gas to customers throughout most of Southern

California and portions of Central Califormia.

For the six months ended June 30, 1988, SoCalGas reports
in its Statement of Consolidated Income attached to the applica-
tion as Exhibit C that it generated total operating revenues of
$1,601,362,000.and net income of $100,673,000 shown as part of
Exhibit C attached to the application. For the 12 months ended
June 30, 1988, SoCalGas reports that it generated total operating
revenues of $3,161,834,000 and net income of $181,061,000.

Also shown as part of Exhibit C is SoCalGas’ Comsoli-
dated Balance Sheet as of June 30, 1988 summarized as follows:

Axsets ‘ Amount

Net Utility Plant $2,435,712,000
Othexr Property and Investments

-Net | 2,154,000
Current and A¢crued Assets 594,179,000

Deferred Debits. (24,310,000
| Total $3,007,735,000

liabilitia i Fouity

Common Equity $1,219,975,000

Long-Term Dedbt , 1,012,158,.000

Current and Accrued Liabilities - 348,662,000
Doferred Credits , 423,439,000

Operating Reserves - ‘ 3.501..000
| $3,007,735, 000
( ) = Negative figure
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Carital Ratiocs

SoCalGas’ capital ratios as of June 30, 1988 are shown
below as recorded and adjusted to give pro forma effect to the

financings contemplated by the application:
Component: June 30, 1938 Bro Forma

Long-Term Debt 44.6% 43.5%
Short-Term Debt -9 —42

Total Debt 44.6 47.7

Preferred Stock 8.7 5.6
Common Equity ~46. 7 42.7

100.0% 100.0%
Debt Securities

1. The proposed issuance and sale of up to $325,000,000
aggregate principal amount of Debt Securities and
$50,000,000 of Series Preferred Stock or Preferred
Stock as requested in the applicatlon,

The retirement of $20, 886 000 aggrogate princ;pal
amount of outstanding 4-3/8% First Mortgage Bonds,
Series E, which matured on July 1, 1988 (authorized

by Decision (D.)6E5506 dated June 4, 1963 in Applica-
tion (A.)45435);

The retirement of $20.800,000 aggregate principal
amount of 4-5/8X First Mortgage Bonds, Series F
maturing September 1, 1989 (authorized by D.67634.
dated August 4, 1964 in A.46811);

The redemption of $390,000,000 aggregate principal
amount of outstanding 12-1/4% First Mortgage Bonds,
Series Q due August 15, 1993, in addition to
$3,150,000 of redemption premium, during 1988

(authorized by D.83-06-093 dated June 29, 1983 in
A. 83-05 042);

The ainking fund call of 34,660, 000 Aggregate
principal amount of outstanding 12-3/4% First
Moxrtgage Bonds, Series M, during 1989 (authorized
by D.90788 dated September 12, 1979 in A.59018);

wha
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6. The redemption of a $60,000,000 12-3/4% Euronote
during 1989 in addition to $600,000 redemption
premium (authorized by D.84-06-127 dated June 20,
1984 in A.84-05-033):

The repayment of a $9,000 mortgage loan during the
renainder of 1988 and 1988;

The additional sinking fund requirements in the
aggregate principal amount of $21,251,000; andéd

The estimated increase in retaining earnings of
$44,375,000 during the remainder of 1988 and 1989.

Issuance and Sale of Debt Securities

SoCalGas proposes to issue and sell its Debt Securities
up to $325,000,000 aggregate principal amount, through one‘or'more«l
financings in domestic or foreign capital markets at any time, or ;
from time to time, for the purpose of reimbursing its treasury for }
monies expended, or to be expended, for expansion and betterment off
utility plant and to refund debt securities retired, or to be re-
tired, at maturity and through siﬁking fund payments or redemﬁ-
tion, including premiums (if any), and to refund debt securities
acqQuired, or to be acquired; throﬁgh éepurchase or some other
method. Except with respect to the Debt Securities issued to S
refund those reﬁirod‘at.maturity or through sinking fund‘pﬁyments,;."‘w
these Debt Securities will be issued in refunding operations only .
to the extent that they are, or are expected to be, less costiy‘to;'.w
SoCalGas than the co#ts-including amortization of premiums and

other costs associated with refunding or the other outstanding
debt refunded. |
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The.&pplication indicates that the precise amount and
timing of each financing, the market in and method by which it is"
effected and the terms and provisions, Price of, and interest rate
on the Debt Securities issued in each financing will be determined
by SoCalGas within the constraints set forth in the application
with due regard for its financial requirements and the prevailing

and anticipated market conditions, including competing demands for
funds, existing at the time of sale.

Dedt Securities

The»Debt Securities may be issued as one or more
additional series of SoCalGas’ First Mortgage Bonds or as deben-
tures, promissory notes or otherxr evidences of its indedtedness
including without limitation overseas indebtedness, foreign se-
curities and lecans. Each financing will be effgctcd through the
use of indentures, bidding and offering documénts, purchase agree-

ments, loan agreements, underwriting agreements or other documents

and instruments customary for the financing method selected by
SoCalGas.

The following describes in greater detail the‘types‘of
Debt Securities SoCalGas may issue:
A. Eirss Moxtgage Bonds
SoCalGas” First Mortgage Bonds would: be issubd in
conformity with the provisions ¢f, and secured by, SoCalGas’ First

+ Mortgage Indenture dated October 1, 1940 as amended and
supplemented,
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B. Debentures and Notes
The Dedt Securities, if issued in the form of
debentures or promissory notes, may be sold either domestically
or in foreign capital markets, may be publicly offered or sold
privately and may have fixed or floating rates of interest.
These securities will be issued in accordance with an indenture,
purchase agreement or other document that wouldfset forth the

aggregate principal amount, maturity, default andiothcr matcrial
Provisions of the securities. |

C. Medium=-Term Notes
. Medium-Term Notes (Note:;) are Notes offered on a
continuous ox periodic basis,‘ Maturities generglly range from
nine months to 15 years, although the& can extend up-to‘SO
years. They are sold in pubiic or private offerings. with f;xed
or floating rates, in senior or subo;dinated form. The Notes.grel
generally so0ld on a best&efforﬁs Or agency basis (with the dealer
managers not taking underwriting risk); and,'aécordingly; issuance
COsts are generally lower than for‘traditionél.uhderwitten |
offerings.

D. Foreign Capital Markets
Debt,Socurities issued in forqignicapital markets may
be denominated in or proceeds from thelir sale received in U.S.

Dollars or in other curréncies. To reduce or eliminateithe‘risk “
.oi’ currency fluctuation, SoCalGas may engage in currency ex-

changes or purchases and sales and other arrangements. For

-l
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example, SoCAiGas may enter into one or more forward contracts by
which a counterparty would be obligated to pay SoCalGas the for-
eign currency for debt servicing. In exchange, SoCalGas would pay
a counterparty U.S. dollars based upon a predetermined formula.
This type of contract would be with a major financial intermedi-
ary, such as a commercial bank, or directly with a principal. The
cost §f the forward contracts would be included in determining the
overall cost of Debt Securities issued in foreign capital markets.
SoCalGa$ intends to confine its financings in foreign

capital markets and its finaﬁcings‘inwolviﬁs foreign currencies to -
those periods in which it is reasonably confidént-that-tho‘finﬁnc-“f

ings, including any related currency trans&ctibns. will provide

more favorable terms and conditions than are then available to

SoCalGas in‘démcitic capital-h;rkets'or through,financings not
involving foreign currencies. During‘other periods, SoCalGa$ will‘
confine its financings to domosﬁic capit&l'markets or to—tho#c notf
involving foreign curienci@s; B

The Commission Advisory and Compliance Division (CACD)
recommends that SéCAlGas be placed on notice‘that the Commission,
in order to protect the ratepayers ffomfcurrency value fluctua-
tions, will review the reaﬁoﬁableness of the éftectivq interest
rate for any bébt Securiﬁiés issue in a forqigﬁ;denoﬁinated cur-
rency at the time of issuance and.if such‘ﬁh interest rate 1s .
determined to_be‘reasonable;,may,‘for ratemaking purpose, use that"

rate as thé maximum embedded cost offmoney fOr'sdch securities.

";9-
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The CACD ai;;;rocommends that the Commission indicate that the
initial interest rate which is determined to be reasonable for
such securities will only be the maximum cost of money it will
allow in future rate proceedings and that any reductions in the
effective cost of money, resulting from currency value fluctua-
tions, be passed on to ratepayers in future rate proceedings as a
reduction in the cost of money for all debt securities in
SoCalGas’ capital structure. 
E. Leans

SoCalGas indicates that, from time to time, it may be
advantageous to borrow directly from banks, insurance companzes
or other financial 1nstitution5. SoCalGas intends to confine
its borrowings of this nature to situ&tions designéd to result in f&
a lower overall cost of money than that available thxough the
issuance of other Debt Securities.

o ‘

SoCalGas proposes to apply the net proceeds from its
proposed Debt Securities financings to reimburse its treasury for . .
monies expended, or to be expended, for expansion and bettermcnt‘7
of utility plant and tofxofund its debt securities retired or to L
be retired, at maturity and through sinking fund payments or
redenption including premiums (if any) required in commection |
therewith and to refund debt securities acquired or to be acquired

. through repurchases or through some other method :.ncluding. with-—

out limitation, the debt securities set forth on Exhibit E of the ffﬂéi"

-20-
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application.'lpxcept with respect to the Debt Securities issued to

refund debt securities retired at maturity or through sinking fund '

payments, the new Debt Securities will be issued in refunding
operations only to the extent that they are, or are expected to
be, less costly to SoCalGas than. the costs, including amortization
of premiums and other costs associated with refunding of the debt
securities refunded. SoCalGas intends to account for any premiums
and unamortized costs ¢of the refunded securities by amortizing
such amounts over thé life of the debt securities issued.in the
refunding operations.

The CACD has reviewed SoCalG@s‘s‘applicatién and its
rproposed sale of Debt Securities for the purpose of refunding
outstanding indedbtedness. The CACD has concluded that SoCalGés’
proposed financings are necossary to provide funds for the pur-
poses set forth in the application. Furthermore, the CACD has no
objection to the proposed f{inancings.

Bond premiums along with any unamortized discounts and
expenses are and have been déductible on the utilty's Federal and:;:
California Corporate Franchise Tax returns in the years in which

the bonds are retired. This produces a tax benefit o the utility;f‘

in those years. Because of the technical'nature.of‘this‘issue'andﬁ

the numerous methodologies currently used by the utilities, the
Division of Ratepayers AdvocateS‘isfrecommendihg that this issue
be addressed in a workshopvto determine the proper ratemaking

treatment for rlowing these tax benefits through to ratepayers.,

-ll-
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The workshop and a consistent methodology which would be used by

all utilities is currently being recommended in the following

proceedings:

QIILITY
A.87~12-003 San Diego Gas & Electric Company . « +» .Test vear 19589
A.88~07-023 Southern California Edisoen Company . Attrition Year 1989
A.88-07-037 Pacific Gas and Electric Company . Attrition Year 1989
A.88-07-052 Sierra Pacific Power Company .

. Attrition Year 1989
A.88-08-001 Southern California Gas Company . Attrition Year 1989
A.88-07-017 GTE California .

A.88-07-019 . Pacific Bell . . . . . © o o . o . heceieion yoar 1989
The tax benefit relating to the deductiblity of the call |
pPremiums, and unamortized discounts and‘cxpensQS-should be passed

on to ratepayers in the manner decided upon in these workshops.

Until this issue is resolved, a memorandum account should be
established to track the amounts currently reéovered in rates by

SoCalGas related to these retirements. The memorandum account

 would then be adjusted to reflect the consistent methodolog?

determined in the workshop and subsequently adopted by a
Commission Order.

-~ra [-A=Al1
SoCalGas seeks, in the alternative, either (1) that the

Commiss=sion concur with SoCalGas’ opinion that entering intOVOnc’or”

more interest rate swap agreements, from time to time, does not

require Commission authorization‘under_PU Code Sections 816 thioush
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830 or (2) that the Commission grant SoCalGas authority to enter
into such agreQments.
1. Descriretion of Interest Rate Swaes

An interest rate swap is an agreement between two
Parties to exchange interest payments that are based on specific
interest rates and a stated principal amount. Typically, one
party pays fixed and receives floating interest rate payments and
the other party receives fixed and pays floating interest rate
payments, with the exchange taking placo‘ovef a specified period

of time.

Interest rate swaps were created to take advantage of

arbltrage 1/ opportunities in the v&rious-fixed and.floating rate

capital markets. Arbitrage opportunities exist because some
markets react to change more rapidly than others, because credzt
perceptions differ from market tofmarkct. and because recept;vity
to specific dedt structures differs from maxkqt‘tO»market;

2. Backeround of Inerssy Rate Swans

Since its origination in the‘Eurbbond market in

1581, the interest rate swap matket-has exp#ndbd?rapidly:wo;ld-;,‘l
wide. The result of this.dramatic'expansioh'is.a swap markct

Possessing substantial depth and liquidity. SoCalGas indic&tes

that swaps now'range An size from about $500, 000 to $500,000, 000

1/ The simultaneocus buying and selling of the same stocks,

bonds, etc., in different-markcts. to profit from unequal
prices. ,

-13~
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o

run from si;'8§ﬁths to 15 years, and contain floating rate
indices of LIBOR (London Interbank Offering Rate), treasury
bills, commercial paper and the prime rate. Through the develop~
ment of a liquid secondary market, almost all swaps can now be

assigned or terminated.

3. Interest Raie Swaps May be Financially Advantageous
lo SoCalGas

SoCalGas believes that interest rate swaps provide
it with another tool to manage its debt securities and may reduce
the all-in cost of floating and'fixgd;rate Debt Securities. For

example, SoCalGas may swap a higher fixed interest rate for a

lower floating interest rate to reduce its overall interest cdsts

for the period of the swap. SoCalGas believes that its share-
holders should bear all risks associated‘with'interest rate swaps
and should receive any resulting benefits as well. Ratepayers
should not Be impacted by any interest rate swaps. 'The’CACD:‘
recommends that only those securities with a' coupon fato greater
than 9.0% should be used.for a swap. This would round to 40% of

SoCalGas’ total long-term debt at June 30, 198&.

4. Wﬁw
A.  Limited Amount

Swaps should not exceed 40% of SoCalGas’
total long-term debt outstanding at
June 30, 1988.
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Beport

Within 15 days, or as soon as avallable,
of entering into a swap agreement,

SoCalGas shall provide the CACD with a
complete copy of the executed agreement
and all associated documentation: and
S0CalGas shall separately report all
interest income and/or expenses arising
from all swaps in all monthly and annual
financial reports to the Commission.

Limits _on Tvee of Swaps

All swaps shall be denominated in U.S.

dollars with no other associated hedging
devices and

Sw#ps shall be restricted to an excharge
of SoCalGas’ medium or long~term
obligations.

Rules adoptcd’by this Commis;iop in D.38614 dated _
January 15, 1946 in Case 4761, as.aménded by D.499841, D.75556 and
D.81808, generally require California publinutilitics to obtaip*'
competitive bids for the purchase.or their dedt securities. The
rules also authorize this Cqmmi;sién to érant exemptions from the
competitive bidding requirements. _

| In Resolution F-616, this,CdmmiSsiqn set forth its

current policy rcgarding,exemptionvfromﬁits‘Compctit;Ve-Bidding
Rule. This Commission stated that the'Compéyitive Bidding Rule

is mﬁndatory for all domestic debt issues of debentures and first
moxrtgage bonds of 3200;000.000 or_le$$,

-15-
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Allbo: SoCalGas’ underwritten public offerings of fixed

interest rate hebentures and First Mortgage Bonds in the princi- . °
pal amount of $200,000,000 or less effected in domestic capital
markets will be competitively bid. The principal amounts and
maturities, the redemption, security, subordination and convexr-
sion provisions (if any) and the other terms and provisions of
the Debt Securities issued in each financing sold by means of
competitive bidding will be established by SoCalGas prior to the
particular offering. The price of the Debt Securities and inter-
est rate thereon will be that ﬁpecified by the qualified bid for
the Debt Securities which provides SoCalGas with the lowest éost
of money.

In Resolution F-616, the Commission also modified its
prior policy and stated that telephonic competitive bidding is
alléwable. SeCalGas, consistenmfwith the modification, reguests
authority to telephonically invife ﬁhe submission of bids and to
receive bids by telephone from three or more underwriters or
groups thereof, in lieu of newspaper publication of an invitatioﬁ_
for bids and the submission and opening of sealed written bids.

SoCalGas also requests authority (a) to accelerate the
scheduled'date and time of the receipt of bid# and/oxr vary the
terms and provisions of the securiﬁies submitted for bid andr(b)
to‘rejoct all bids and request resubmissibn df bids for secﬁ?i-

ties with the same terms and provisions.
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Exemprion for Debt Issuss for Which Compatifive Bidding
la Not Viable or Available

In response to the numerous changes which have occurred

in the financial markets since the adoption of the Competitive
Bidding Rule, this Commission iﬁ‘Resolution F-616 exempted from
this rule all "debt issues for which competitive bidding i= not
viable or available.” SoCalGas’ application states that while
Resolution F-616 does not specify the type of financings that
come within the new exemption, this Commission’s "Report on the
California Public Utilities Commission’s Competitive Biddirng Rule
for Issuance of Debt Securities” dated September 5, 1986 (Re~
port), contained a discussion of reasons for the ;xemption and
specifically referred to types of dobt instruments that should be
exempt. The Report states, in relevant part: "A pumber of . . .
debt securities, eithér by their nature or by established busi?
ness practices do not lend themselves to compﬁtitive bidding.
Securities privately placed with specitic lcnders.and bank'tgrm
loans obviously must be negotiated. Competitive bidding is not
presently available in European or Japanese markets . . .
Variable interést‘rate debt iﬁ.normally‘completcd on a negotiated -
basis. It is-rﬁasonable that these types of debt ihstruments
should be exempt from the Competitive Bidding Rule. However,

domestic issues of debentures and first-mortgage bonds still lend

themselves quite nicely to competitive bidding . . . ."




i

A.88-09-003 CACD/KLH

ScCalGas states in the application that financings
involving Debt Securities other than domestic underwritten public
offerings of fixed interest rate debentures and First Mortgage
Bonds, including without limitation, Medium~Term Notes, interest
rate swaps and Debt Securities issued in connection with interest
rate swaps for which competitive bidding is not a viable or
available option, may be effected without competitive bidding.
SoCalGas requests authorization to effect financings exempt from
competitive bidding for those debt issues, other than domestic
underwritten public offerings of fixed‘interesﬁ fate debenzurcs
and First Mortgage Bond#.

SoCalGas believes that at times it nay be able to
obtain more desirablé terms and conditions or a lower cost
through debt financings for which'compépitive bidding is not.‘
viable or available. SoCalGas intends to confine such financ-
ings to those which it is feasonably confident it can obtﬁin at
nmore favorable texrms and'conditiéns‘Ot'lower cds£s than are
available ai the same time throdgh,domgstic undérwritteg public
offerings of fixed interest rate debentures andvFirst'Hbrtgagg
Bonds. |

The terms and conditionsnof Debt Secufities issued in
esach !inancing sold by means other than competitive bzdding will
be determined by negotiationa between SoCalGas and the under-
writers selected for the’ proposed offering or the lenders or

investors to‘whomrthe Dedt Securities are 1o be issued; The

-18-
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amount, terms and conditions of debt financing obtained through
commercial bank borrewings will be established by negotiations
between SoCalGas and the lenders.
1. Medium-Term Notes

Under Resolution F-616, the Competitive Bidding Rule
is not applicable to debt issues for which competitive bidding is
not viable or available. SoCalGas’ Medium-Term N&te program would
be marketed through dealers on a best-eff&rts or Asency basis that
is incompatible with the Competitive Bidding Rule. Therefore,
SoCalGas requests authorization to effect its financings through
the issuance of Medium-Term Nétes on a cdﬁtinuﬁu; or periodic

basis through a group of dealers on a best~efforts or agency basis

without complying with the Competitive Bidaing Rule.

B. I Rate Sw | Debht Securities Issusd i

Under Resolution F-616, the Competitive Bidding Rule is
not applicable to deﬁt i#sucs-fbr which competitive bidding is
not viable or available. SoCalGas therefofc requesﬁs‘&uthority
1o effect its financings involving interest rate swap agreements
and Debt Securities issued in connection with intekcst rate swap
agreements without complying'with‘ﬁhc'Cbﬁpegitivc.Bidding Rule.

The existing swap,market-does'not operate in such a
manner zo as to make it possible for SoCalGas to selicit bids
for interest rate swaps ér for Debdt Seéuriﬁies'to-be issued in

connection therewith.' Interest rate swaps are opportunistic

-19-
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transactions that are not always available to SoCalGas on
attractive terms. When an economic interest rate swap opportun-~ o
ity does become available, SoCalGas may be one of many firms to
which the interest rate swap has been presented. Thus SoCalGas
must be able to respond qﬁickly to take advantage of such an
opportunity. ‘ _

Similarly, SoCalGas must be positioned to issue its
Debt Securities in connection with interest rate swaps when a |
lower interest rate can be obtained than would otherwise be
available. In order to arrive at a lower overﬁll.cost<than
otherwise could be obtained, the segurity'ﬁnd the interest rate
swap nust be priced as one transaction. The timing and ﬁhe terns
of the Debt Security and the interest raté swap must match and
one transaction cannot proceed without the other.
C - ' ‘ ) . .
he Qune-Ray Notice Period
With respect to financings_to'be‘effected in domestic
capital markéts through combetitiveiy bid underwritten public
offerings, SoCalGas seeks authority to eliminate the one-day
notice requirement of‘the Cbmpotitive Bidding Rule referred to in
Resolution F-616. ThrOﬁgh the use of tho S§§urities and Exchange
Commission’s shelf rogistratioﬁ'ptqcedureif it is bossibl§ to
price an offering when markét c§hditioh; aﬁbear most-f#vorable.

It is therefore desirable to be able to contact prospective

bidders and to adjust the terms of the offering up to the last
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noment. Adjustments in the size or terms of an offering may come
on the day of the pricing in response to the current market
conditions. Prospective bidders can adequately respond to the

adjusted terms without having a 24-hour period to consider the

change.

W&WM

SoCalGas proposes to obtain equity capital in an
aggregate principal amount up to $50,000,000 by the sale of a
up to 2,000,000 shares of its Series Preferred Stock or Preference
Stock. The proceeds obtained from such sale(s).will be uszed to
reimburse SoCalGas’ treasury for money expended, or to be expend-
ed, for expansion and betterment of utilipy plant. .

SoCalGas proposes to obtain equity capital by the
issuance and sale of shares of its Serigs.Pr§ferred‘5tock-or
Preference Stock, from timé to time, thr§ugh one or more public
offerings or private placements. Substaﬁtiall&~concurrent with
each such sale of Series'Preferred-Stock or Preference Sﬁpék.
SoCalGas proposes to distributg sh#res of its cbmmon stock to
Pacific Enterprises; as a stock dividend, 50 that Pacific'Enter-_
Prises’ current percentage ownérshipzbf SoCalGas’ voting stock |
will not be diluted. -

The CACD has not reviewed a proposed'Shelf Regist:ation
Program. SoCalG&s gg;eedrverbally with the CACD that a Shelf
Registration Program would be 1n&pp¥obriato'and:will,notibe used
by the utility. |
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[P o]

SoCalGas states in the application that the proposed
sale of shares of its Series Preferred Stock or Preference Stock
will be effected through the offering and sale of such shares to
the public through either negotiated underwritings or by private
placements with institutional or other investors. The sale(s)
will be effected at any time, or from time to time, and will
result in the issuance of sh&res of Series Preferred Stock or
Preference Stock sufficient to provide SoCalGas with equity capi-
tal in an aggregate principal amoﬁnt of up to $50,000,000.
SoCalGas anticipates that it will issue a maximum of not more.
than 2,000,000 shares of its Series Preferred Stock or Preference
Stock.

The precise amount and timing of each offering and sale
of one or more series of Series Preferred Stock or Preference
Stock, the method of sale, the price, the dividend rate (which
may be fixed, adjustable, variable or set by auction), the liqui-
dation preference and other rights, references, privileges and
restrictions tovﬁe granted to or upon these sharés. including
redemption and sinking fund provisions (if an?), bave not yet been
determined. This will be established prior to the offering and

sale by SoCalGas with due regard for it# financial requirements

and the prevailing and anticipated market conditions at the time

. of sale.
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The offering and sale will be effected through the use
of purchase and underwriting agreements and other documents and

-

instruments customary for issuance of capital stock by the method
selected by SoCalGas.

SoCalGas therefore requests authbrization to obtain an
aggregate amount of up to $50,000,000 in equity capital by the
issuance and sale of shaxes of its Serlies Preferred Stock or
Preference Stock as contemplated herein.

Common ﬁIQQk o be Tssued to Pacific En&::n:i:g:

All of SoCalGas’ common stock and about 93.2% of all of
its outstanding shares of voting capital stock are currently‘owned
by Pacific Enterprises. 1In order to avoid the &iiutién-ﬁf Pacific.
Enterprises’ owﬁership of SoCalGa:’.votiﬁg capital stock which
would otherwise result from the sale and issuance of the Series
Preferred Stock or Preference Stock contemplated by the applica-‘
tion, SoCalGas seeks authority to‘distfibute to Pacific Enter-
prises, as a stock dividend, sh#rcs of S&Caléas’ common stﬁck,‘
substantially concurrent with each offeringfof‘its SeriésrPrefér-
red Stock or Preference Stock, sufficient to maintain Pacific
Enterbrises’ current percentage of ownership bf‘Qoting capital
stock. It is expected that in order to‘mdiﬁtéin Paci?iq Enter-
prises’ existinxrpércentage of voting rights, about 93;2 shares of
common stock would be distributed to Pacific Enterpriﬁes«as_a
stock dividend for every 6.8 shares of Series Preferred Stock or

Preference Stock issued. It is anticipatbduihat application of

-23=-
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this ratio would result in the distribution by SoCalGas to Pacific
Enterprises of a maximum of not more than 27,600,000 shares of
common stock in the aggregate in comnection with the Series
Preferred Stock or Preference Stock proposed to be issued.

SoCalGas therefore requests authorization to distribute
shares of its common stock to Pacific Enterprises as conﬁgmplated

in the application.
Construction Budgets

SoCalGas’ estimated construction budgets fér calendar
years 1988 and 1989 amount to about $693,000,000. Major classifi-~
cation of the total budgeted construction are sunnarized as
follows: | |

Componants 1988 1989

: (In Thousands)

Distribution: New Installations $120, 500 $120,000
Replacements 94,000 : 95,000
Transmission 42,000 66,000
Underground Storage ‘ 10,000 &,000
Land and Buildings 34,000 31,000
Furniture, Equipment and : ' '

Special Projects —35.,000 40,000
Total $335,500  $358,000

SoCalGas is placed on notice, by this.dec;sion, that

the Commission does not find SoCalGas’ construction budgets are .

necessary or reasonable for ratemaking purposes. These are

issues normally tested in general rate or rate base offset

proceedings.
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Cash_Requirements Forecasts
Components 1988 1989
(In Thousands)

Funds Needed for Construction

Expenditures $335,500 $358,900
Bond Maturities and Redemptions 93,150 €0,600

Bond Sinking Fund Requirements 21,251 15,791
Short~Texrm Debdbt OQutstanding

at Beginning of Year 137,259 ~£8.400

Total $608,046 $524,491

Less: Estimated Internal
Cash Generation 167,878 220,891

Additional New Funds Required ‘ ‘
from Outside Sources _ $440,168 $303, 600

The CACD has anaiyzed~SoCalGasf cash requirements
forecasts for 1988 and 1989 shown as part of Exhibit E, Schedule_‘
1II. The CACD has concluded that internally generated‘fuqu\wiil
provide about 28%‘or $167,878,000 of the capital requirements in
1988 and about 42% or $220,891,000 in 1989. SoCalGas will require
additional funds from outside sources amounting to $440,168,000 4n .
1988 and $303;600,00Q in 1989, TH@ICACD‘gonéludes that tﬁe pfo-“ -
posed sale of SoCleas' Débt Sécurities~and Seiies P#cfexred-étéck .
or Preference Stock is necessai? td\help*heet fdrecasted cash "
requirements which includes qépital exbenditgreﬁ_ |
Eilndings of Fact

| 1. SnglGAs,‘a Califérnia corpdratién, 6peratos‘as a

public utilityxuhder_the juti;diction of this Commission.

2. SoCalG&s‘has need for external funds for the purposes
set forth in the application. | |
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3. The proposed Debt Securities and Series Preferred Stock

or Preference Stock are for proper purposes.

4. From time to time during the period of the financings
contemplated by the application, more favorable financing may be
available to SoCalGas in foreign capital markets than could be
obtained in domestic markets.

5. Authorizing SoCalGas to determine the precise amount
and timing ¢of each financing, the marketvin.and method by which
each financing is effected and the terms and prévisions. price
of and interest rate of the Debt Securities issued in each
financing, withih the constraints set forth‘in the application,
is in the public interest.

6. The use of interest rate swaps is reascnable within the. 3
limitations proposed herein.

7. It is in the public interest to allow telephonic
competitive bidding. |

8. Competitive bidding is required onl& for underwritten
domestic publié offerings of Debt Sccuri&ies‘that consist of
fixed interest rate.debentures.and‘Firﬁt Mortgagc'Bonds;

9. It is in the public intérest to allow an exemption froh :
the Competitive Bidding Rule fbf fi§aﬁcings other than doméstic
underwritten public offerings of Debt Securities that consist of
fixed interest rate debentures and’First Méftgage Bonds, inclﬁd-"c

ing without limitation, Medium-~-Term Notes, interest rate =waps
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and Debt Securities issued in connection with interest rate =waps,
for which competitive bidding is not a viable or available option.

10. Authorizing SoCalGas to mortgage or otherwise encumber
its properties as security for its Dedbt Securities or other
evidences of indebtedness is not adverse to the public interest.

11. The money, property or labor-to—bc procured, or paid
for, by the proposed Debt.Securities and Series Preferred Stock
or Preference Stock is,réasonably required for the purposes
specified in the application.

12. It i$ proper to defer the unamortized costs
associated with any refunded securities and the premiums (if any)
paid in refundings of securities in a memorandum account pending a
Commission Order following workshops in A.88-08-001.

13. It is proper for ratemaking purpoéesl;hat any reduction
in the effective cost of money resulting from currency value
fluctuations on Debt Securities issued in a foreign-denominated
currency be passed on to ratepayér#‘in future rate proceedings.a$
a reduction in the cost of money for all Debt Securities.

14. There is no known opposition and no reason to delay
granting the authorities requested.

Conclusions of Law

1. A public hearing is not necessary.

2. The application should'bé'gtantcd'to the extent set
forth in the order which follows.
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The proposed Debt Securities and Series Preferred Stock

or Preference Stock are for lawful Purposes and the money, prop-
erty or labor to be obtained thereby is required for these
Purposes. Proceeds from the issuance and sale of the securities
may not be chargsd to operating expenses or incomea.

The following order will ﬁe effective on the date of
signature and payment of the fee set by PU Code Sactions 1904(b)_

and 1904.1 to enable SoCalGas to proceed with its financings

expeditiously.
QBEDRDEER
IT IS ORDERED that: |

1. Southern California Gas Company (SoCalGas), on or after
the effective date of this ordek}and on or prior to December 31,

1990, is authorized to do the following:

a. To issue, sell and deliver up to the
equivalent in U.S. dollars $325,000,000
aggregate principal amount of SolalGas’
First Mortgage Bonds, debentures, notes
or other evidences of indebtedness, including
without limitation, overseas indebtedness,
foreign securities and loans (to be referred
to collectively as Debt Securities) at any
time, or from time to time, in one or more
financings in domestic or foreign capital
markets under the terms and conditions set
forth in the application: o

To issue the Debt Securities denominated -

in U.S. dollars or other currencies and may
reduce or eliminate exposure to currency ‘flue-
tuations by engaging in currency exchanges or
purchases and sales and other arrangements;

To mortgage or otherwise encounter its proper-
ties as security for the Debt'Securities:' ‘

-28- .
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To determine the precise amount and timing of
"each financing, the market in and the method
by which each is effected, and the principal
amounts, maturities and other terms and provi~-
sions of the Debt Securities in the manner and

subject to the limitations set forth in the
application;

To defer the unamortized costs associated
with the refunded securities and the premiums
(if any) paid in refundings of securities as
discus=zed in this decision.

To enter into one or more interest rate
sSwWap agreements,

To telephonically invite the submission of
bids and receive bids by telephone in lieu of
newspaper publication of an invitation for

bids and the submission and opening of sealed
written bids,

Toraccelerate the scheduled date and time for
the receipt of bids and/or vary the terms and
provisions of the Debt Securities submitted
for bid, and to reject all bids and telephoni-
cally request resubmission of bids for securi-
ties with the same terms and provisions; .

To effect financings other than domestic
underwritten public offerings of fixed in-
terest rate debentures and First Mortgage
Bonds including without limitation Medium-Term
Notes, interest rate swap agreements and Debt
Securities issued in connection with interest
rate swap agreements, without competitive
bidding, because these types of Debt Securi-
ties for which competitive bidding is not
viable or available are exempt, in accordance
with the terms of the Competitive Bidding

%uéeé as amended, and modificd, by Resolution
-1* .

To issue, sell and deliver Debt Securities ,
under the Competitive Bidding Rule except for
the elimination of the one-day notification
requirement to solicit bids;




A.88-08-003 CACD/KLH

k. .To obtain u

P to $50,000,000 of equity capital
in U.S. dol

lars by the issuance and sale of one
Or more series of SoCalGas’® Series Preferred
Stock or Preference Stock at any time or from

time to time in one or more public offerings
through negotiated underwritings or one or

more private placements with institutional or
other investors:

To determine the pPrecise amount and timing of
cach offer and sale of SoCalGas’ Series Pre-
ferred Stock or Preference Stock, the method
of sale, the dividend rate (which may be

fixed, adjustable, variable or set by auetion),
the liquidation preference, and other rights,
Perferences, privileges and restrictions to be
granted to or upon such shares, including.
redemption and sinking fund provisions

(if any) and the price thereof; and

To distridute, concurrently with the issuance
of SoCalGas’ Series Preferred Stock or Pre-
fexrence Stock, shares of SoCalGas’ common stock
to‘Pacific~EnterpriscsAas_a stock dividend,
sufficient to maintain Pacific Enterprises’

current percentage ownership of SoCalGas’
voting capital stock.

2. SoCalGas shall use compétitive bidding for underwritteh
domestic public offerings of Debt Securities ﬁhaﬁ\consist of fixed
interest rate debentures and First Mortgage Bonds:

3. SoCalGas, promptly after its Debt Seéu:ities are so0ld by
competitive bidding shéll file a writtén reborﬁ vith‘the‘CommLSfy
sion showing for each bid,received; the naﬁe of the bidder, ihe

price, the interest rate and the cost of money . to SoCalGas based

on the price and interest rate.

4. SoCalGas, as soon as available, shall f;ie'with the

. Commission three copies of its final prospectus pertaining to the
Debt Securities. ' |
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L)

5. Promptly after SoCalGas ascertains the price, interest

rate, and other terms pertaining to Debt Securities, it =shall
notify the Commission in writing.

6. SoCalGas, within 30 days after the issuance and sale of

the Debt Securities by means other than competitive bidding, shall
file with the Commission a report showing why the resulting rate

and cost of money to the company were advantageous to SoCalGas and
its ratepayers.

7. Any reduction in the effective cost of money resulting

from currency value fluctuations on Debt Securities issued in a
foreign-denominatad currency’shdll be passéd’on t0 ratepavers in
future rate proceedings as a reduction in the cost of money for

all Debt Securities,

8. SoCalGas shall file the reports required Sy'Gencr&l
Order Series 24. | |
10. SoCalGas shall use the net proceeds from the sale of the |
Debt Securities and the Series Preferred Stock or Preférence Szoék~x
for the purposes set forth in the aﬁplication;‘
11. The application is granted as set forth above.

The authoriﬁy granted by this order to issue the Deb@
Securities and the Series Piétexfed Stock‘or Preference Stock
shall become effective when SoCalGas pays $72,865, the fee. sct by
Public Utilities Code Sections 1904(b) and 1904. 1 after taking
¢redit for the retirements at maturity of $20, 886 000 of 4- S/BX
First Mortgage ‘Bonds, Series E and $20, 800 000 of 4-5/8% First

-3,1-
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»oe

Mortgage Bondi} Series F: the redemptions of $19,923,000 of
17-3/8% First Mortgage Bonds, Series 0; $93,150,000 of 12-1/4%

Sirst Mortgage Bonds, Series Q: $4,660,000 of 12=-3/4% First

Mortgage Bonds, Series M; $60,600,000 of 12-3/4% Eurodollar Notes:

and $21,251,000 for the retirement of a portion ¢f the bonds
required for sinking fund PAyments.
order is effective today.

Dated 0CT2 6 1988

In all other respects, this

» at San Francisco, California.

STANLEY W. HULETT -
. Px
DONAI‘.D esident
FREDERKﬁ:R.DUDA
. JOENZE %L«.Nz..w

I'COmmLSSLQner G. Mitchell Wilk

-belng necessarily absent, did
not partmc;oate.

R

: PbBL'C vvn.-o u....r' -.Ou»-um)-u\ }
STAVE OF CAUFOQ\IA
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BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of SOUTHERN CALIFORNIA
GAS COMPANY for Authorization to
(1) Obtain Dedbt Capital Not to Exceed
the Equivalent of U.S. $325,000,000,
(2) Entexr into One or More Interest
Rate Swap Agreements, (3) Obtain an
Exemption from the Competitive Bidding
Rule to Eliminate the One-Day Notifi-
cation Requirement to Solicit Bids,
and (4) Obtain Equity Capital Not to
Exceed U.5. 350,000,000 by the Issu-
ance and Sale of Shares of its Series
Preferred Stock or Preference Stock
and to Distribute Shares of its Common
Stock to Pacific Enterprises.

(T 904 G)

QRINIQ

Applicatior 88-09-003
(Filed Septdmber 1, 1988)

L L N L W D N R L A i b S

To issue, 611 and deliver up to $325,000,000
aggregate principal amount of SoCalGas® First

tively referred to as Debt Securities) at any
time/or from time to time, on or prior to the
effgetive date of this order and on or prior
to/December 31, 1990, in one or more finan-
cings effected in domestic or foreign capital
arkets; '

To issue the Debt Securities denominated in
U.S. Dellars or other currencies and to readuce
or eliminate exposure to currency fluctuations
by engaging in currency exchanges or purchases
and sales and other arrangements;
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The proposed Debt Securities and Series referred Stock
or Preference Stock are for lawful purposes and Ahe money, prop-
exrty or labor to be obtained thereby is requiyéd for these
purposes. Proceeds from the issuance and sile of the securities

may not be charged to operating expenses dr income.

The following order will be effective on the date of
signature and payment of the fee set y FU Codc Sections 1904(b)
and 1904.1 to epable SoCalGas to p ceed with;itS«fiéancings
expeditiously. -

equivalent in U.S. dollars $325,000,000
aggregate principal amount of SoCalGas'
Firsy Mortgage Bonds, debentures, notes
her evidences of indebtedness, including
without limitation, overseas indedtedness,
foreign securities and loans (to be referred
tg collectively as Debt Securities) at any
me, or from time to time, in one or more ‘
inancings in domestic or foreign capital
arkets under the terms and conditions set
forth in the application;

' To issue the Debt Securities denominated

in U.S5. dollars or other currencies and may
reduce or eliminate exposure to currency fluc-
tuations by engaging in currency exchanges or.
Purchases and sales and other arrangements;

To mortgage or otherwise-encbunter‘ita :
properties as -security for the Debt Securities:
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