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M E M O R A N D U M  

FROM: Utilities Division 

DATE: May 29,2013 

RE: SOUTHWEST GAS COWOMTION - APPLICAOW FOR A WAIVER OF 
CERTAI[N AFFILIATED INTERESTS RULER OR IN THE ALTEFCNATIVE, 
PRIOR GPROVAL OF CERTAIN TRA?JSACTIONS (DOCKET NO. 
G-0155 1A-12-0497) 

Backwound 

Amlication. On December 21, 2012, Southwest Gas Corporation (“Southwest” or 
“Company”) filed an application requesting limited waivers of A.A.C. R14-2-804.B.1-3 of the 
Commission’s AfEliakd Interests Rules. These waivers would allow Southwest to make certain 
loans and i n v m m t s  involving unregulated affiliates, y d  to sell interests in certain 
subsidiaries, without prior CommisSr”0n appoval. In the dt&&ive, Southwest requests prior 
approval of certain affiliate transactions. 

- Rules. The language of R14-2-804.B.1-3 of the Commission’s Affiliated Interest Rules 
is quoted below: 

“B. 
appmvul by the Cowmission: 

A utility will not consummate the following transactions without prior 

1. 

2. 

3. 

Obtain a financial interest in any aflliate nolf regulated by the 
Commission, or guarantee, or assume the liabilities sfsuch affiliate; 

Lend to any aflliate not regulated by the Commissiona with the exception 
of short-term loans for a period less than 12 month in an amount less 
than $lOO,OOO; or 

Use utility f inds to form a subsidiary or divest itself of any established 
subsidiav. ” 

Existing LiDBited Waivers. Limited waivers of R14-2-804.B.1 and B.2 were previously 
approved for Southwest. Decision Nos. 58162 (Feb. 4, 1993) and 59502 (Jan. 31, 1996) raised 
the level of loans that c m  be made to specified affiliates without prior Commission approval 
from $100,000 to $13 million. Decisiob No. 58063 (Nov. 3,1992) allowed existing investmenB 
to be increased or decreased by various amounts, depending on the total value of a utility’s 
assets. (Based on Southwest’s assets, the increase or decrease can be up to $50 million.) 
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Southwest is currently requesting waivers or, in the altemative, prior approval for the 
following: 

0 Loan Threshold. Southwest 'has d to increase the mount it miry advance or 
loan to affiliates within a 12-month period without Commission approval. The 
Company wants to increase the threshold fi-om $13 million to $40 million. In 
communications with S M ,  the Company clarified that it was asking for a total 
limit of $40 million per year, rather than $40 million per affiliate per year. In 
addition, the Company has proposed an overall csp of $120 million, meaning that 
the total amount in outstanding loans (accumulated over multiple years) could not 
exceed $120 million. 

Loans to All Affiliates. Southwest has asked that it be allowed to make loans and 
advances to all its existing and future affiliates, rather than to a list of specific 
affiliates. 

Financial Interests in Non-regulated Businew. Southwest has asked that it be 
allowed to obtain initial h a n d  mtmests in non-regulated energy or 
construction-related businesses for up to $50 W o n  per year, without prior 
Commission appr&al. Southwest is m e n t l y  only allowed to increase or 
decrease an existing financial interest in m-regulated affiliates up to $50 million 
per year without Commission approval. 

Sale of Subsidiaies. Southwest has asked that it be allowed to sell interests in 
subsidiaries without seeking prior Commission approval, with the exception of 
subsidiaries selling the gas air conditioning or gas heat pumps (in accordance with 
Decision No. 73555 [Oct. 17,2012]). 

0 

0 

0 

Potential Issues Related to Affiliate Transactions 

Background. As stated in.Decision No. 56618 (Aug. 25, 19891, the Commission's 
affiliated interests rules were originally designed with four basic principks in mind: 

"First, utility finds must not be commingled with non-utility fin&. 
Second, cross-subsidization of non-utility activities by utility ratepayers must be 
prohibited. Third, the financial credit of the utility must not be negatively a#kcted 
by non-utility activities. Fourth, the utility and its afiliates must p r d d e  the 
Commission with the information necessary to cany out its regdatory 
responsibilities. "1 

1 Decision No. 56618 at 2:2-8 
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Potential Issues. Southwest has indicated that any losses associated with loiurs-or 
investments related to its affiliates would be absorbed by shareholders. However, transactions 
between regula@ utilities and their urregula4ed rlffiliates can impact the financial health of 
those utilities, thereby directlcy or i n & d y  impacting the rates paid by utility c u s t o m .  

More specifically, al issues arising &om miate tramtctions inela.de the 
following: (i) losses may be ed by ra‘tepayers; (for example, costs may be shifted fiom an 
UnregIZlated affiliate to a utility due to the higher probability of recovering costs though the 
utility.); (ii) impacts to 8 utility’s credit rating may increase tbe cost of borrowing by the utility; 
(iii) impacts to a utility’s finrsncial health may affect the quality or cost of service to ratepayers; 
(iv) utility assets necessary for the provision of service, including customer deposits, could be 
used as collateral for t r w o m  with mgulated affilates; (v) there ,may be overcharges 
arising from ttansactiom between the utitity and an affiliate, where prices are not based on the 
mark6 and .(vi) tmmparmcy of records, data and information pertaining to the regulated utility 
could be impacted. 

Mitia attan of Potential Issues. The issues listed in (i) through (v) can be mitigated, in 
part, by limiting thcr size and type of affiliate transaction that can go f o m d  without prior 
Commission approval. The waivers requested in the current application would allow larger loans 
and a wider variety of trawwtions to go forward without prior Cbmnission review and approval. 

With respect to’issue (iv), in addition, Staff recormnends that Southwest not use utility 
assets necessary for the provision of service, including cust.omer deposits, as collateral in any 
affiliate transactions. 

Issue (vi), maintez3ance of transparency, is addressed in the Commission’s Riiles. Ri4-2- 
804.A provides, among o k  things, that “[a] utility will not Qansact business with an affiliate 
unless the affiliate es .to provide the Commission access to the books and records of the 
affiliate. . . .” 

ti& of cusb mer Data. There is, in additim, the issue of protecting utility confiden 
customerdata. l t hnkmq &e confjdmWty of customer data is important in order to (i) 
.protect custpmers’ privacy; and (ii) protect customers’ fhncial;&a. An additional issue is that 
exclusive access to a utility’s customer database may provide an unfair competitive advantage to 
the utility’s unregulated atEliah. S W  reGommds that access to Southwest customer data 
remain confidential &om Smthwest’s unregulated affiliates, 

. . .  

Loan.Threshold 

Backszrcwnd. In Decision No. 58162, the Commission approved Southwest’s application 
for a limited waiver of R14-2-8M.B.2. R14-2-804.B.2 limits loans to affiliate to less than 
$lOO,OOO, far a periodof less than 12 months, without prior Commission @*Val of the affiliate 
tramaction. Decision No. 58162 increased the cap to $13 million on loans or advances to Paiute 
Pipeline Company (“Paiute”), Southwest Gas Transmission Company (“SGTC”), and Carson 

http://inela.de
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Water Conqany (“Carson”) without prior Commission appmval. The Decision also ordered 
that: 

“. . .when Southwest Gas makes advances or loans to Paiute, SGTC and/or 
Carson lpursuant to existing notes, or otherwise) which exceed $13.0 million in 
any I2  month period, Southwest Gas must apply for apgrod under A.A.C. 814- 
2-804.B.2. for any additional transactions between Southwest Gas and Paiute, 
SGTC or Carson for which any bonds, notes, or other evidences of indebtedness 
are issued by any of those subsidiaries to Southwest Gas.’* 

Northern Pipeline Construction Company, now NPL Constru&ion Company (‘WL”) was added 
to the list of affiliates eligible for loans or advances in Decision No. 59502. 

Southwest now wants to increase the threshold from $13 million to $40 million. In 
communications with Staff, the Company clarified that it was asking for a $40 million limit, in 
the aggregate, rather than per affiliate. 

Southwest also reports that it has (i) i n c r d  its assets fi-om $1.27Mlion to $4.0 billion; 
(ii) experienced an increase in its total common equity ratio fim 35% to 53%; and (iii) 
experienced m increase in its credit ratings, from Bal to Baal (Moody%), h m  BBB- to BBB+ 
(S&P) and from BB+ to A-pitch). The Company states that the original $13 milfion threshold 
was set when it represented approximately 1% of Southwest’s total as&s and that the $40 
million currently being requested would represent approximately 1% of its present-day assets. 

The Company’s affiliates do not currently owe on any loans from Soathwest. The 
highest loan balance was $35.5 million, in January 2005.’ The $35.5 million balance was 
associated with a $22 rni€lion loan to Paiute for the purchase of B natural gas storage Eacility and 
associated pipeline. (The $22 million loan was approved by the ComPnission in Decision No. 
67520. [Jan. 20,20051) 

Southwest believes that the updated threshold would increase administrative efficiency 
and lower administrdve costs by eliminating the need to file appJidons regarding short-term 
loans or advances to affiliates of $40 million or less. 

In addition to the $40 million annual limit, in communications with Staff, Southwest 
proposed a $120 million total overall cap for loans or advances to its affiliates, without prior 
Commission approval. This proposal would allow Southwest to make loans or advances to its 
affiliates equaling up to $120 million over time (with a $40 million per year h i t ) ,  without 
Commission approval. 

Analysis. Increasing the loan cap to $40 million allows outhwest the flexibility to make 
loans to its unregulated affiliates without prior approval fiom the Commission, but still limits 
potential impacts to &e overall financial health of the utility. Such an increase would 6ssentially 

2 DecisionNo. 58162 at 5:24-6:3. 
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reflect an update in the dollar amount that can be loaned, while maintaining the overall cap at 1% 
of the Company’s assets. 

A $120 million o v d l  cap would increase the current ‘cap by more than $100 million. 
Neither t4e benefit nor the necessity of such alarge increase has been demonstrated. 

Staff believes the increase m Southwest Gas’ credit ratings, which have resulted kom a 
series of &&t-supportive palicies adopted by this Commissioq, should be caremy protected 
and p remed  for tbe benefit of Southwest Gas’ ratepayers, not its affiliates. Increasing the 
overall cap to $120 million may expose the Company, and its rate payers, to excessive risk. 

Staff recommends that Southwest’s proposal to increase its loan 
threshold to, $40 m i o n  without prior approval be approved, but be &ted as a total eap. 
Outstanding advances or loans to affiliates should not, at any one time, exceed $40 million 
without prior approval fhm the Commission. 

Staff recorn& that the $120 million total cap on loans oz advances to affiliates 
without prior Commission approval not be approved. If the Company believes that a loan above 
the $40 million cap is necessary and beneficial to its ratepayers, the Company cafl seek approval 
of the loan k m  the Commission. 

Loans to All Afiliates 

Backtzround apd Rationale. Decision Nos. 58162 and 59502 allowed Southwest to make 
loans or advances of up to $13 million without prior approva4 ;but limited the affiiiates eligible 
for such loans or advances to Paiute, SGTC, Carson, and WL. In the current application, 
Southwest indicated that its affiliates have changed and m y  continue to change and that the new 
threshold “not be limited to Paiute, SGTC, Carson, and NPL, but rather be expanded. to include 
all existing and future Southwest Gas affiliates.” 

Analysis. Southwest has not supplied suEcient information to support an expansion of 
eligibility to existing and kture affiliates. The waiver is overbroad, particularly with respect to 
its proposed expansion of eligibility to all fbture affiliates, the -e and financial condition of 
which are unknown. 

Recommendation. Staff recommends that Southwest’s proposal to automatically expand 
eligibility for loans to all current and fhture affiliat& not be appgoved. 

Staff also recommends that, if Southwest wishes to expand eligibility for loans, the 
Company file an application specifying the affiliate or affiliates that it proposes to make eligible 
and supply information, inchding the name, business type, and financial condition of each such 
affiliate, along with the nature of the loans that Southwest contemplates. This will allow the 
Commission ae ogpothrnity to evaluate the creditworthiness of the affiliate and weigh risk to 
Southwest Gas’ ratepayers. 
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Financial Interests, in Non-reaulated Businmsq 

Background. Decision No. 58063 required prior Commission approval for (i) initial 
investments in affiliates not regulated by the Commission; (ii) guaninteeing or assuming the 
liabilities of an unregulated affiliate; and (iii) increasing or decreasing its finanoial intentst in an 
unregulated affiliate by an amount in excess of $50 million (based on assets in the range of $3-6 
billion). In addition, Decision No. 58063 provided an exemption for Bxisting investmen@. The 
exemption allows utilities with assets in the $3-6 billion ran@ 
investments in a cumulative amount of $50 million or less without prior 

In its application, Southwest has asked for a waiver fkom (i), the limitation on making 
initial investments in affiliates without prior Commission approval. Southwest has askd that it 
be allowed to obtain an initial financial interest in non-regulated energy or oumtrudon-related 
businesses for up to $50 million per year, without prior C o d s s i o n  approval. 

The $50 Million Per-Year Cap. Decision No. 58063 states that “[tlhe ‘exempt amounts’ 
are to be measured on a cumulative basis over the calendar year in w&h the transact.ions will be 
made.” As an annual limit, as opposed to an ovaall limit, investments made without 
Commission review could accumulate over successive years ($fiO-million in Year 1, inmasing to 
$100 million in Year 2, and to $150 million in Year 3, etc.). Currently, however, any multi-year 
accumulation of investment is limited to only those companies where Southwest has existing 
investments. 

Rationale. Southwest states that “the overall impact of an investment, whether it be in a 
new or existing affiliate, is substantially similar, if not the same, and such transactians should be 
treated consistently.” Southwest asserts that easing its ability to invest in new businesses will 
improve its financial strength, reduce costs as efficiencies are acquired and enhance service 
based on the insight and experience acquired from such investments. The Compmy also states 
that the time and uncertainty involved in the regulatory process has discouraged potential 
business partners and that such a waiver would not have a material &me impact on either 
Southwest or its customers. 

Analvsis. Southwest can currently invest up to $50 million each year without 
Commission approval, by increasing or decreasing existing investments in unregulated affiliates. 
The requested waiver would significantly broaden that latitude by allowing Southwest to invest 
up to $50 million per year, without prior Commission approval, in any company, or companies, 
that it considered energy- or construction-related. If a waiver is approved, Southwest could 
accumulate successively larger investments in companies over which the Commission has no 
direct authority and about which the Commission has no information, beyond the fact that 

’ Southwest deems them energy- or construction-related. 

Staff does not agree that there is little or no difference between an initial investment and 
changing the level of an existing investment. Eliminating prior approval for initid investments 
could eliminate the Commission’s ability to assess the level of risk associated with 11 specific 
unregulated entity. Moreover, waiver of prior approval, combined with the Company’s existing 
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ability to invest $SOe million each year, would substantially limit the Commission’s .ability to 
oversee transactions potentially large enough to materially and adversely impact Arizona 
ratepayers. 

Rem-& ‘on. Staff recommends that Southmt’d propod that it be allowed to 
obtain up to.$50 million yearly in initial financial i n v e s m b  without prior approval by the 
Commission not be approved. Southwest still has the abiliq to file an application *th the 
Commission for approval of initial investments. 

Sale of Subsidiaries 

Southwest has aslced h r  a limited exemption to R14-2-8W.B.3, which requires a utility to 
obtain prior approval for using “utility funds to form a subsidiary or divest itself of any 
established subsid~ary.” The Company has asked to be allowed to sell interests in subsidiaries 
without seeking prior Commission approval (with the exception of subsidiaries selling the gas air 
conditioning or gas heat pumps, as discussed in Decision No. 73555). 

Rationale. The application states that in selling a subsidiary Southwest “has every 
interest in maxhking its return on the sale. Further this limited waiver will not negatively 
impact Southwest Gas’ customer service, and there will be no change in tbe current rates or 
terms and conditions of service as a result of this exemption.” 

Analwig. Waiving this exemption does not benefit ratepayers. Staff believes that such 
transactions should continue to be subject to prior Commission approval in order to ensure that 
ratepayer interests have been adequately protected. 

Staff recomfgends that Southwest’s proposal that it be allowed to divest itself of a 
subsidiary without prior Commission approval not be approved. 

Additional Recomrn endation 

Southwest requested waivers or, in the alternative, that the Commission grant prim 
approvals. SWrecomgaends that the Commission not grant any prior approvals with respect to 
loans or investments relating to its affiliates, or with respect to sales of its subsidiaries. 

SllmmW of Recommendations 

e 

Staff recommends the following: 

that Southwest not use utility assets necessary for the provision of service, including 
customer deposits, as collateral in any affiliate transactions; 

that Southwest’s customer data remain confidential with respect to Southwest’s unregulated 
affiliates; 
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0 that.So-s proposed increase to $40 million in loam or advances to &bates be 
approved, but be treated as a total cap; 

that the $120 million total cap on loans or advances to affiliates witbut prior Commission 
approval not be apprc%wj; 

0 that Southwest’s proposal to automatically expand eligibility for loans to all cwrrent aad 
fbture affiliates not be approved, 

0 that, if Southwest wishes to expand eligibility for loam, the Company file 813. application 
specifying the affiliate or affiliates that it proposes to &e eligible and supply information, 
including the name, business type, and financial condition of each such affiliate, along with 
the nature of the loans that Southwest contemplates; 

0 that Southwest’s proposal that it be allowed to obtain up to $50 mi 
financial investments without prior approval by the Commission 

0 that Southwest’s proposal that it be allowed to divest itself of a subsidiary without prior 
Commission approval not be approved; and 

0 that the Commission not grant any prior approvals with respect to loans or investnmts 
relating to Southwest’s affiliates, or with respect to sales of its suhidiaaies. 

Director 
Utilities Division 

SMO:JMK:sms\SH 

ORIGINATOR: Julie McNeely-Kirwan 
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BY THE COMMISSION: 

J?lNDLNGS OF FACT 

1. Southwest Gas corporation (“Southwest” or “the Companf’) is engaged in providing 

natural gas service within portions of Arizona, pursuant to authority granted by the Arizona 

Corporation Commission. 
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BEFORIX THE ARIZONA CORPORATION CONMISSION 

BOB S m  

GARY PIERCE 

BRENDABURNS 

BOB BURNS 

SUSAN BI”ER SMITH 

chakman 

Commissioner 

Commissioner 

Commissioner 

commissioner 

IN THE MATTER OF SOUTHWEST GAS 
CORPORATION’S APPLICATION FOR A 
WAIVER OF CERTAIN AFFILIATED 
IN‘IBWTS RULES, OR IN THE 
ALTERNATIVE, PRIOR APPROVAL OF 
CERTAIN TRANSACTIONS 

OpenMeeSiSg 
June 11 and 12,2013 
Phoenix, Arizona 

DOCKET NO. 6-01551A-12-0497 

DECISION NO. 

ORDER 
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2. ADD lication. On December 21,2012, Southwest Gas Corporation filed an application 

requesting limited waivers of L A C .  R14-2-804.B.1-3 of the Commission’s ABEiliated Interests 

Rules. These waivers would allow Southwest to make certain loans and investments involving 

unregulated aflihtes, and to sell interests in certain subsidiaries, without prior Commission 

approval. In the alternative, Southwest requests prior approval of certain affiliate transactions. 

... 
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3. Rules. The language ofR14-2-804.B.1-3 of the Commission’s &liated interest rule! 

.s quated below: 

“B. A utility will not consummate the following t.ram&*om withoutprior 
approval by the Commission: 

1. Obtain a financial interest in any afiliute not regulated by 
the Commission, or guarantee, or assme the liabilities of 
such afiliate; 

2. Lend to any afiliate not regulated by the Commirsion with 
the exception of short-term loans fur a period less than I 2  
months in an amount less than $100,000; or 

3. Use utility finds to form a subsidiary or divest itself of any 
established subsidiary. ’’ 

4. Existing Limited Waivers. Limited waivers of R14-2-804.B.1 and B.2 were 

reviously approved for Southwest. Decision Nos. 58162 (Feb. 4, 1993) and 59502 (Jan. 31, 

996) raised the level of loans that can be made to specified affiliates without prior Commission 

pproval fkom $100,000 to $13 million. Decision No. 58063 (Nov. 3, 1992) allowed existing 

ivestments to be increased or decreased by various amounts, depending on a utility’s assets. 

Based on Southwest’s assets, the increase or decrease can be up to $50 million.) 

’mmaw of the Limited Waivers Being Requested 

5. 

le following: 

Southwest is cwently requesting waivers or, in the alternative, prior approval for 

Loan Threshold. Southwest has asked to increase the amount.it may 

advance or loan to affiliates within a 12-month period without Commission 

approval. The Company wants to increase the threshold fiom $13 million to 

$40 million. In communications with Staff, the Company clarified that it 

was asking for a total limit of $40 million per year, rather than $40 million 

per affiliate per year. In addition, the Company laas proposed an overall cap 

of $120 million, meaning that the total amount in outstanding loans 

(accumulated over multiple years) could not exceed $120 million. 
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Loans to All AfZWs. Southwest has asked that it be allowed to make 

loans and advances to all its existing and fbture affiliates, rather than to a list 

of specific iiffiliates. 

Financial Ineicl.ests in Non-rermlated Businesses. Southwest has asked hat it 

be allowed to obtain initial financial interests in non-regulated energy or 

constructiondated businesses fix to $50 million per year, without prior 

Commission approval. Southwest currently only allowed to increase or 

decrease an misting financial intereSt in non-regulated affiliates up to $50 

d o n  per year without Commission approval. 

Sale of Subsidiaries. Southwest has asked that it be allowed to sell hterests 

in subsidiaries without seeking prior Commission approval, with the 

.exception of sbbidiaries selling the gas air mnditionirpg or gas h&at pumps 

(in accordance with Decision No. 73555 {Oct. 17,2012f). 

Lwue R elated to Affiliate Transactions 

6. B,ackuomd. As SMrted in Decision No. 56618; (Aug. 25, 1989), the Commission’s 

dfibted interests rules were originally designed with four ?>asic principles in mind 

‘%t4.st, utility*& must not be wmm*ngld with non-utilityfi.mds: Second, 
cross-suhidization of non-ui2lity activities by utility ratepayers must be pmhibiied. 
Third, the financial credit of the utility must not be negatively ufected by non-utility 
activitks. Fmrih, the utility and its afiliates must provide the Commission with the 
infomation necessary to carry out i& regulatory responsibilities. 

7. Potential Issues. Southwest has indicated that any ~osses associated with loans or 

urvehifmenfs relatd.to its affiliates would be absorbed by shareholders. However, transactions 

xtwm replated utilities and their unregulated affiliates can impact the financial he& of those 

utilities, thereby directly or indirecply impacting the rates paid by utility customers. 

8. More specifically, potential issues arising from a&liate transactiom include the 

€QI.€ow~~: (i) losses may be subsidized by ratepayers; (For example, wsts may be shifted from an 

’ Decision No. 566 18 at 22-8 

Decision No. 
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unregulated affiliate to a utility due to the higher probability of recovering costs through the 

utility.); (ii) iospacts to a utility’s credit rating may increase the cost of bornwing by the utility; 

(iii) impacts to a utility’s financial health may affect the quality or cost of service to ratepayers; 

(iv) utility assets necessary for the provision of service, including customer deposits, conld be used 

-as collateral for tramactions with unregulated afliliates; (v) &ere m y  be overcharges arising from 

transactions between the utility and an af€iliate, w h m  prices me not based on &e market; and (vi) 

transparency of records, data and infomation pertainbg to the regulated utility could be impacted. 

Mitiation of Potential Issues. The issues listed in (i) through (v) can be mitigated, 9. 

in part, by limiting the size and type of affiliate transaction that can go forward Without prior 

Commission approval. The waivers requested in the current application would d o w  larger loans 

and a wider vmkty of transactions to go forwad without prior Commission review and approval. 

10. With respect to Issue (iv), in addition, Staff has r e c o m m e n d e d  that Southwest not 

use utility assets necessary for the provision of service, including customer deposits, as collateral 

in any affiliate transactions. 

11. Issue (vi), maintenance of transpare~~y, is addressed in the Commission’s Rules. 

R14-2-804.A provides, among other things, that “[a} utility will not transact busmess with an 

affiliate unless the affiliate agrees to provide the Commission access to the books and records of 

the afliliate. . . .” 

12. Confidentiality of Customer Data. There is, in addition, the issue of protecting 

utility cwbrner data. Maintaining the confidentiality of customer data is important in order to (i) 

protect customers’ privacy; and (ii) protect customers’ financial data. An additional issue is that 

exclusive access to a utility’s customer database may provide an Mfair competiti antage to 

the utility’s unregulated affiliate. Staff has recommended that amess to Southwest customer data 

remain confidential fkom Southwest’s unregulated affiliates. 

Loan Threshold 

13. Backmound. In Decision No. 58162 (February 1993), the Commission approved 

Southwest’s application for a limited waiver of R14-2-804.B.2. R14-2-804-B.2 limits l aw  to 

affiliates to less than $100,000, for a period of less than 12 months, without prior Commission 

Decision No. 

I 

t 
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I approval of the afiiliate transaction. DecisionNo. 58162 increased the cap to $13 million on loans 

or advances without prior Commission approval. The &c%ion also ordered that: 

". .when Southwest Gas makes advances w loans to Paiute, SGTC a d o r  
Carson $ursuant to existing notes, or otherwise) which exceed $I3.0 million in 
any I2 month period, Southwest Gas must apply forqqmval tuzder RI4-24043.2 
for any additional transactions between So Gas and Paiute, SGTC or 

by any of t h e  subsi4kries to Sodwest Gas. 
Carson for which any bonds, notes, or other of indebtednars are issued 

Northern P i p h e  Constmction Company, now NPL Construction Company, was added to.the list 

of m a t e s  eligible for loans or advances in Decision No. 59502. 

14. Southwest now wants to increase the threshold from $13 million to $40 million. In 

com&cations with Staf3F, the Company clarified that it was asking for a $40 million limit, in the 

aggregate, rather than per a,fsliate. 

15. Southwest also reports that it has (i) increased its assets &om $1.27 billion to $4.0 

billion; (i) experienced an increase in its total corrrmol~ ratio from 35% to 53%; and (iii) 

experienced an increase in its credit ratings, fkom Bal to 3aal (Moody's), h m  BBB- to BBB+ 

(S&P) and from BB+ to A-pitch). The Company states a t  the original $13 million threshold 

was set when it represented approximately 1% of Southwest% total assets and that the $40 million 

currently being requested would represent approximately 1% of its present-day assets. 

16. The Company's affiliates do not currently owe on any loans &rm Southwest. The 

higbest loan balance was $35.5 million, in January 2005. The $35.5 million balance was 

associated with a $22 million loan to Paiute Pipeline for the purchase of an ISJG facility. (The 

$22 million loan was approved by the Commission in Decision No. 67520 [Jan. 20,20051.) 

17. Southwest believes h t  the updated threshold would increase administrative 

efficiency and lower administrative costs by eliminating the need to file applications regarding 

short-term loans or advances to affiliates of $40 million or less. 

18. '  In addition to the $40 million annual limit, in cornmeations with Staff; 

Southwest proposed a $120 million total overall cap for 1o&s or advances to its &liates, without 

H ' Decision No. 58162 at 5 2 4 . 4 3 .  
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prior Commiseion approval. This proposal would allow Southwest to make loans or advances ta 

its affiliates eqtpaling up to; $120 million over .time (with a $40 million per year firnit), withoui 

Commission approval. 

19. Analvsis. Increasing the loan cap to $40 million allows Southwest the flexibility to 

mike qeeded loam to its mregdated affXates without prior approval from the Commission, but 

still limits potential impacts to overall financial heal& of the ~ w .  Such an jn-e would 

:ssentially reflect an update in the dollar amount than can be loaned, while maintaining the overall 

:ap at 1% of the Company’s assets. 

20. A $120 overall cap would increase that total by $80 million. Neither the benefit nor 

he necessity of sueh a large increase has been demonstrated. 

21. S W  believes the increase in Southwest Gas’ credit ratings, which have resulted 

iom a series of credit-supportive policies adopted by this Commission, hould be carefully 

rotected and preserved for the benefit of Southwest Gtrs’ ratepayers, not its m a t e s .  Increasing 

he overall cap to $120 million may expose the: Company, and its ratepayers, to excessive risk. 

22. Recommendation. Staff has recsmmended €hat Southwest7s proposal to increase its 

oan threshold to $40 million without prior approval be approved, but be treated as a total cap. 

htstmding advances or loans to affiliates should not, at any one time, exceed $40 million without 

rior approval from the Commission. 

23. Staff has recommended that the $121) million total cap on loans or advances to 

ffiliates without prior Comtnission approval not be approved. If the Company believes that a 

xm above the $40 million cap is necessary and beneficial to its ratepayers, the Company. can seek 

pproval of the loan from the Commission. 

,oans to All Aflliates 

24. l 3 a c k m d  and Rationale. Decision Nos. 58162 and 59502 allowed Southwest to 

3ake loans or advances of up to $13 million without prior approval, but limited the affiliates 

ligible €or such loans or advances to Paiute, SGTC, Carson Water Company and NPL. In the 

ment application, Southwest indicated that its affiliates have c h g e d  and may continue to 
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change andthat the new threshold “not be limited to Paiute, SGTC, Carson, and NPL, but rather be 

expanded to include all misting and future Southwest Gas affiliates.” 

25. Myis. Southwest has not supplied sufficient information to support an 

expamiion of digibility to existing and future affiliates. The waiver is pveibroad, particulaty with 

respect to its proposed expansion of eligibility to all future af€iliates, the nature and financial 

midition of which are unknm. 

26. Recom- on. Staf€ has recoIIunepded that SoutlrWest’~~ prsposal to 

autmmtidy expand eligibility for loans to all current and .future td5li-s not be approved. 

’ 27. S W  has also recomfnended that, if Southwest wishes to expand eligibility for 

loans, the Company file m application speciwg the affiliate or M a t e s  that it proposes to make 

eligible and supply information, including the name, businttss type, and h c i a l  oondifion of each 

such afliliate, along with the nature of the loans that Soubest contemplates. This wiff allow the 

Commission the apporttmity to evaluate the crdtworthit~ess of the af5liate and weigh risk to 

southwest Gas’ ratepaym. 

Financial Merats in Non-mgulated Businesses 

28. j3ackaound. Decision No. 58063 required prior Commission approval for (i) initial 

in-ts in-afliliates not regulated by the Commisshq (ii) guaranteeing or assuming the 

liabilities of an m r e m  affiliate; and (iii) increasing or decreasing its financial interest in an 

unregulated af i ih te  by an amount in excess of $50 rnillim (based on assets in the rauge of $3-6 

billion). J[n addition, Decision No. 58063 provided an empt ion  for existing invehs;tmeats. The 

exemption allows utilities with assets in the $3-6 billion range to increase or decrease investments 

in a cumulative mount of $50 million of less without priorCommission approval. 

29. In its application, Southwest has asked for a waiver &om (i), the limitation on 

making initial investments b affiliates without prior Commission approval. Southwest has asked 

that it be allowed to obtain an initial financial interest in non-regulated energy or construction- 

related bushnessevfor up to $50 million per year, without Mor C o d s s i o n  approval. 

30. The $50 Miujon Per-Year Can Decision No. 58063 states that “[tlhe ‘exempt 

amomts’ are to be magwed on a cumulative basis over the calendar year in which the traslsactions 

Decision No. 
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will be made.” As an md limit, as  opposed to an overall limit, investments made withou~ 

commission review could accumulate over successive ;years ($50 million in Year 1, increasing to 

$100 million in Year 2, and to $150 million in Year 3, etc.) C!urnmtly, however, any multi-year 

accumulation of investment is limited to only those mmes wh- Suuthwmt has existing 

investments. 
i 1  

3 1. Rationale. Southwest states that “the o v d  impact of an investme;nt, whether it 

be in a new or existing afliliate, is substantially similar, if not the sme, and such transactions 

should be treated consistently.” Southwest ass- that easing its ability ta invest in new 

businesses will improve its financial 

zahance sqrvice based on the insight and experience acqbirecl &om such investments. The 

slompany also states that the time and uncertainty bvohed in the rtigdatcwy process has 

gscomged potential business partners and that such a waiver would not have a material adverse 

mpact on either Southwest or its customers. 

32. Analvsis. Southwest can currently invest up to $50 million each year without 

Zommission oversight, by increasing or decreasing existing investments in unregulated affiliates. 

The requested waiver would significantly broaden that latitude by allowing Southwest to invest up 

D $50 million per year, without prior Commission approval, in any company, or companies, that it 

:onsidered energy- or construction-related.. If a waiver is approved, Southwest could accumulate 

;uccessively larger investments in companies over which the Commission has no direct authority 

md about which the Commission has no information, beyond the fact that Southwest deems them 

nergy- or construction-related. 

33. Staff does not agree that there is little or no differmce between minitid investment 

md changing the level of an existing investment. Eliminating prior ”approval for initial 

nvestments could eliminate the Commission’s ability to assess the level of risk associated with a 

pecific unregulated entity. Moreover, waiver of prior approval, combined with the Company’s 

:xisting ability to invest $50 million each yew, would substantially limit the Commission’s ability 

o oversee transactions potentially large enough to materially and adversely impact &OM 

atepayers. 

Decision No. 
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34. Recxanm- ‘~n. Staff has recommended that Southwest’s proposal that it be 

allowed to obtain up to $50 million yearly in initial financial investments without prior approval 

by the Commission not be approvtd. Southwest still has the ability to file an application with the 

comrnissim for Val of initial investments. 
. .  . Sale OfSubsZdranes 

35. Southwest has asked for a limited exemption to R14-2-804.B.3, which requires a 

utility to &t&u prior approvd for using “utility h& to form a subsidiary or divest itself of any 

establislhed subsidiary.” The Company has asked to be flowed to sell interests in subsidiaries 

without saelring prior (;lommission approval (with the exception of subsidiaries selling the gas air 

conditioning or gas heat pumps, as discussed in Decision &. 73555). 
36. Rationiile. The application states that in selling a subsidiary Southwest ‘%a every 

interest in mxhi zhg  its retmn on the sale. Further this limited-waive will not negatively impact 

Southwest Gas’ CilStoDnef service, and there will be no c h g e  in the current rates or terms and 

conditions of service as a result of this exemption.” 

37. AtAyis. Waiving this exemption does not h e f i t  ratepayers. St&fbelie.caes that 

such tmmctiom should copftjaue to be subject to *or M s s i o x t  approval in atder to ensure 

that ratepaw inkmsts have been adequately protected. 

38. Staff has recornended that there be no xaiver of prior Commission approval in 

eases where Southwest i s  divesting itself of a subsidiary. 

AWoiulRmmenW on 

39. Southwest requested waivers or, in the dtemative, that the Gomrnission grant prior 

approvals. SWhas recommended that the commission ncpt grant any prior approvals with respect 

to loans or investmeaas relating to its affiliates, or with respect to sales of its subsidiaries. 

CONCLUSIONS OF LAW 

1. Southwest is an Arizona pdlic service corporation within the m e d g  of M c l e  

XV, Section 2, of the Arizona Constitution. 

2. The Commission has jurisdiction owr Southwest and over the subject matter of the 

applicatiOn. 

Decision No. 
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3 discussed herein, and to not make the requested prior a p v a l s  proposed as a€ternatives to limited U 

5 

4 

7 

8 

9 

5 

6 

necessary for the provision of service, inchding customer deposits, as mH& in any affiliate 

transactions. 

IT IS FURTHER ORDERED that access to sou.thwe& s as copmtion customer data I 

waivers. 

ORDER 

IT IS THEREFORE ORDERED that Southwest Gas Corporation not use utility assets 

10 

11 

main confidential fi-om Southwest’s unregulated afiiliates. 

IT IS FURTHER ORDERED that Southwest Gas C o q d n ’ s  proposed increase to $40 

million in loans or admces to affiliates be approved, 

IT IS FURTHER ORDERED that the $120 

a l i a t e s  without prior Commission approval not be approved. 

t~tal cap on loans or advances to 

IT IS FURTHER ORDERED that Southwest Gas Corporatim’s pmpsd  to automatically 

expand eligibility for loans to all current and future afEl.iatts not be approved. 

IT IS FURTHER ORDERED that, if Southwest Gas Corpsration wishes to expand 

eligibility for loam, the Company file an application specifying the affiliate or afliliates that it 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

proposes to make eligible and supply information, including the m e ,  business type, and financial 

condition of each such affiliate, along with the nature of the loans that Southwest Gszs Corporation 

contemplates. 

IT IS F U R m R  ORDERED that Southwest Gas Corporation’s proposal that it be allowed 

to obtain up to $50 million yearly in initial financial inveshmtgi without prior approval by the 

Commission is not approved. 

... 

... 

... 

... 
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IT IS EURTWER ORDERED that Southwest Gas Copration’s proposal that it be allowed 

to divest itself of a subsidiary without prior Commission approval is not approved. 

IT IS mTRTMER ORDERED that no prior approvals with respect to loans or inv&mts 

relating to Southwest Gas C o p ~ t i m ’ s  affiliates, or with respect to sales of its subsidiaries, are 

P M -  
IT IS FURTHER ORDERED that this Order shall take effect irmndately. 

BY THE ORDER OF “.HE ARIZONA CORPOR&TION COMMISSION I.. 
C- COMMISSIONER 

COMMISSIOMER COMMTSSIONER COMMISSIONER 

JN WITNESS WHEIWOF, I, JODI JERICH, Executive 
Director of the  arb^ Corporatibn Commission, have 
hereunto, set my hadd and caused the official seal of this 
Commission to be affixed at the Capitol, in the City of 
Phoenix, this day of ,2013. 

JODI JERICH 
E X E C U T N E D ~ ~ O R  

DISSENT: I 
25 

26 

27 

28 
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