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Decision No.

BEFORE THE RAILROAD COQIATISSION OF Tl STATZ OF CALIFORNIA

In the Latter of +he ALpplication of )
C0.LST COUNTIES GAS AND ZLECTRIC COM- )
2aNY, a coryoration, for an order )
authorizing o change in the cheorecter ) Lyplication No. 1531S
of the second preferred stock and )
issuance of new certificates thexelor.)

Pilllsbury, iadison and Sutro, by Marshall P. liadison
*end IL.D.L.Fuller, for applicant.
ilme LI, Myers, for imy E. Uyers end Hattle Dewis Tenant,
»rotestants.

BY 7% COMLISSION:

Coust Countiec Gas and Zlectric Company asks permission to Iiszue
4k ,000,000.00 of its zix percent convertible cumuletive preferred ctock,
callable at $102.50 per share im exchange for its non-callabdble 1,000,000

of six percenv cumulative second preferred stock now outstanding.

Cocst Countics Cas and Electric Compeny was organized Mareh 20,

1012. Prior to the effective cate, Larch 2%, 1912, of the Public
TVtilities Act, the company icsued 1,000,000.00 of common stock an;
w1,000,000.00 of preferred stock. By Decision No. 1124, cdated
Seecember 12, 1913 (Vol. 3, Opinions and Orders of the Rallroad Com-
micslion of the State of California,‘page 1012 ) the Commiscion denied
without prejudice the company's application %0 issue and sell
@zoo,ooo.oo'or its preferred stock. The applicetion was denied ol
vae ground that thero was'insufficient eouity to support a $l,206,000.'_
preferred stock issue. Mereafter the ¢company amended‘its

‘

Lrticles of Incorporation and changed the then outstanding pro-
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Terred stock into a second preferred stock and provided for the issue
of o Tirst preferred stock. Tre ;ompany on November 30, L1928 re-
ported outstanding {3,663,700.00 of six percent cumulative first pre-
Terred and $83,060.00 par value.of such stock, subscribed for dut not
issued on %hat date. The dssue of all of tke first preferred stock
wee guthorized by the Commission.

Toe company's Articlos of Iacorporation, ag they now read,
provide thot the amount of cepital stoek of the corporation chall be
»7,000,000.00 and the numdor of shares into which said caepitel stock is
ané zhall be divided iz seventy thousand (70,000) sheTes of the pdr
velue of one hundred (&100.) dollars cach. FiLey thousand (50,000)
oL suck siares are and skall be first preferred stock; ten thousend
(10,000) of seld shares are and shell be second preferred stock, for-
zerly nown and designated as'original preferred stock; and the remain-
iﬁg ten “housand (10,000) sheres are and chall bYe common stoek. It
is now provosed o émend the company’s Axticles of Incorporation so
az to provide sor an authorizel stock issue of $57,000,000.00, divided
into seventy thouzand (70,000) shares of the par value of {100.00 each,
of whick £ifty thousand(50,000) shares arc and skall de rirst preferred
stock, exd ten thousand (l0,000} shares ere and shall be six percent
convertidble preferred stock and ten thousand (L0,000) shares zre and
shell be common stock. It ig further proposed to amead tho éompagy’s
Lrticles of Incorporation so as to provide for the conversion of the
six percent convertible preferred stock at the option of the rolder
into Cless "A™ comnon stock of the Pacific Public Service Company,

a Delaware corporation, tpon presecntation and surrender, sccompanied
oy duly executed instruments of sssigoment und. transfer in forms satis-
cactory to the corporation, at the corporation’s office in San Francisco,

Colifornia, of the certificates of stock Vo be converted, at any vime

nrior to ten days before sny redemption datve which mey be fLixed by the




Zoard of Directors, ut the rate of one share of sald six percent con-
vertivle preferred utock of the Coavt Couvnties Gos and Electric Com-
pany for four shares of the Class "A" common stock of the Pacific
Public Service ¢ompany.

It is furfaer proposed to amend vhe Arﬁicles of Intorporation
0L the Coast Counties Gas and Eloétric Compeny so0 as 10 piovide forr
the redemption of 21l of the six percent convertiﬁlé*prererred stock
at the optidn o the company on any dividend date upon mot less th&n

+3irty days notice published in Scn Fremcisco, upon the payment to

the owmer or holder thereof the sum of £$102.50 per chare, plus any

scerued dividends.

In +his conmection 1t might de said that the compeany's rirsi
preferred stock may be called for payment and redemptior by the cox-
soration at its optiom at wny time on the payment %0 the owner and
rolder thereol of the par value tkereol, plus acérued’dividende. The
Articles of Incorporation of the company,as vhey now read, make O
srovision for the redexption cf +he compeny's second preferred Stock.

Since the rendering of Decislon No. 1124, dated Decexber 13,
1915, the Commicsion bas £rom time to time been called upon to review
“hs rates of the Coast Counties Cas and Electric Company, and'in 50
doing, made valuafions of “he compeny's propertics and estabdblished
rete bases(Deci sop. No. 12762, Vol. 24, Opinions and Orders of the
Roailroad Commission of Caliro_nia, page 69; and ueciyion No. 9840,
Tol. 20, Opinions and Orders of the Rallrosd Commission of Californis,
page 952.) Tr o tho rote bases heretofore fixed by the Commis-
sion, one &dds the net cost of additions and bettermenls, as chown by
the company's reporﬁs 4104 with the Commission and its curren’ and
other sssets as of November 20, 1928, one obteins 2 total of cbout

%7,118,517.00. Lgeinst this there is outztonding in thoe hands of




the public 5L,266,900.00 of bonds, $607,000.00 of current znd other
llabilities, and e deprecietion reserve of $l,i52,945.00. Deducting

the lishilities and the reserve from the £7,118,517.00, leaves &n

eguity of 4,091,672.00 for epplicant's outstending stock. Deducting

voe outstending first preflerred stock, $6,663,70¢.00, from the
4 ,091,672.00 leaves an equity of ;427,972.00 for the.holders o the
outstanding 1,000,000.00 of second preferred stéck.

It appears that during 1928 A. E. Fitkin and Company,'Dean
Titter end Companry and associates, acquired the outstanding common
ctock, the outstanding second preferred stock and 8,L33 shares of tho
outctanding first prefer?ed ctock of the Coact Counties Gas and Electric
Compeny. The stock they now own represents zpproxinately ITifty per
cent. of the outstanding stock of Coast Comnties Gas and Elect;ic Com~-
pany.

It is of record *hat while the company asks peraission to sub-
stitute 1tz six percent. coavertible preferred stock, ccllable av
5102.50 per chare for its outstanding second prelerred stéck, tazt there
is £o bresent intent to c¢call the six percénﬁ. convertivle preferred
stock. The arguments mede in ‘fovor of the granting of tke application
rest upon the assumption that the distridbution of the 1,000,000.00 of
stock in cuestion amongst the company's consumers will Improve the mox-
ket value of the company's first preferred stock, and ithat & highex
price can be obtaimed for a second preferred stock, 1f convertidle into
another stock and cellable ot 5L02.50 per share, then i the Axticles
of Incorporation do not so provide. It iz clear, however, that.
the distridution of the 51,000,000.00 of stoelk will not bring any
moneys into the treablry of the compeny, for the reazson that such
stoclk is now outsitanding and that 12 Lt Lo sold and distriduted,
the moneys realized from the cele will go to the present owners of

tie stock. 45 to improving the market value of the Lirst




preferred stock, the record shows that such stock 1z now selling at
around :98.00 per share. The stoek is callable et the option of
the company &t £100.00 per shore. In fiew of this provision ome
cannot expect * .. the market velue of the company's first preferred
stock to greatly exceed the call price. The compeny during the past
Tew years hes encountercd no difficulty in selling 1ts Lirst preferred
stock. |

Protestants urge that cpplicent should mot e permitted to issue
a six pércent convertidble stock, callable at 5102.50 per share, Ior
the resson that sucﬁ izsue Jjeopardizes the investmert in the company5s
first preferred stock; that the corporation has not received in mone&
or money's worth,full value for its outstanding secornd preferred stock,
end that %o call 1t at 5102.50 per share would deplete the assets of
the corporation; thet the first preferred stocl was sold on repre~
sentations that the second preferred stock of the compeny 1s non-
¢allable, and that the proposed amendment to the compeny's LIticles

of Incorporation would in effect permit & reduction in the capitcl

stock of the corporation in a meaner not permitted dy the laws of this

state} Lpplicant's officers reply thut there Is no prescnt intent
%o ¢zll the six percont convertidle preferred stock if this applica~-
tion is granted. Subsecuent to the hearing, counsel Ior applicant
informed us that applicaﬁt was willing to stipulate or agree with the
Commission, that before calling the stock in question, the matter would
be submitted to <the Commission for its apdroval. It iz admitied,
rowever, that if the stock is eventually called tr*ough borrowed funds,
that the vayument of interest om the loan ranks zhead of the payuent

of dividends on the Tirst preferred stock end thet iz case of ligui~
dation the payment of the loam would take precedence over the distrif
pution of any essets to the holders of the company's.first preféfred

stock.




we have considered the testimony submitted in thiz proceod-
ing end hove reviewed our decisions affecting Cozst Countics Gos and
Zlectric Company. we GO notv believe that the greanting of this ap-

plicetion is im the public interest or 4is eouitable to the holders of

-

the company's first prefcrred stocke.

Tt is only by giving undue weight 1o the reproduction cost
new less deprecistion of epplicant's properties that full equlty can
be shown dehind the company’s seconé prcrerred'stock. 1o no inztance
nes the Commission permitied a public utility to refipsnce its pro-
perties because tkhe reproduction cost new might exceed the qriginal
cost which the Commizsion theretofore pormitted to be capitalized
through the icsue of ctock and bonds. While the originmal cost of
some of applicant's propertles is not available, we believe that the
rate beses heretoforc ectablished vy the Coxmission Tor applicant,
plus the net cost of addifions and betterments and net current assels,
represents the meximur figure which should be recognized Ior capi-
talizatlion purposes. On this basis the equity for the second pre-
fer;ed stock is such that we cannot authorize its refunding, through

2 new class of stock which does not increase the equity benrind sucd -

stock and which might prove orejudicial to holderé o the company's

+4nst preforred stocke.
O RDER

Coast Counties Cez and Electric Company, neving applield to
+he Reilroad Commission for permission to issue %1,000,000.00 of its
six percent convertible prererfed stock, calledble at $102.50 per
share, in exchange for 1ts 51 ,000,000.00 of second préferred aon-
calleble stock; s public tearing having beon held before Examiner
Tankhaouser, and the Coxmission having considered the record in'this

proceeding, ond 1ts decicione affecting Coust Counties Gas and Elec~
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tric Company, and being of the opinion that this application should

be denied without prejudice,

IT IS EHREBY ORDERED, that this applicetion of Coast Counties
Gas exnd Electric Company for permission o issue §1,000,000.00 of
its six percent convertible cumulative prelerred stock, ¢calloble ot
5102.50 per share, im exchenge for 1ts nom~callable :71,000,000.00
of six percent cumulative sccond preferred stock, be, and the seme Is

heredby, denied without prejudice.

DATED a% San Francisco, Californls, this _?gy dey o2

Yebruary, 1929.

Z’Y&'JMQ Q‘aicué\
L Oy
A

Commissioners.




