Decision Xo.

BEFORE THE RAIIROAD COMMISSION OF

In the matter of the application

of Pacific Gas and Elecirle Compeny,
a corporation, for an order of the
Railroad Commission of the Stats of

)
)
) Application No. 2056
Califorria authorizing it to issue ;
)
}

its commor capital stock in the mon-

ner and for the purposes specified
herein.

Charles P. Cutten and . B. Bosley
for applicant.

E. P. E. Troy for Public Ownerskblp
Association.

EDGERTON, Commissioner.
OPINIONXN

This is an spplication of Pacific Ges and Electric
Compeny Lor suthority to issue 10,211 shares of its common
cepitel stock of the par value of $100 per skare.

Applicant proposee to issue this stock to rofund
sinking fund payments of the face value of $1,021,100.

Pacific Gas snd Electric Company is engaged in tle
sale and distridbution of ges and oléotricity in the cities
of the San Francisco Bay section, including San Franeisco, Onlt~
land, Berkeley and Alameds; the Santa Claras Valley, inoluding
Sen Jose:; the San Joequin Valley ss far south as Fresno; and a
large section of the Sacramento Valley, including the city of
Sacramento. The company elso cperates water systens, and owns

and operates a street railway system in the city of Secramento.

It is the largest distridutor of gas end eleciriclty in the

.State’ of Celifornis.
T The affairs of this corxporation have been reviewed in
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detail in previous decisions of this Commission, and it will not

be necessary herein to set forth a full description of 1ts pro-

perties nor of the texritory which it serves, .
Applicant desires tc capitalize its surplus profiis

used to pay or to be used to pay sinking fund obligations de-

voted to the redemption of bonds during 1914, 1915 znd 1916.

It reports the following:

Sirnking Fund Payments made from
Jan. 1, 1914 to Jsm. 1, 1916 - - - - $2,376,000,00

Sirnking Pund Payments to be made
from Jam. 1, 1916 to Dec.31,1916 - 762,016,63

Totgl ~ - - = =- - $3,138,015.63

Less amount capitalized in ypur-
susnce of Decision No. 2385,
Dated Mey 12, 1915 1,926,568.00

Balance not capitalized - $1.211;457.63

 Pacific Gas and Electric Company urges that if it
uses £1,021,100 of its eaxnings to retire outstanding bonds,
it should be permitted thereefter to issue its common capital
stock of equal par value, or $1,021,100. The company siates
that it could use this money for distributior among its sock-
holders and could thereafter sell its common stock to such
gstockholders, re-acquire this sum of $1,021,100 and devote'it
to the redemption of donds, thus accomplishing by various sters
what 1t now proposes to do directly.

This application is mede on the theory that if common
stock be authorized in the sum requeated 1t will be distrivuted
es & dividend on the compeny's outstanding common capitel stock.

Pacific Gas and Eleotric Company reporis stock suthorized

and outstsnding as of Jasnunary 1, 1916, as follows:




Class Anthorized

“First Preferred $50,000,000
Originel Preferred 10,000, 000
200, 000, 000

Common
notal T80 000,000

Outstanding

$12,206,200.00
10,000,000.00
65,732,724.66

E: v 355’ gz‘ I.bg

0f the common stock, $34,035,858 is held by the public, and
not subjeet to dividends

$31,696,866.66/by subsldiary companies.
In Decision No. 2031, dated January 3, 1916, this

company has been suthorized to issue an additionsl $2,500,000 of

preferred stock.

The originel preferred stock of the applicant 1s con-

vertidle into firat preferred stock on the basis of one share of

original preferred for 1.025 shares of first preferred stock,

and we may, therefore, assume that the original prefexred stock

will later be changed into first preferred.

For the cslendar year ending December 31, 1915, the ap=~

plicant submits the following statement of operating revenues and

expenses:

INCOME ACCOUNT PACI?IC GAS AND ELECTRIC COMPANY
T FOR YSAR ENDED DECEMBER 31, 1915.

-
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Itom

ELECTRIC OPERATIONS.
Operating Revenues

Operating Expenses
Net Operating Revenues

GAS OPERATIONS.
Opexating Revenues

Operating Expenses
Net Operating Revenues

WATER OPERATIONS.
Operating Revenues

Operating Expensesa
Net Operating Revenues

ELECTRIC RAIIWAY OFPERATIONS.
Operating Revenues
Operating Expenses

Net Operating Revenues

$10,124,560.89
5,605,686.43 - :
$4,618,874.46

7, 560,185.33
4’400, 597.19

3,1569,588.14

420,218.85
208, 204.24

212,012.61

425,337.97
333, 990,04

TOTAL NET OFPERATING RTVENUE

91,347.93

$8,081,823.14




Brought Porward : $8,081,823.14

KOF OPERATING REVENUES.
Miseellaneous Rent Revenue 20,918.91

Intereat Bl,561.92
Dividends 512.40

Sinking and Reserve Fund Accretions 165,734.41
Miscellaneous Non Opersating
Revenues (Net) 161,639,90
TOTAL NOK OPERATING REVENUE 390,367.54

GROSS CORFORATE INCOME $8,472,190,68

DEDUCTIONS

TUncollectible Bills 108,000,00
Non-Operating Taxes 10,034.71
Tntereat Acerusd on Funded Dedbt  3,808,607.75
Other Intereat Deductions 176,902.77
Rents of Conduits, poles and et
supporte (electric) 4,4331.33
Amortization of Debt Diacount and
Expense 160,410.43

TOTAL DEDUCTIONS 4,259,424.33

BALANCE OF YEAR CARRIED T0 CORPORATE SURPLUS $4,212,766435

Note--Foregoing income accounts include $3968,288.23 charged

in excess oF ordinsnce rates now in litigation in

Federal Couxrts.

At the hearing uporn this matter attention wes directed
to the wvalune 9:2 applicent’s property, the smount of depreciation
which hed osccurred therei:-n, the condition of applicant’s surplus
snd the relstionship between appli cont's gssets and 11:; verious
classes of stocks and bounds. such a.n' inquiry wes necesssry by
resson of the statement of witpnesses celldd by the Pacific Gas
and Electrioc Compeny that it was the intention to disburse %o
the holders of common stook during the yesr 1916, not only the
atook for tre issue of whick petition is made bherein, but an ad-

ditiopal dividend in the form of cash.




In Decision No. 2385, Application No. 1633,

Volume 6, Opinions and Qrders of the Railroad Com=
migsion of Californiz, page 926, this Commiasion
authorized the applicant to issue common siock 1o
be distrituted %o its stockholders for the pr-
poze o f reimbursing the applicant for the use of
money in its <reasury for the redempition of lLends
during the calendor years 1914 z2nd 1915. Such
authorization was granted upon certain specified
concditions. The Commiséion ruled taat the amount
of zuch stock disbursement should bte charged
against tae company's "Corporate Surplus Unap-
propriated” and not against its sinking fund
reserves. The decision was renderecd on the evidence
ag nresented in that proceeding. No evidence was
nresented in Application No. 1633 showing the
valuation of the arplicant's entire property, or
the relationship beitween such value and the amouwnt
of s%ock 2né bonds of apolicant outstanding. Such
evidence has been presented herein, both by the
applicant snd the Commission's experts, and demands

moet carefl considerction from this Commiszion.




¥r. A. F. Hockenteamer for the applicant company,

submitted an estimate of the value of its physical properties
as of December 31, 1915, in the sum of £98,837,489.51. Tals
wo.s the company's estimate of the repfioduction cost new of
all of its properties, with the exception of water rights,
franchises, developmeni cost, going value, patents or righis
to patent yrocesses and devices. The company submitted no
data bearing upon values other than those embraced within
this estimate.

No estimate of reprocuction cost depreciated was
submitted vy the company, salthough it wos admitted that there
was such depreciation, and it was stated on behalf of the
company that it probably would not exceed 10 per cent of
depreciatle property.

¥r. I.. S. Ready of tnic Commissien's engineering
department, mnalyzed the Tigures of the applicant. He de-
ducted the sum of 51,768,151 in accordmce witk a previous
mulirg by the Commission im a former proceeding. In all
othe r respects he made no attempt to present an independent
appraisal nor to queation the unit figures or inventory of
the applicant. He did, however, make a calculation as to
depreciation, and as a result submlited an estimate of re-
production cost depreciated of $72,468,378. In order 10
compare <this figure with tizat submitted by the comwaeny, it
will te rnececcary to add the company's Jigure for construction
work in progress and working capital, waich will bfing Ur.
Resty's total‘to $78,623,075. The company cubtmitted a state-
ment of its indettedness as of December 31, 1815, showing bonds
ouﬁstanding_in the hands of <he pubiic of $76,172,800.

It has in addition certain contingent liabilitlies

which might increase tzis indebtecness.

6.




The applicant revorts a bond discount unamortized of
$4,283,526.51.

In the Toregoing estimates I have 1o a very large
extent used the figures 'of the company itself for the purvose of
comparative analysis. Upon these properties taere have been issued
and s0ld 4o the public tonds as above stated in the sum of §76,172,800,
on which a discount oI $4,283,526.5] remains to be smortized. First
preferred stock had been icsved up to December 31, 1915, in the
amount of $12,208,200, on waich 2 discount of approximately
$2,135,000 remains unamortized. Upon these same assets has been
precicated an issue of original preferred stock ir the amount of
$10,000,000, upon which a discount also remains unamortized. In
addition, tae applicant has put out to the public $34,035,858 of
its common stock.

v ls necessary to consider the originzl preferred as
eventually passing into first mreferred and sharing equally with
it. Tais original preferred ﬁhen converted will amownt to
10,250,000 par wvalue of first preferred.

Inquiry was made at the hearing to determine if the ap-ﬂ
plicant nad adequatély provided against the depreciation of ips'
properties. It appears that to 1912 this coupany had made no‘clear
provision for depreciation recerve and such accumilation as now
exists has been set up during the past four years. During the
years 1912, 1913, 1914 and 1515, ;nclusive; this company set aside

for depreciation the sum of = = = = = - = $6,342,462.53

and durin g the same period charged against

this reserve= = = « = 2 mwve = m e m - - e w - - - 4,472,806.62

leaving ag the balance in its depreciation

reserve fund as of December 31, 1915- = = = = = « = $2,772,8456.01
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Evidence was introduced at the hearing showing the
deprecization ratios and resexves of the seven largest gas
and eleciric companies of California, a3 well as the Spring
Valley Water Company. Thae Spring Valley Water Company was
chosen by reason of the fact that it operates alseo, in the

San Francisco Bey territory, a8 section covered by the Pacific

Cae and Zlectric Company. The figures were taken from the

annuel reports submitted by these companies to this Commission
Tor the year 1914, While they do not establish final ratios,

they are the best comparative statistics at hand and are in=

dicative of the situation of these companies in respect to
thelr depreclation reserves,

I take from this testimony the showing of the ratio
of depreciation reserve to tangible capital and to the gross

operating revenues for 1914, The result 1s as follows:

Ratio of Depreciation
Reserve
)

Tangible Operating
Name of Company capl Revenues

14.61%
72.89%

.00%
69,047
45,05%

31.46%

[
A

Pocific Ges & Electric Company

Pacific Light & Power Corporation

Great Western Power Company

Los Angeles Gas & Electric Corporation 1
Southern California Edison Company

San Diego Consolidated Gas & Zlectric Co.
Sen Joaguin Light & Power Corporation
Spring Valley water Company
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I+ will be seen from the above that the Pacific Gas
and Electric Company falls far below the average in the ratio
of its deprecioction reserve to tangible capital or 1o its gross
operating revenues., Of all of the companies eunumerated it nakes
the smallest comparative provision for deprecistion, with the

exception of the Great Western Power Couwpany which has provided

no depreciation whatever,
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Paoific Gas and Elsctric Company hee made inpufficient
provision for the depreciation of its ﬁropertiea. The failure -
ig particularly conspicuous prior to 1912 when the Public Utilities
Act beceme effective. Up %o that time the company had no reserve
to take care of this depreclatien.

Exhaustive investigation into the physicel condition of
nany gas and electric companies in this state has develoyed the
fact that even where the properties have been kept in an excellent
state of repair and highly maintsined, the physical condition is
not greater than 85 per cent of mew. Comparing the properties of
these gas and electric companies with spplicant; 1t is entirely
fair {o applicant to assume that its physical condition is not
greater than 85 per cent of new. Considering the depreciable
property claimed by applicant, this comparison with the propor%iea

of like compenies supports the caleulation of depreciation made by

Mr. Ready.

At the hearing upon this matter some inquiry wss made
into the company's surplus and the elements ¢of wkich it was con~
atituted. mh& company reported a surplus as of December 31, 1915
in tke sum of $5,120,677.73. This surplus consists in large
part of moneys appropriated for sinking fund purposes, the total of
these appropristions smounting to $3,832,398.36.

While I recoguize that.the relation of & corporation’s
essets to its capitalization may be such as to moke 1t relatively
wnimportant whether sinking fund reserves be allowed to remain in
surplus, I am convinced that, as hes heretofore been ahowﬁ. the
relation of applicant’e smasets to its capitalizetion at this time
is sueh as to make it improper that it should set aaide sinking
fund reserves which are designed to reduce capiﬁalization ag com-
pared to ascets, and at the same time allow these reserves to ap- |

pear in surplus out of which dividends will be declared, thus, in

offect, nullifying the benefits by way of decreased capitalization
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which would result if the money represented by the dividends had

been allowed to remain in asgets.

IS applicant's sinking tund reserves are deducted from

surpius 28 they should be on the facts of tnisz case before dividends

are paid, it will leave available for dividends only $1,288,279.37.

"his company has recelved authority from this Commission
“0 issue £15,000,000 nar valuc of preferred stock. To date it re=
pOrts the sale of approximately %13,387,000 of this stoek. In this
sale the company has widely advertised the authorlity given by tais
Commission. It nas through these advertisements and its compaign of
aalesmanship‘acquired approximately 5,000 new snarenolders wno nave
invested in *tal s preferred stock. This stock, of course, is not
guaranteed by the State, nor iz any purchaser asgsured of any peculiar
protection or right by reason of 1ts issue.

Vinile the rule of the buyert's risk must be present nere
as elseviierc, this company, having used tais Commission's authority
to dbring 5000 perszons into a new community of its stock owmersaip,
should not adopt a policy that cannot fail to impair the position
of these investors. Thio condition is ecmphasized by the evidence
and the practical admission by the company that its deprecliation
reserves aave veen inadequate. Al the time when it is clear that
revenues should be conserved against tais depreciation and to build
up assets, it is proposed to distridbute thése revenues to tae holders

T the common stock.

It i the announced nolicy of applicant to continue
the paymenty of cash dividends on common stock once they have been
commenced. So-'we are confronted with a proposed issue of common
atock as a part of a dividend, the other part to bve cash and there-
afver in regular course the payment of dividends on the atock thus
issued.

Ve urge upon applicant the policy of investing in

plant a reasonabdble part of its net earanings until such time as its




assets veur o betvter relation to its copitolization. ]
In the sbcenece of agrecment by cpplicant on this policy,
I recommend that the Commission take immediate steps to compel the
a prover dewreciation rescrve cut of income or sur-
With opolicent ag witk otker utilitics ir Colifowmis, this
Commizcion has znever fixed raote 2 318 of > leact possidble
legel return to tre co: the contrary the Commissior has
bedﬂ'liberal with e view to making strong =nd finencizlly healthiy
tze public utility comvaniecs.  Zowever, with the benefits of
tals liborality, should, of course, g0 the obligation resting
wpon the company toward the comservation of assets.
If thiz conlicant does not, of its owr 2ccord, conserve
its agsets, it will be necessary for this Commission to reguire
it do =o0. In such ovent I recommend that thls Commiszion
call oxn izvestigotion Into the affairs of thic comvany, particular-
1y with reference to its deoorecistion reserve, itz sinking fund
cooropristions, its swrplus account, the unamortized discomnt on
its preferred stock and otkhor matters relatirg to 1ts books of ac-
count, to reguire thet a proper relationship he estadblished and
mointeired botween conlicant's acsets and its obligations to its
bondholdera and vreferred stockholders.
Accordingly I rocomuend npplication bo dexied

end submit nerewith the following form of order:

¢ R D E R.

PACIFIC GLS A'D ZLECTRIC COMPANY having applicd to this

Commission for authority to issue 10,211 cshares of itz common cap=-
pror valuve of $100. per shere, and e hearirg having
d and {1 cppearing 10 the Commission for the reasons set

forcgoing opinion that the same should be deniled,




IT IS EXEREBY ORDERED that the same bDe zand it is
horedby denied.

The foregoing opinion snd order are heredby apprroved

and ordered filed as the opinion and ordexr of the Railroad
Commission of the State of Californie.
Doted at San Prancisco, Californis, thisl%?b4

o:W 1916.

Commi seioners




