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Decision 8812 009 
CA-.5 

DEC S 19$ 
• 

BEFORE '!'HE POBLIC trrILITIES,COMMI~ON OF '!'HE STATE OF .CALIFORNIA' 

In the Hatter of the Application ) 
of SOUTHWEST GAS . CORPORATION for' ) 
Authority to Issue and Sell Not ) 
Exceedinq: $100,000:,000 Aggregate ) 
Principal Amount of New Long-Term.· ) 
Debt. . ) 

CV 90S G) ) 

Summary ofpecision 

Application 88-09-015 
(Filed September 8:, 1988). 

The decision grants Southwest Gas Corporation (Southwest) 

the authority requested in the application. 

Southwest requests authority, under Public utilities 

(PO) Code Sections 818 through 830 and 851, for the following: 

1. To issue and sell up to- $100,000,000 agqregate 
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 ~~th institutional investors or by 
public offerings through underwiters, on or 
prior to' September 30, 1989, and 

2'. 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 filing of the application appeared on the 

Commission's Daily ,calendar of september 2&, 198~. 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-'tran:-.nnits, sells, and distributes natural qas 

. in portions ot th,e Statesot Nevada and Arizona. 

For the 12 months ended June 30, 1988", Southwest reports 

in its Statementot Income attached to its application as partot 

Exhibit. A that it generated total operating revenues ot $515-,961,347 

and net income ot $43,611,173. Southwest reported in its Annual 

Report to- the Commission that in calendar year 1987 it generatec1, 

total operatinq revenue,; ot $468,.583,980' ot which $37,699,445 or 

8.1% was qenerated''in calitornia.. It also earned'· net income' ,ot 

$42',549,000 in 1987_ 

Also- shown as part of Exhrbit A is Southwest's Balance 

Sheet as ot June-, 30, 1988 summarized as tol.lows: 

Assets. 

NetOtili ty Plant , 
other' Property and Investments 
current .' and Accrued, ·.Assets 
Deferred Debita 

Total 

Liabilities ~ Equity 

Common Equity 
PreterredfPreference stock 
Lonq-TermDebt , 
current and',Accrued Liabilities 
Deferred credits' 

Total 
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Amount 

$654,050;298' 
19'1,.665",154 ,. 

72,532,.231 
37.797·311 

$95&,044,994' 

$301,654',798:' 
41,.600,000: 

373,111,104 
139',882,108. . 

99'.796.98-4 

$956.'; 044',,994: 
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Proposed ~ secqritiel!l AllS1' Htj:hod g.t .aAlJt 

The application states that Southwest proposes to issue 

and sell up to $100,000,000 aggregate principal Dount of its' Debt 

Securities as follows: 

1. In the torm- of a new series ot debentures to 
be issued under and in accordance with the 
prOVisions of the Indenture dated August 1, 
198& between Southwest and Security Pacific 
National Bank, as Trustee, or 

2'. In the torm of a, new series ot unsecured notes 
t~ be issued under and in accordance with the 
provisions ot 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

pendinqupon prevailing circumstances which will dictate where 

the most advantageous terms and cost of money can be obtained. 

Southwest will negotiate with dit!j~rent investment banking' 't1X'lnS 

to ascertain where the best terms and the lowest cost of money 

can be and will inform the Commission Advisory and Compliance 

Division (CACD) of its decision and the terms and, conditions: of 

the sale. 

The application states that southwest believes that it 

can negotiate and execute a sales.'aq'.C'eement and will negotiate 

binding commitments for the issuance:' and sale ot the new Debt 
I, • "., . 

Securities upon·shortnotice and on :the most advantageous terms, 
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available' once it. bas obtained authority to do-so· from the " 

Commission.' 

Southwes~ will negotiate and· pay an underwitinq 

commission, or a placement :fee, equal. to a certain' percent:aqe of 

the principal amount, ot the new De))t sec:uri ties. The fee will be, 

speeified in the purchase or underwriting a9'%'eement. A copy' of 

each, aqreement executed by Southwest will be filed with ,the CAeD 

promptly after its: execution. 

Exemption ~ CompetitiX§ Bidding 

By letter dated· September 29, 1988 to the CACD, 

Southwest states that the application is intentionally silent on 

the issue of competitive bidding due to.. the general exemption 

granted in Commission Resolution F-616 dated october 1,. 1986. In 

reference to Ordering Paragraph 2, in regard to- the Competitive 

Bidding Rule, the resolution states, "The rule is. only applicable 
, '. 

to.. utilities. with bond ratings of "A" or "higher" •. Southwest is 

rated Baa-3 by Moodys and BBB- by Standard and Poors. Southwest· 

states that although it is exemptfrolll the Competitive SidcUng 

Rul,e,1t will exercise its option to bid competitively, or pri­

vately plaee, any new long-term debt issues in such a way as to­

minimize overall" financing and placement costs. 

If SOuthwest chooses to- issue and· sell the proposed Debt 

Securities by means of negotiated public ofterings or by private 

placements, the commission places southwest on notice that in its 

. ..•.. next· general 'rate .proceeding' ·betore . the Commission, the 
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reasonableness o'rthe, resul tinq interest rate and: cost· ot money' 

to the company will be closely scrutinized and may result in 

disallowance of interest expense' if it is. determined that the 

costo'r money incurred was. not prudent. We will require 

Southwest to provide us with a Showinq· of why it believes that 

the resultinq interest rate' and cost o'r money were advantageous. 

to- the company and its. ratepayers,. We will require this showing 

within a reasonable period' of time af~er the issuance and sale of 

its Debt Securities. 

nu..~ Proceeds 

Southwest states in its application that it bas a 

continuing need. for new capital in order to operate its utility 

business in the public interest. Durinq calendar years 1988 

through' 1990,. Southwest antiCipates construction expenditures o:C 

about $250,000,000. l:nternal :Cunds will provide approximately 

$145,000,,000 o:C this requirement. Southwest will require about 

$105,000,000 :Crom external sources to help fund its construction. 

Southwest proposes to- use the proceeds trom the sale of the new, 

long-term debt to finance,. in part,. these expend! tures.. 

Capital Ratios 

Southwest's-capital ratios as o:CJune30, 19S8-.are 

shown. below asrecordedand'as adjusted,to'qivepro- torma'e:C:Cect 
.. , 

to: tbetrimsact!on that followS! 
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Long-Term Debt· 
Preferredtpreference Stock 
Common Equity 

Total. 

52 .. 1% 
5.8: 

.u...l. 

100.0t 

.60.1% 
4 .. 6 . 
~ . 

100.0t 

1.. The proposed issuance of new Debt securities in the 
aqqreqate principal amount of $100,. 000 t 000 sUbject 
ot this decision~ 

2. The Auqust 1988" issuance of $25,.000,000 of lot 
Debentures, series. E, due 2013· (authorized by 
Decision (D .. ) 37-11-008: dated November l.3,. 198:7 in 
Application (A.)87-09-007); 

3. The Auqust 1988 issuance of $50,000,000' of Clark 
County,. Nevada, Variable Rate Demand Industrial 
Develop=ent Revenue Bonds (Southwest Gas 
Corporation),. series. 1988 (authorized by D .. 87-11-006-
dated November 13, 1987' in A .. 87-09-007); and 

4. The issuance and sale of 1,.000,000 shares ot Common 
Stock to Southwest's Employees Investment Plan and 
Dividend Reinvestment and stock PUrchase Plan 

,subjectot A.88-09-043 filed September 22, 1988 and 
currently before the Commission for decision • 

. Budge3:'51 construction 

Southwest,.is engaged in an extensive construction 

program and estimates that the expenditures required for its 

construction prOCJ%'am" during calendar years 198;8, 1989,. and 1990 

will' approximate' $250,000,000 and are swamariz~cl as tollows,: 

Purposes .l2U. .an .l.2.2Q. 
(in Thousands) 

ABS (.Plastic Pipe) Replace-
mentProgram ' $ 25,.000 $lS,OOo- $150,000 

Other construction 
Expenditures 75,000 §O,OOO 60',000: 

Total $100,.000 $75,000' $75-,.000': 
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The·.CACl> has. reviewed; Southwest's construction budgets 

~or 1988, 1989, and 1990 and ~inds that the sale of ita Debt 

5ec:uri ties is necessary to help fund the planned' construction. 

The CAeD is not finding that the construction is necessary and 

reasonabl~ nor that the expenditures are reasonable in amount. 

Tbeseare issues normally tested, in general rate base offset 

proceedings. 

~ Requirements ForeriAsts 

Southwest estimates its construction program, during 

calendar years 1988~ 1989 and 1990 will be about $100,000,000,. 

$75-,000,000 and -$75,000,000, respectively,. totalinq $250,,000,000 

• . and smDlDarized,' as:" tollows: 

Funds 'Used or.Required tor, 
Construction Expenclitures: 

ABS (Plastic Pipe). Replace-
ment PrOgrams.. . . 

Other Construction Proj'eets . 

S\ll:)total 

Less: cash from'Internal 
Sourees 

Additional FUnds Required 
~rom External Sources 

au: l.U2 .a2Q . 

$ 25.,000 
. 75.000 

$100,000 

450.000 

$ 55.,000 

(In Thousands)-· 

$15,.000 
60.000 

$7S,.000 

45-.000 

$3-0,000 . 

$lS,.OOO. 
60.000' 

.$75,.000 '. 

55.000 . 

$20·,.000 

The CACD has analyzed Southwest's cash requirements. 

forecasts shown attached tc>. the application as Sc:bed~lea X &. XII of 

the Supplemental' Data as part of Exhibit :s and has concluded that 

internally qenerated' funds will provide 40.0% or$4s,OOO,OOO' .. in 
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,1988, 60.0\ or $45,000,000 in 1989 and 73.3" or $SS,OOO',OOOin 

1990. SOuthwest will need funds fro~ external sources amounting 

to $55,000,000 in 1983, $30,000,000 in 1989 and,$20,000,000 in 

1990. The CACDhas concluded that the proposed sale o~ Southwest's 

Debt Securities, as requested in the application, is necessary' 

to help meet SOuthwest's forecaated cash requirements. 

Eindings 2! ~ 

1. Southwest, a california corporation, operates as a 

public ' utility subject to the j urisd1ction, of this commission. 

2. The proposed sale of Southwest's Debt Securities would 

be tor proper purposes • 

3. Southwest needs external funds. tor the purposes set 

forth in the application. 

4 • The money-, property, or labor to- be procured, or paid. 

tor, by the ,proposed Debt securities is reasonably- required tor 

the puxposes specified in the application. 

S. 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 

tor ratemaking purposes., These, issues are normally tested. in 

general rate or rate base offset proceedings. 

7. 'l'here is no known opposition to the proceeding, and no­

reason to delay granting the authority requested. 
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~~mcl31sions 2! ltD' 

1., A public hearinq is not necessary. 

z. The application should. be qranted to the extent set, 

torth in theorder'whichtollows. 

The proposed issue, or issues, of Southwest's Debt 

Securities. is for, lawtul puxposes and the money, property, or 

labor to, be obtained therefrom is required for the purposes 

stated in the application: Proceeds from theis5ue, or issues, of 

Southwest's Debt Securities may not be charg'edto operatinq expen- ' 

s,es or income. 

The, following order should be 'effective on the date of 
, , 

siqnature and payment of the tee set by PO Code sections 1904 (l» 

and 1904.2 to -enable Southwest to issue its. Debt Securities 

expeditiously. 

IT IS ORDERED that: 

1. Southwest' Gas corporation (southwest) may, on or betore ' 

September 30, 1989', -issue and sell one or more series of its 

debentures,. unsecured notes, or promissory notes (Debt Securi­

ties), in the agqreqate principal. amount of up' to, $100,000;000,. 

at any, time or tromtime'to ttme, in one or more financing'S by 

lIleallS o't c:ompetitive bidding', neqotiated publicotterings,. and/or 

neg'otiated private placements.. 

2'. Southwest's Debt Securities are exempt from, the 

Commission ',s competitive Bidding RUle set forth' in Decision' 38:6-14 
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dated January 15,. 1946 incase 4761, as amended and a.'lloo1.fied by 

Commission Resolution F-616 dated. october 1, 1986 ~or .ales eftec­

tedeith~r by means of negotiated public offerings or negotiated: 

private placement. Southwest may also sell its Debt seeuritiesby 

means of competitive bidding-

3. It Southwest's Debt Securities are sold by means of 

competitive bidding, Southwest shall file a written report with 

the commission sbowing~ for each bid received,,.. the name ot the 

bidder, the price" the interest rate and the cost of money' to the 

company based on the,price and interest rate. 

4. If Southwest'tl, Debt Securities are sold in a public 

offering, as soon as available, Southwest shall file" with the 

Commission Advisory and Compliance Division, three copies-of its ' 

tinal, prospectus" or other oftering documents,. pertaininq to" the 

Debt securities. 

s. If Southwest's Debt Securities are sold-by private 

placements or negotiated pUblic offerings, within 30 days"after 

their'issuance and sale, Southwest shall file a. report,. with the 

commission, settinq forth, the reason the company believes the 

resulting interest rate'andc:ost of money were ad.vantageous to· the 

company arid its ratepayers. ' 

6. Southwest shall use the net proceeds from, the sale- ot, 
. .. . 

its Debt Securities for the' purposes. set forth in the application. ' 

7. ,The commission does 'not, by this decision, det"rmine 

,', '.,', that SOuthwest's. proposed construction is' necessary or reasonable 
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tor ratemakinqpurposes. ··These issues. are normally· teated.' in' 

qeneral rate or rate base offset proceedinqs. 

S.. Southwest, may execute and deliver indentures consistent 

with the terms and conditions set torth in the application. 

9. Southwest shall tile the reports required by General 

order Series 24. 

1.0.. '!'his application is qranted as set' torth a))ove ... 
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The authority granted by this order will becomeettec':" 
. , 

tive when SOuthwest pays $9100, the fee. set~y PUblic utilities 

Code Sections -1904 (l»and 1904.2. . .In all other respects, this. 

order is etfectivetoday. 

Dated' DEC 9·1988 , at san Franciscc>,' california .. .. 
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