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BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA.

In the matter of the application )

of CENTRAL CALIFORNIA GAS COMPANY )

for an order authorizing the issue ) Application No. 1944.
of common cepital stock of the yar ) .

valuve of $6000.00. )

FF o ON uosaq

GORDON, Commissioner.
OPINIORX.

Thig is an applioatién for ‘e.uthor:lty to lasue ;O‘émﬁ
of the common cspitsl stook of Central Californis Ges Company,
having s par velue of $100.00 per share, at $34.00 per smo;_ and

“to use the yroceeds of such issue for the purpose of purchesing
$6,000.00; face valne, of bonds of Cextral California Gas Compeny
for deposit and cancellation by the trustee of Central Caifornie
Gas Company's bond mortgage. |

Public hearings on this appllication were held in
San Francisco on December 14, aml. 23, 1916, REvidence was
presdnted by Central Cel ifornia Gas Company and by the Reilrosd
Commissfon. The matter ig now ready for decision.

In Decision No. 8461.' rendered on June 7, 1915, in

Applications Number. 1427, 1520 and 1543 of Contral Celifornis

Gss Company, this Commigsion drew at:tention %o a large z_mmbor of
irregularities in the conduct ot th‘i; b‘:aai:goaa of c@ﬁﬂl 'Caliztora;'
nia Gas Company and in the statements of t;.\e comﬁaﬁj‘s :tinunoiaiu
condition as shown in the company's booke of scoomnt. |
| In denying seid applications; this Commimefon said
in part: o
"When the deficit hag been made good.‘“a.nd PropoerT
adjugtments have been made on the books of this utility,
and sstisfactory evidence has been submitted of such

restoration and such adjustments, or when this utility
gball have submitted and received the spprovel of this

Conmisgion to plans for the restoration of its financial
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affairs to a proper basis, this utility may again apply
to this Commigsion for such issume of stocks or bonds or

other evlidences of indebtedness as may be necessary to

enadle it to raise the Tunds to go forward with its

pudblic utility dbusiness.”

Without at this time commenting on other irregulari-
tiea pointed out in said Decizion No. 2461, it appears that the
surplus account of Central California Gas Company as of Decem-
berval‘. 1924, was improperly stated to the extent of at least
$15,241.67. In other worde, inetesd of having a surplus, as
reported, of $611.19, the company in reslity had & dotioit of .
at least $14,630.48. Rererring to this matter, the Comiaaion
in Decision Xo. 2461 aai.d in part:

"Por this Commigsion to author:lzo the securities
here apprlied for as this matter has beem presented,
and in the light of the disclosures here revealed,
would be for this Commission to sanction and perpetu-
ate these fraundulent finanoial practices.”

Then the pr’esent'applioation‘waa £iled, Central
California Gas Company was notified by this Commission tha.t‘ ‘
the Commission would expect the‘company to make a showing at
the hearing herein that it had taken the necessary steps to
comply fully with Decision No. 2461. A% the first hearing
herein, held on December 14, 1915, it developed that although
more then six months had elapsed since this Commission's Deci-

sion No. 2461, rendered on June 7, 1916, Central Califérnia Gas

Company had not as yet made the changes in ite books of acoount

and in its annusl report as directed by this COmmiaaion in
Deolsion No. 2461. | |

Central California Gas Company was thereupon informed
that no further pr'oooedinga would be taken by this Commission
under this application mtii the company had complied with the
directions contained in Decision No. 2461. Thereafter, on
December 15, 19815, Central Califoxnia Gas Company filed with
this Commission new pages to be pasted In its eanuel report to

this Commission for the year ending December 31, 1914. ahowing
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& d;fioit of $14,680.48, as of December 31, 1914, as diiootod-h’ |
Decision Xo. 2461.

Subsequent examinafion by this COmmiuion"u suditing
department of the books of Central California Gas Company reveal-
ed the fact that in the interim between the date of Decision
Bo. 2461, being June 7, 191& and the submiseion of sald sddi-
tiona.l pages for' the exxual report for the yesr ending December
31, 1914, on file with this Commiselon, Cextral California Gu
Company bhad goﬁo baock over its books and taken certain 1tom§ ‘
out of oper#ting_ expoenses for the years .1912‘.‘ 1913 and 1914‘:."' and
had transferred these items to ospital account, so that the
booka of Central Californis Gas Compny, subsequent to the time
~ when the aforesaid changes were made in its anmnual repo_rt :tor‘
the .Jear ending December 31, 1914. showed 8 deficit of only
$; 572.42 instead of a deficit of 614.030.4& reported to th:h
Commisgion. This investigation also showed that for the period
between Javuary 1, 1915, and Augunet 31, 1915.': Cax trel -cali:torhic
Gas Company had put into caplitai‘ acconnt some #6:407;85 of I‘lo-
called development expense and also sz‘:on.m ropieaentmg thi_"
fees of engineers, accountants and attorneys. Whatever may be:
said as to the propriety of pla‘ming‘ the so-called dotelopmont:':'
expenses in ocapitsl account, it 1s elemental that the amounts
paid to the engineers; anditore and lawyers should 1ot have
been added to cap:.ltal account.

The net result of these tranaictiona for the period
prior to December 31, 1914, was that although Central Cal ifomix
Gea Company reported to this Comnission in its annual report
for the yesr ending December 31, 1914, a defiolit of #14 “630.48
the oompany 8 ‘books. at the very same tm ag the roanlt ot |
the transactions hereinbefore set forth, showed & do:_ric:lt of
only ;15'4;'572.42; By continuing the seme process in 191l5‘.‘“ and
by further charging absolutely improper additional items to.d
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capital acoount, and thereby apparently dimininhing the operating

expenses, the company's books showed an abaolnté]y Liotitious
surplus as of August 31, 1916.

The faat that Centrsl Californie Gee Company went back

over ites dooks ot. acoount sudbsequent to’Dooision No; 2461, dated
June 7, 1915, and took out of operating expenses the items
hereinbefors referred to, sdding them to surplus for the appe-
rent purpose of nullifying the directions with reference to the
books of acoount contained in said Decision XNo. 2461, and that
Central California Gas Company, While xmokiwg rendering one
repoxrt to this Commigsion in its annual report for the year
ending Decexber 31, 1914, at the seme time 80 Xept its bookse of
account ag to sbhow sn entirely different condition, are further
sonclueive evidences that this utility is acting 4ix bed :Ca.ith
with this Commission and thet the Commiselon oan mot, with any
safoty, mthoi-izé,tho 1ssue of any additional securities iy thﬁ
utility until it has receivéd satisfastory evidence that Confrgl'
California Gas Company has completely changed its present :rpo].«:koﬁ.@'u
and that if will hereafter deal with this Commission in entire
good faith.

In addition, further, to the matters set forth in
~said Decision No. 2461, it now appears that Central calitorﬂa
Gas Company has paid dividends on the 365 1/2 aiaaroa of the
company's common carital stock whioh stand in the nsme of
California Utilities Corvoration. This oorpdro.tion is occntrolled
by Mr. C. S..3. Xorney, who is also the Pr.oéi&ent of Caxtral
Californie Gas Company. These 366 1/2 sbares of Centrsl Calif=
ornia Gas Company's common stock Were expreasly issued for t‘hb
purpose of control only, and it was spe.ci:fiqany provided that
these shares should not be treated as Yaving value (Vol.l;
Opinions and Orders of the Raflroad Commission of Cél;itomu;
p. 663).
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Furthermore, én‘oaeq:nant to Decision No. 2481, Central
California Gae Company has expended several thousand dollars in
gsecuring reports of engineers and asuditors and the services of
attorneys. These expenditures couid. not yosasibly change the
fact that General Operating and Construction Company, of weich

¥r. C. 3. 3. Forney was President, secured a larges fraudulent.

rrofit in conneotion with & construction oontract detween General
OPoﬁti.ng snd Comstruction Company ap.d Central Ca.lifpmia‘au
Company, nor ceunld such expenditures in any way chanéo the fact
that the irregularities in the books of Centrad California Ges
Company reported by this Commission’s auditing department and
later corrected by Central California Gas Company in its annual

: i-eport to this Commission for the year ending ‘Docém‘bei- 31, 1914,
actually existed on the bdooks of Central California Gas Company.
It is unnecessary to point out that expenditures of this kind
inonrrod. by a relatively small utility, will sooner or‘lator

. abgolutely ruin a utility, whioh, under proper management, ooﬁld :
and would be of undoubted mervice to the people of Tulare County
as well as fairly profitatle to its stockholders. '

The amomnt of capital stock which appiioant herein
desires to issue, being only $6:000.00, 48  comparstively small.
This amount could eamily be secured by Contral California Gas |
Company by assessment on its stock. But Central California Gas
Compeny might as well wnderstand definitely now that mntil the
company has complied with this commiaaion'é orders and has undone
the fictitious and fraudulent transaotions referred to herein and
in Decision No. 2461, and has shown its intention to deal in
absolute good faith with this Commission, it can not expect this
Commission to co-éperato with it. This Commission nust use
extraordinary oare in passing upon the application of a utility
whose every act 1t must ‘continmlly scrutinize to deteot pdasiblo
further fraudulent practices.
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I recommend thet the application be denied and submit
the following form of order:

Good ocamse appesring,
IT IS HEREBY ORDERED, that the petition in the above
entitled proceeding be and the same 1s heredy denied.

The foregoing opinion and order. are heredy approved
and oxdered filed as the opinion and ardexr of the Railxoad
Coumissfon of the State of California. -

Dated at San Framisco, California, thls 15th day of
Jamary, 1916. |
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