CACD/XLH
Decision 88 12 009 DEC 9 19%
BEFORE THE PUBLIC UTILITIES-COHHISSION OF THE STAEE OF CALIFORNIA ,‘

In the Matter of the Application

of SOUTEWEST GAS 'CORPORATION for . B

Authority to Issue and Sell Not Application 88-09-015
Exceeding $100,000,000 Aggregate (Filed September 8, 1988)
Principal Amount. ot New‘Long—Term

- QRPINIQXN
Summary of Decision
The decision grants Southwest Gas Corporation (Southwest)
the authority requested in the application.“ -
Southwest requests authority, under Public Utilities'" '
(PU) Code Sections 818 through 830 and 851, for the following:
1. To issue and sell up to $100,000,000 aggregate
principal amount of debentures and/or unse-
cured notes (to be collectively referred to as
Debt Securities), in one or more series
and under one or more indentures or supple-
mental indentures, either by private place-.
ments with institutional investors or by

public offerings through underwiters, on or
prior to September 30, 1989, and

To issue the above series in accordance~with
the provisions of the Indenture dated August 1,
1986, between Southwest and Security Pacific
National Bank, as Trustee, or a supplemental
indenture. _

Notice of the tiling of the application appeared on the
Commission's-Daily Calendar of September 26, 1988. No‘protests
have been received.

Southwest, a California corporation, distributes and

sells natural gas in.portions of San Bernardino—and Placer
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Counties. It also’'transmits, sells, and distributes natural éas”'
'in portions of the States of Nevada and Arizona.
| | For the 12-moaths ended June 30, 1988, Southwest reports
in its Statement of Income attached to its application‘as part of
Exhibit A that it generated total operating revenues of $515,961,347
and net income of $43,611,173. Southwest reported in its Annual
Report to the chmission that in calendar year 1987~it-generated
total operating revenues ot $468 583 980 of which $37 699 445 or
8. 1% was generated in Calitornia.. It also earned net income oz
$42,549,000 in 1987.

Also shown as part of. Exhibit A is Southwest’s Balance

Sheet as of June-SO, 1988 summarized as follows' x

. ]'
Net Utility Plant

Other Property and Investments

Current and Accrued Assets
De:erred Debits -

| Total

Common - Equity
Prererred/Preterence Stock

- Long=-Term Debt

Current and. Accrued Liabilities
.De!erred Credits '

oTotal'

Amount
$654,050,298

191,665,154

37,797,311

$956,044,994

$301,654,798

41,600,000

373,111,104
139,882,108

$956,044,994
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Proposed Debt Securities and Method of Sale
The application states that Southwest proposes to issue
and sell up to $100,000,000 eggregate-principal amount of its Debt
Securities as follows:
1. In the form of a new series of debentures to
be issued under and in accordance with the
provisions of the Indenture dated August 1,
1986 between Southwest and Security Pacific
National Bank, as Trustee, or
In the form of a new series of unsecured notes
to be issued under and in accordance with the
provisions of a new indenture to be dated upon
issuance of the new series of unsecured notes.
Southwest proposes to issue and sell its new Debt
Securities, either by private placements with institutional inves-
tors or by negotiated public offerings through underwriters, de- ‘
pending’ upon prevalling circumstances which will dictate where
the most advantageous terms and cost of money can be obtained..
Southwest will negotiate with different investment banking firms
, to ascertain where the best terms and the lowest cost of money

can be and will inform the COmmission.Ainsory and Compliance

Division (CACD) of its decision and the terms and-conditiene;of

the sale.

The application states that Southwest believes that it
can negotiate and execute a sales'agfeement and will negotiate
binding commitments Ior the issuance and sale of the new Debt

Securities upon‘'short nctice and on the most advantageous terms
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availeble ‘once it has obtained 'euthoi:it}'l-to do 8o zron “the '
Commission. :

Southwest will negotiate and pay an underwiting
commission; oxr a placement tee, equal to a certain percentage of
the principal amount of the new Debt Securities. Tbe fee will be
spec:xtied in the purchase or underwriting agreement. A copy'or A
each agreement executed by Southwest will be filed with*‘ the CACD
promptly atter its execution- | - | | |
Exenption from Competitive Bidding

| By letter dated September 29, 1988 to the CACD,
Southwest states that the application :Ls intentionally silent on
the :.ssue of competit:.ve biddmg due to the general exe:mption-
granted in Commission Resolution F-616 dated october 1, 1986.
reference to Ordering Paragraph 2, in regard to the Competitive |
Bidding Rule, the resolution states, "The rule is only appla.oab_le ‘
to utilj.ties -wi;th bond ratings of "A" or "higﬁer" . -Southv[est is
rated* Baa-3 by Moodys and BBB by Standard and Poors. Southweet '
'states that although it is exempt from the Competitive Bidding
Rule, it will exercise its optien to pid competltively, or pr1~‘
vately plac:e, any new long-term debt issues in such a way_ as to
minimize overall. financing and placement costs. -

It Southwest chooses to issue and sell the proposed Debt -
Securities by means of negotiated public offerings or by private

placements, the Commission places Southwest on notice that in- :Lts

-_next general ‘rate- proceedinq bef.ore ‘the Commiasion, the |

—_
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reasonableness of the resulting interest rate and cost of monef*"'
to the company will be closely scrutinized and nay‘reeult in
disaiiowance of interest expense if it is determined that the
. cost of money incurred was not prudent. We will require
Southweet to provide us with e showing of why it believes that
the resuitin§~interest rate-and cost of money were advantageous
to the company and its. ratepayers. We will require this showing
within a reasonable period of time after the issuance and sale ot
its Debt Securities. '
Use of Proceeds

| Southoest states in its application that,it has a

contihuing need for new capital in order to operatevits'ﬁtility '

business in the public interest. During calendar years 1988
- through 1990, Southwest anticioates construction expenditures of
about 5250,000,006. Internai funds will ptovide approxihhtely'
$i45 000,000 of thie‘requiremeht. Southwest will require ahoutﬂ'
$105, ooo 000 from externmal sources to help fund its construction.
Southwest proposes to use the proceeds from the- sale of the new
long-term debt toltinance, in part, these expenditures.- |
ani:al.xn&ieﬁ .

Southwest's capital ratios as of June 30 1988 axe
: shown below as recorded and as adjusted.- to~give pro rorma erfect X

- to the transaction that follows.
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June 20, 1988 “Bre Forma

Long-Term Debt. ' 52.1% 60.1%
Preferred/Preference Stock 5.8 . 4.6
Common Equity : ' 42,1 253

Total 100.0% 200. 0%

The proposad issuance oz new Debt Securities in the
aggregate principal amount of $100,000,000 subject :
of this decision:

The August 1988 issuance of $25,000,000 of 10%
Debentures, Series E, due 2013 (authorized by
Decision (D.)87-11-008 dated November 13, 1987 in
Application (A.)87-09-007);

The August 1988 issuance of $so,ooo,000‘or'c1ark
County, Nevada, Variable Rate Demand Industrial
Development Revenue Bonds (Southwest Gas
Corporation), Series 1988 (authorized by D.87-11-006
dated November 13, 1987 in A.87-09-007); and

The issuance and sale of 1,000,000 shares of Common
Stock to Southwest’s Employees Investment Plan and
Dividend Reinvestment and Stock Purchase Plan :
.subject of A.88-09=-043 filed September 22, 1988 and.
currently'be:ore the Commission for decision.

.'Buﬁgsxgd sgnaszngsign

Southwest is engaged in an.extensive construction
program and estiﬁates\that the expenditures required for its
cbnstruction ptogram“during calendar years 1988, 1989, and 1990
will approximate $250,000,000 and gre'summarizgd-as rollbwﬁ;

Rurposes | - A988 1989 19990

(in Thousands) ‘ :
ABS (Plastic Pipe) Replace- T
ment Program ‘ - $ 25,000 $157000‘ '_$15,000

other COnstruction ‘ ' ‘ ‘ '
Expenditures - = 75.000 £0.000 59...9.0_q
| ‘ $100,000 svs,ooo | svs,ooo .
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'QheucncnfhashreviewediSOuthwest's construction budgets
for 1988, 1989, and 1990 and iinds that . the sale of 1ts Debt
Securities is necessary to help fund the planned: construction.
The CACD is not rinding that the construction is necessary and-
reasonable~nor that the expenditures are reasonable in amount.
‘These are iseues normally tested in general rate base o:!set

, proceedings.
Sash Besuxz:msnt& Egregaﬁnﬁ |
- Southwest estimates its construction program during
calendar years 1988 1989 and 1990 will be about $100 000 000,
"$75,000 000 and $7S,OOO 000, respectively, totaling $250, 000 000:‘
and sunmarized as rolloWS°
: ' (in Thousands) -
Funds Used or Required for. ' I
Construction Expenditures:
ABS (Plastic Pipe) . Replace- - ' o
ment Programs - $ 25,000 $15,000  $15,000
‘Other Construction.ProjectS‘ - 75,000 60,000 §Q;Qgg‘~
Subtotal = $100,000 375,006‘ ,375,5¢o-
lLess: Cash !ronmfnte:nal S 7 o ,. A
Sources : ‘ 45,000 45,000 . §§+Qggf
Additional FundezRequited | - ﬁ -
from External Sources $ 55,000 $30,000.° . $20,000
The CACD has analyzed Soutnwest’e cash requirements
forecasts shown attached to the application as Schedules I a:xi:faz'_

~ the Supplemental Data as part of Exhibit B and has conclﬁdedcthat

- internally generatedftunds will provide 40.0% or $45,000,000 in

-
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11988, 60.0% ox $45,000,000 in 1989 and 73.3% orisss;ooo;ooogiuf
1990. Southwest will need funds from external sources amounting
to $55,000,000 in 1988, $30,000,000 in 1989 and $20,000,000 in
1990. The CACD-has concluded that the proposed sale'of‘Southwest's
Debt Securities, as requested in the application, is'neceSSarY=
to help meet Southwest’s torecusted cash'requirements.
Einﬂing.ﬁ.uzm

1. Southwest, a California corporation, operates as a
public utility subject to the jurisdiction of this COmmission.

2. The proposed sale of Southwest’s Debt Securities wouldf'
be for proper purposes.

3. Southwest needs external funds for the purposes set

forth in the application.

4. The money, property, or labor to be procured, orx paid
for, by the proposed Debt Securities is reasonably'required foxr
the purposes specified in the application.

5. The Issue(s) of the proposed Debt Securities is not.
required to be by competitive bidding. '

6. The Commission does not, by this decision, determine
that Southwest's construction budgets are necessary or reasonable
for ratemaking purposes. These issues are normally tested in
general rate or rate base offset proceedings.

7. There is no known opposition to the proceeding and no

reason to delay granting the authority recuested. -
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‘Conclusions of Law

1. ' A public hearing is not necessary.

2. The application.should-be_granted to the extent.eetﬁ
' forth in the~order-which.£ollows. | |

The proposed issue, or issues, of Southwest’s Debt
Securities is tor’lewfui purposes and the money, property, or
labor to be obtained therefrom is required for the purposes_
stated in the applicotion; Proceedsytrom'thevissue, or issues, of
Southwest’s Debt‘Securities may'not"be-charged'tovopereting‘expen-f,t‘
ses or income. o R
| The following order should be effective on the date of
signature and payment of the fee eet by PU Code Sectionsf1904(b5
and 1904.2 tohenable Southwest to-issue itS-Debt Securities
expedztzously.
QRRE B
IT IS ORDERED that: o

1. Southwest Gas Corporation (Southwest) may, on or before’
September 30, 1959;~issue'and sell one or more series of rte°
debentures, unsecured notes, or promissory notes.(Debt Securi-
' ties), in the aggregate principal amount of wp o $100, 000, ooo,

at any time or from time to tine, in one or more !inancings by

means ot competitive bidding, negotiated public otterings, nnd/or o

negotiated private placements.

2. Southwest's Debt Securities are exenpt :rom the

COmmission's COmpetitive Bidding Rule set torth in Decision 38614

-9-
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dated January 15, 1946 in Case 4761, as amended and‘acinodified by\

Commission Resolution F-616 dated October 1, 1986 for -ales effec-
‘ted either’by means of negotiated public ozterings or negotiated
private placement. Southwest may also sell its Debt Securities hy
means of competitive bidding.

3. If Southwest's Debt Securities are sold by means’of
competitive bidding, Southwest shall file a written~report with’
the Comnission showing, for each bid received, the name of the
bidder, the price, the interest rate and the cost: of money to the
company based on the price and interest rate.

4. I Southwest's-bebt Securities are sold in a public .
offexring, as soon-ae available, Southwest shall file,. with“the
Commission.Advisory and Compliance DiVision, three copiesrof its
final. prospectus, or other offering documents, pertaining to the -
Debt Securities. ‘

s. If Southwest's Debt Securities are sold by private
placements or negotiated public offerings, within 30 days- arter
~ their - issuance and sale, Southwest shall file a report, with the
~ Commission, setting forth the reason the conpany believes the h
resulting interest rate ‘and cost of money were advantageousﬂto~the
company and its ratepayers.‘ : _ | ’_
| 6. Southwest shall use the net proceeds from the sale of |
its Debt Securities.ror the purposes set forth in ‘the application.'”

' 7. The cOmnission does. not, by this decision, determine

that Southwest's.proposed construction is’ necessary"or reasonable
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for :atemakingﬁpﬁ?poses-d'These issues are'normallyvtestedfinﬁl“
geheralirate_or rate base offset proceedings. |
8. Southwest mey execute and deliver indentureé consistent
with the terms and conditions set forth in the application. | |
9. Southwest.shall file the roports required by General

Order Series 24. .

10. This application is granted as set forth above.
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The authority granted by this order will become -aftéc#-‘- o
tive when Southwest pays $9100, the fee set by Publ‘iy.c_".rvtil“ities |
Code Sections 1904(b) and 1904.2. In all other respects, this
order Iis., erz-ect_:iv‘ef today. |

Dated DEC 9 1888 , at san Francisco, ‘california.

g ‘unv‘:Dirocfo‘r -
o - oot “'\‘_\_.- . K L
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