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In the Matter of the Application of Southwest

Gas Corporation for a Waiver of Certain DOCKET NO. G-01551A-12-

Affiliated Interest Rules, or in the Alternative,

Prior Approval of Certain Transactions. APPLICATION
APPLICATION

Introduction.

1. Pursuant to Section R14-2-806 of the Arizona Administrative Code
("“A.A.C."), Southwest Gas Corporation (“Southwest Gas” or “Company”) hereby
submits its application to the Arizona Corporation Commission (“Commission”)
requesting to update its existing limited waiver of the affiliated interest requirements
established by Section R14-2-804.B.2 and for an additional limited waiver of the
affiliated interest requirements set forth in R14-2-804.B.1 and B.3 of the A.A.C., or in
the alternative, Southwest Gas requests prior approval of certain affiliate transactions.
For the reasons set forth herein, Southwest Gas respectfully submits that the request
for a limited waiver is in the public interest. Further, to the extent prior approval is
sought as an alternative to the limited waiver, Southwest Gas submits that such
approval: (i) will not impair the financial status of Southwest Gas; (i) will not otherwise
prevent Southwest Gas from attracting capital at fair and reasonable terms; and (iii)
will not impair the ability of Southwest Gas to provide safe, reasonable, and adequate

service to its customers, all in accordance with A.A.C. R14-2-804.C.
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2. Southwest Gas is a corporation in good standing under the laws of the
state of Arizona, is a corporation duly organized, validly existing, and is qualified to
transact intrastate business.

3. Southwest Gas’ corporate offices are located at 5241 Spring Mountain
Road, P.O. Box 98510, Las Vegas, Nevada 89193-8510. Communications regarding

this application should be addressed to:

Jason S. Wilcock, Esq. Debra S. Gallo

Senior Counsel Director/Government and
Southwest Gas Corporation State Regulatory Affairs

P.O. Box 98510 Southwest Gas Corporation

Las Vegas, Nevada 89193-8510 P.O. Box 98510

Telephone: (702) 364-3227 Las Vegas, Nevada 89193-8510

Email: jason.wilcock@swgas.com Telephone: (702) 876-7163

Email: debra.qgallo@swgas.com

4. Southwest Gas is a public utility subject to the jurisdiction of the
Commission pursuant to Article XV of the Arizona Constitution and the applicable
provisions of Title 40 of the Arizona Revised Statutes. Southwest Gas is engaged in
the retail distribution, transportation, and sale of natural gas for domestic, commercial,
agricultural, and industrial uses. Southwest Gas currently serves approximately 1.9
million customers in the states of Arizona, California, and Nevada. Approximately 54
percent of the Company’s customers are located in the state of Arizona, including
portions of Cochise, Gila, Graham, Greenlee, La Paz, Maricopa, Mohave, Pima, Pinal,
and Yuma counties. For operational purposes, Southwest Gas’ Central Arizona
division is headquartered in Phoenix and its Southern Arizona division is
headquartered in Tucson.

A.A.C. R14-2-804.B.2.

5. A.A.C. R14-2-804.B.2 requires a utility to obtain Commission approval to

make loans to any affiliate not regulated by the Commission, with the exception of

short-term loans for a period less than 12 months in an amount less than $100,000.
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6. On or about November 16, 1992, Southwest Gas filed an application for
a limited waiver from compliance with A.A.C. R14-2-804.B.2 (Docket No. U-1551-92-
325). This application was subsequently granted, subject to certain conditions
(Decision No. 58162). Specifically, the Commission increased the exception stated in
A.A.C. R14-2-804.B.2 to permit Southwest Gas to make advances or loans to certain
affiliates (specifically Paiute Pipeline Company (“Paiute”), Southwest Gas
Transmission Company (“SGTC"), Carson Water Company (“Carson”), and in a later
decision Northern Pipeline Construction Company, now NPL Construction Co. (“NPL")
(Decision No. 50502)) not to exceed $13 million in any 12-month period, without prior
Commission approval. In doing so, it was recognized that it was unnecessary for the
Commission to approve every small advance or loan made by Southwest Gas.

7. It has been nearly twenty years since the Commission increased the
threshold amount that Southwest Gas was allowed to lend to certain affiliates
pursuant to A.A.C. R14-2-804.B.2. Since that time, the financial strength of the
Company has improved dramatically. For instance, Southwest Gas has experienced
the following improvements: (i) total assets have more than tripled from approximately
$1.27 billion to $4.0 billion; (ii) the total common equity ratio has increased from
approximately 35% to 53%; and (iii) the Company’'s credit ratings have improved
(specifically, Southwest Gas' credit rating with Moody’s has improved from Ba1 to
Baa1, its rating with S&P has changed from BBB- to BBB+, and its rating with Fitch
has improved from BB+ to A-). Accordingly, Southwest Gas respectfully requests the
Commission update the affiliate loan threshold established by A.A.C. R14-2-804
and Decision No. 58162 to reflect the current facts and circumstances that formed
the basis for this limited exception twenty years ago.

8. The current threshold amount of $13 million represented approximately
1% of the Company’s total assets at the time it was approved. This threshold amount,
in relation to the Company’s then total assets, was evidently determined to represent

the size of transaction that did not warrant Commission review or approval. In order to
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true-up this amount to accurately reflect the Company’s current financial condition,
Southwest Gas seeks to update the $13 million affiliate loan threshold to $40 million
in any 12-month period, returning the threshold-to-total asset ratio to 1%. As a
consequence, the requested increase will not have a material adverse effect on the
financial status of Southwest Gas or its ability to provide safe, reasonable, and
adequate service to its customers.

9. Southwest Gas’ affiliates have experienced, and it is reasonably
expected that they will continue to experience, increased business and development
opportunities. Many of these opportunities have and will likely involve affiliates
seeking financing from Southwest Gas. The requested update to the existing
limited waiver will increase administrative efficiency and lower administrative costs by
eliminating the need to file applications for approval for each of these proposed
transactions.

10.  Further, the Commission’s ability to oversee more significant affiliate
transactions would not be compromised as a result of the requested increase, as
Southwest Gas would still be required to seek approval of advances or loans to
affiliates that exceed $40 million in any 12-month period. Thus, Southwest Gas’
request, together with its related limitations, serves and protects the interests of the
Arizona customers as the requisite checks and balances remain in place for more
significant transactions.

11.  In addition, Southwest Gas’ affiliates have changed (and may continue
to change) since the original waiver request twenty years ago. As a result, Southwest
Gas further requests that the $40 million threshold not be limited to Paiute, SGTC,
Carson, and NPL, but rather be expanded to include all existing and future Southwest

Gas affiliates.
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A.A.C. R14-2-804.B.1.

12.  A.A.C. R14-2-804.B.1 requires a utility to obtain Commission approval
prior to obtaining “a financial interest in any affiliate not regulated by the Commission,
or guarantee, or assume the liabilities of such affiliate.” In Decision No. 58063, the
Commission further elaborated on this regulation by requiring prior Commission
approval when a utility: “(1) obtains its initial financial interest in an affiliate not
regulated by the Commission; (2) guarantees or assumes the liabilities of such
affiliate; or (3) either increases or decreases its financial interest in such an affiliate in
an amount in excess of the . . . ‘exempt amounts’, which vary depending on the
utility’s pre-existing utility assets in all jurisdictions including Arizona.” For purposes of
the “exempt amounts” referred to in Decision No. 58063, with assets now totaling
approximately $4.0 billion, Southwest Gas is currently permitted to increase or
decrease an existing financial interest in non-regulated affiliates in the cumulative
amount of $50 million per year without prior approval.

13. Based in part on this authorization, Southwest Gas requests a similar
limited exemption or waiver, or in the alternative, approval, to allow it to obtain an
initial financial interest in non-regulated energy or construction related businesses in
the current cumulative amount of $50 million per year, without having to seek prior
Commission approval. Southwest Gas does not believe that extending a similar
limited exemption to initial investments in new non-regulated affiliates, as opposed to
investments in existing non-regulated affiliates, would have any material adverse
effect on the Company or its customers. The overall impact of an investment, whether
it be in a new or existing affiliate, is substantially similar, if not the same, and such
transactions should be treated consistently. Especially since the limited exemption
would be applicable to new affiliates that engage in existing lines of business — energy
or construction.

14.  In addition to not having an adverse impact on customers, the requested

extension may also benefit them in many instances. For example, customers will be
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able to remain confident in the quality and reliability of the service they are provided
as a result of the enhanced overall financial strength of the Company. The creation or
acquisition of new affiliates may also result in the reduction of certain costs as
efficiencies are gained. Further, allowing Southwest Gas to invest in new affiliates
engaged in existing lines of business will enable it to gain further insight into and
experience with providing energy and construction services, which the Company will
be able to use to enhance the safe and reliable service that it provides to its
customers.

15.  Southwest Gas is periodically presented with opportunities to invest in
various business ventures associated with energy and construction services. One
historical impediment to Southwest Gas consummating such transactions has been
counterparty perception that required Commission review and approval cduld involve
lengthy delay and uncertainty that would not otherwise be experienced in transacting
business with non-regulated investors. This regulatory anxiety has caused potential
business partners to look past Southwest Gas in favor of entities who are able to
ensure more expedient and conventional transactions. In order to avoid such missed
opportunities in the future, and to continue with its ongoing and successful competition
in the current and evolving market for energy and construction related services,
Southwest Gas seeks the relief requested herein. In addition, such a limited waiver
will likely result in administrative efficiencies and lower administrative costs by
eliminating the need to file applications for approval for each of these proposed
transactions.

16. Southwest Gas anticipates funding any transactions made pursuant to
the waiver or approval sought herein with internally generated funds or use of its
existing line of credit. All such investments made by Southwest Gas will be accounted
for at the shareholder level and, for regulatory purposes, these investments will be
segregated from regulated utility operations. As a consequence, the funding of these

transactions by Southwest Gas will not directly impact the Company’s customers.
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17.  Further, with total current assets of approximately $4.0 billion, the
currently requested annual initial investment authorization of $50 million represents
only slightly more than 1% of Southwest Gas’ total assets, and is consistent with the
current approved threshold amount for increasing or decreasing its financial interest in
non-regulated affiliates. Based thereon, this sought after limited waiver or pre-
approval will not have a material adverse effect on the financial status of Southwest
Gas or its ability to provide safe, reasonable, and adequate service to its customers.

18. Southwest Gas expects that the operations of the Company and any
applicable affiliate will remain independent and distinct following any transaction made
under the waiver sought herein. Specifically: (i) the management and operations of
the applicable affiliate will be the sole responsibility of the affiliate, and, as such, will
not impact the quality of Company management currently in Arizona; (ii) Southwest
Gas management and personnel will have no more than oversight responsibility as
the parent company; (iii) any offices or facilities of the affiliate will be separate from
those of Southwest Gas; and (iv) separate bank accounts will be maintained by such
an affiliate and funds will not be commingled with Southwest Gas accounts.

19.  Notwithstanding Commission approval of this request, Southwest Gas
and any affiliates with which the Company makes an initial investment will continue to
be subject to the various requirements under A.A.C. R14-2-804.A regarding access to
books and records and A.A.C. R14-2-805.A regarding annual reports of information
concerning the ongoing and planned activities of Company affiliates. Continued
compliance with these requirements will protect the Commission’s ability to regulate
the public interest and exercise oversight of Southwest Gas and its affiliates by
guaranteeing access to this information, all to the benefit of Southwest Gas
customers.

20. Moreover, Southwest Gas would still be required to seek Commission

approval of initial financial investments in non-regulated affiliates which exceed the

$50 million cumulative exemption in any 12-month period. This added safeguard
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further serves and protects Southwest Gas’ customers by requiring approval of more
significant transactions.

A.A.C. R14-2-804.B.3.

21. Pursuant to AA.C. R14-2-804.B.3, a utility is required to obtain
Commission approval prior to using “utility funds to form a subsidiary or divest itself of
any established subsidiary.”

22. For many of the same reasons discussed above, Southwest Gas further
requests a limited exemption or waiver, or in the alternative, approval, to allow it to sell
its interest in a subsidiary, without having to seek prior Commission approval.’

23.  Given the improved financial strength of the Company, Southwest Gas
does not believe that extending a limited exemption for the sale of its subsidiaries
would have any material adverse effect on the Company or its customers. Indeed, in
entering into such a transaction Southwest Gas has every interest in maximizing its
return on the sale. Further, this limited waiver will not negatively impact Southwest
Gas' customer servicé, and there will be no change in the current rates or terms and
conditions of service as a result of this exemption. ,

24.  Notwithstanding this request, Southwest Gas recognizes that such a
request would have no effect on its related, but separate, obligation under A.A.C. R14-
2-804.B.3 to seek Commission approval prior to using utility funds to form a
subsidiary, to the extent such a transaction would not otherwise qualify under the
other requested and/or existing limited waivers and affiliate transactions that
Southwest Gas is currently authorized to engage in without seeking prior approval.

Accordingly, this limited waiver request is appropriate.

' Notwithstanding this request, to the extent Southwest Gas seeks to sell or otherwise dispose of it
interest in an affiliate that sells either the gas engine driven air conditioning or gas heat pump units, if

would first request Commission approval in accordance with Decision No. 73555.




—t

o ©OW 0O N O 0o B~ W P

Conclusion.

25. The requested update to the existing limited waiver of the affiliated
interest requirement established by Section R14-2-804.B.2 is simply an effort to
update Southwest Gas’ existing affiliated interest exemptions and exceptions to reflect
the current circumstances and financial condition of the Company. Furthermore, the
request for limited waiver of the affiliated interest requirements set forth in R14-2-
804.B.1 of the A.A.C., or in the alternative, request for prior approval of certain affiliate
transactions, is nothing more than a narrowly tailored requested extension of an
existing limited waiver, which permits Southwest Gas to increase or decrease its
financial interest in non-regulated affiliates up to $50 million per year. Finally,
Southwest Gas’ request for a limited exemption or waiver of the requirements set forth
in Section R14-2-84.B.3, or in the alternative, approval to conduct certain affiliate
transactions thereunder, will allow Southwest Gas to focus its resources on the
Company’s growth, thereby enhancing its ability to capitalize on opportunities which
are beneficial to both its shareholders and customers.

26. Notwithstanding these requests, Southwest Gas has been — and will
continue to be — primarily a regulated natural gas distribution company with limited
unregulated (but related) business interests, and nothing in this filing should be
construed as foreshadowing a changed business posture for the Company. The
narrow requests made herein all but insure Southwest Gas’ continued business
profile, albeit for a Company that has seen its assets triple over the past 20 years to
approximately $4 billion. Further, in light of the existing limited waivers and the
affiliate transactions that Southwest Gas is currently authorized to engage in without
seeking prior approval, the updates and limited waivers requested herein will not have
a material adverse effect on Southwest Gas customers. Indeed, customers, as well

as the Commission and the Company, will benefit from the requested relief in that the

limited waivers will result in an increase in administrative efficiency and lower related
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administrative costs through eliminating the need to file applications for approval
under the circumstances set forth herein.

WHEREFORE, Southwest Gas respectfully requests that the Commission

issue a final order:

A. Granting Southwest Gas a limited waiver of the affiliated interest
requirements established by Section R14-2-804.B.2 of the A.A.C. and
Decision No. 58162 by increasing the current $13 million affiliate loan
threshold to $40 million per year, or in the alternative, granting Southwest
Gas prior approval to accomplish the same;

B. Granting Southwest Gas a limited waiver of the affiliated interest
requirements established by Section R14-2-804.B.2 of the A.A.C. and
Decision No. 58162 by expanding the affiliate loan threshold to include all
existing and future Southwest Gas affiliates, or in the alternative, granting
Southwest Gas prior approval to accomplish the same; |

C. Granting Southwest Gas a limited waiver of the affiliated interest
requirements established by Section R14-2-804.B.1 of the A.A.C. and
Decision No. 58063 by allowing Southwest Gas to obtain an initial financial
interest in non-regulated energy or construction related businesses in the
current cumulative amount of $50 million per year, without prior Commission
approval, or in the alternative, granting Southwest Gas prior approval to
accomplish the same;

D. Granting Southwest Gas a limited waiver of the affiliated interest
requirements established by Section R14-2-804.B.3 of the AA.C. by
allowing Southwest Gas to divest itself of any established subsidiary without
prior Commission approval, or in the alternative, granting Southwest Gas

prior approval to accomplish the same; and

10




1 E. For such other relief as this Commission deems appropriate.
2 Dated this 20" day of December 2012.
3 Respectfully submitted,
4 SOUTHWEST GAS CORPORATION
5
: A
7 nS. W|Ico k, Esq.
8 Arlzona B 028§356
5241 Spring Mountain Road
9 Las Vegas, Nevada 89150
Telephone: (702) 364-3227
10 Facsimile: (702) 252-7283
11 Email: jason.wilcock@swgas.com
12 Attorney for Southwest Gas Corporation
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