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Decision No.

BEFORE THZ RAVLROAD COMMISSION OF THE STATE OF CALIFORNIA

70N U0|sioa(]

-

In the Matter of the Application
of SOUTHRRN COUNIIES GAS COMPANY
0F CALIFORNIA for an order authorize

ing the issuanse of debentures and Application No. 3340,
the exscution of an agreement so-
curing the saxe.

Hanssker & Britt ard LeRoy M. Edwards,
by LeRoy M. Edwarde and G. Harold Jamwa.y,
for applicant.

LOVELAND, Commisaioner.
OPIXION

In this application Southern Counties Gas Company
of Celifornia ssks autkority to execute an agreement wunder which
it desirer to issue $400,000.00 of 10-year 6 por“oent debentures;
to sell said debentures at not less than 90 per cent of thelir

face value .t;aéx.\or*ﬂ pledge the same to secure a loan. The procesds

realized eilthor from the sale or pledging of dedentmres applicant
desires 10 uwse to refund ite notes and asccounts payable and provide
for working capital. | '

Applicant reporte asseta and liabilities as of
October Z1, 1917 as follows:~ B




ASSETS:
Capital Assetsg:

Intangidble C 4
ganization ts and Franchises
Franohises since Fedbruary 1, 1916
Total Intangiﬁle Capital

Tangidble Capital:
ﬁ%ﬁf-'e I%vontory 2/1/1916

Additions since
0linda~Brea line

Total Tangible Capital
Motel Fixed Cepital
Current Asgsets:

Materials and Supplies
Accounts Receivable

Deposite with municipalities
Cash on hand and in bank

Total Current ALssete

Deforred Charggs;

Disconnt on stook
Unamortized discount on donde
Reorganization expenses
Taxss, insurauce, &to

Total Doferred Chargese
Totel Asaete

LIABILITIES:
. tock = Common
Fonded Debt:- -
First Mortgsge 5% per cent bonds
Carrent ILiabilities:-~
Eotes Payable
Accounts Payable
Consuxexr'®s deposits
Interest accrued
Insurance ascrusd
- Motal Current Liabilities
Reserves:
Reservs for Inventory
Reserve for contingencies
Total Reserves
Surplus:

Capital Surplus - appreciation property values

Earned surplus

Total Liabilities

1,335, 8§

$ 37,587.67

$3,121,774.27
820,096.39

7. 862,23
$5,949,751.89

$3,987,319,56

$ 193,393.13
100,561,230
1,825.64
34,887,782

$ 330,667.72

$ 758,505.76
125,989 .42
21,717.80
45.678.79

$ 951,891,77

4gi260,079.12

$1,500,000.00:
3,016,000.00
1425112 .87
361,846.49
. 44,283.18
1,623.58
130000

5,‘99.92'
14,627.22

T I0,157. 1%

79,618.68
103,968.18

$5,269,5879.12




Apylicant reports that betweex Qotober 31, 1917 and
Hovember 20, 1917, it paid $67,447.37 of £ts acoounts payable; that
on the letter date it owed in the form of notes $144,611.87 and
%03,-736;06 of accounts payable, making s total current indedtednsss
of $448,347.93. o | -

By Decision Numbex 4880, dated Kovém'ber 26, 1917
the Commission authorized applicant herein to iseue $79,000.00
of its firet mortgage 5% per cent bonda at not less than 85 pox
cent of their :t.'a'c.zev value, plue accrued interest. The ardexr of
the Commission provides that the proceeds from the bonde shall
Pe used to pay notes and accounts pdyablo. Assuming that a:épli-
cant is able to sell the bomds it will be in a position. to re=
duce its notes and ascoumts payable from $448,347.9%3 to approxi~
nately $381,000.00. It is for the purpose of paying and roﬁnding
this indebtedness that applicant desires to izsue uoo-.oo;r.oo of
its l0=year 6 per cent debentures.

Applicant's relatively large current indebtedness
appears 40 be due primerily to the rapid growth of its dusiness;
to the failure to foresee or at least to adequately provido for
the financing of the growth of ite business at the time whem the
‘company was refinanced in 1916; to the acquisition of a large
Btéck of materials and suppllies; to disoount on gecurities issusd
and to the restriction in applicant®s deed of trust limiting
the issue of bonds to au amount equal to 80 per cent of the ocost
of mfovomonfa.- The trust Jdeed restriction I regard as jaro;por
and in the interest of the imvestor dbut of necessity It Implies
that provision must dbe mp.d.o to Linance capita.l expenditures against
which no bonde may be issued. |

Cn Octoder 31, 1917 applicant' reported materials

ond supplies on hend representing & cost of $193,393.17. The




testimony shows that the company has purchased g large stock ¢F

paterinls and suppylies in anticivation. of ex increese in price axnd
that under normsl conditions Lt will be adle to properly take care
of its business by keeping $150,000.00 of mﬁteriale end suppllies
in stock. 2y the Lssue 02 the l0~year dobentures'and tho usce 02
tao proceeds to pay nmotes and sccounts vayadble, applicant, for all
yractical purposes, will pay Lor its materials and supplies on
hend. By paying the notes and sccownts payable representing ma-
torials an&‘supplies, apﬁlicant.is providing itself with working
capital. If 1t hereaflter develops that applicant will reduce

s materlel axd supply account, thon the amouwnt by which such ac~
count is roduced should be oxpenfed to redeem débentnrea.ér usod
+0 pay for capital,expenditures'againstﬂwh;eh 20 bonds can be
-desuoed under sprlicant’s deed 0% truct.

By Decision Jumber 4439, dated July 3, 1917, the
‘Ralilroad Commission authorized avolicant nerein to L3500 £$400,000.00
of debentures. T4 now reports 4hat it has boon uwnable to sell
the dedentures inm accordance with tho terms wnd conditions of the
order in Doclsion Numbor: 4439.

Lpplicant acks the Commission to walve the requirement
of setting up a deproclation reserve until a later date. The
ofRicials of the compeny recognize that dedreciation 12 occﬁrring
out contend that it 4c Inadvisable for <he com@any'to establish,
at thiz time, a reserve Tor accruqd deprocliation. Applicant.
8llegec that from June 1, 1916 to October 31, 1917, it has ex-
ponded for repairs the sum of ¢86 606.4L, and tnat o sSubstantial
part of $86 606 .41 reprecents expendiiures which co'ald have veen
maede out of tae aeprociation regserve., . I am inclined to accept

applicant’s allogations axnd 24ind that the Engineering Depertment and
Stock and Bond Dopartment of the Commission egree with my opiniox.
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Under the feets of this cese and because of the present
ebrormal conditions, I am willing t0 recommend that wxless applicant’s
-esernings during 1918 show & material increasge, it will net be necosaé:y

for it to set up & rererve for accrued deprecistion. This recommendation -

ghould not be interpreted as a walver of the recuirement to set up &
depreciation but merely & postpomement of the time .when ;nch 8 roeserve
should be set up. Moreover, the recommendation is made to the'ﬁi |
Commission with the understanding thaet applicant will stipulate that
it w11l D&y no dividend on its outstanding stock until it hes made
proper provision for deprecistion. |

48 sald, if applicant is unable to sell ite debentures,
it deeires authority to pledge the same to secure the payment of a two
or three year note icsme, the proceeds of which will be used to pay
carrent indebtedness. It 1s evident from the testimony that applicant
hae not worked out the detail relative to the plodgiﬁg of the debentures.
If 1t iz unable to sell them and heresfter furnishes the Commission
with the necessary detail, I will be glad to give this matter farther
concideration. |

The sgreement wader whiock the debentures sre to be
iszned 18 to be substantially in the same form se the agreement at-
tached to Application Number 2974 and merked Exaibit "B"., The dew
bentures which applicent proposes to issue 4o not constitute & lien
updn any property. They are in effect lO-year & per cent promiscory

* notes to be issued under the terms and conditions of a prbpoaod debeon-~

ture agreement to be exoouted to Centrasl Trust Company of Illinois,

I herewith submit the following form of Order:-~

SEDEER

SOUTEERN COUNTIES GAS COMPANY OF CALIFORNI. having applied
to the Raeilroed Commdeslon for authority to issue $400,000.00 of
10-year 6 por cent debentures and for authority to execute a debenture
agreencnt,

And a public hearing having beex held, and

b




1% appnearing to the Railroad Commission thet the money, property

or labor 4o be procured or p@id fof‘by the iscue of the debentures
is reasonably required for +the yurpyose or yurpoces spocified in .
the order and that the expesditures for suck purpose Or purposes
are mot in whole or in part,reason&bly'chargeable'to oporating Ox-
ponses oxr to income; J .
| 17 IS EERIBY ORDEIRED thet Southern Cownties Gae Company
of Californiz be, snd 4% 415 teredy, authorizod to execute <to Cen~
tral Trust Comopeny of Illinois & debenture agreeﬁent suvstentially
in the came form A tho egreement marked "Exhidit B and attachod
10 Applicatiqn Jumber 2974.
I7 IS EEREBY FURTEER ORDIRED that Southern Counties Gas
Company of Califorania Yve, and it 18 hereby;‘authorize& to lasue
$400,000.00 02 its 10-year 6 por cent debentures upon the Lollow-
ing conditions and not othorwise:
le= Agplicant shall realize in cash Lrom the 3sale of
debentures not less than 90 pér cent o théir Laco Telae
plus accrued interest.
2.-=~ Before tnis order shall bocpme e2foctive, Squxhern .
Cownties Gas Company of Californlia shéll £ile with the
Reilroad Commission o &uly suthorized svipulation in form
satisfactory to the Railroad Coxmissior im whaich it agrees |
that 4t will not declare any dividend om its oulstanding

capital stock wntil it has transferred 1o & resorve.Ior ac~
crmed devreciation at least $50,000.00 of its earnod surplus
and theresfter unless othorwise ordered by the Commiceion
apoly anuuelly not less than $50,000.00 of its esrnings to
depreciatioﬁ. , ,

3.w- One proceeds from the sale . _ - - of §325,000.00 face
velue of debentures shall ve wseld by epplicant to pay oxr re-
fuond tae notes and accounts payadble set Zorth in '

"Exhidit 17 Third Supplementsl Apviication Sumber 2974.
B




4.~The proceeds from the sale <. ,l.i . of
$75,000.00 face value of debentures shall be uséd by
applicaxt to reimburse its treasury for income expended
for capival purposes and after such reimbursement to
be used to pay notes and accounts payable listed in
Exnibit 72", Third Supplemental Application Nwmober 2974,
or notes and.acoounxa payadble liszed Iin Exhidbit ™1™
Third Supplemental Application Numbexr 2974.‘

5.-0n or before the twenty-fifth day of
each month, applicant shall £ile with the Commission &
statement showing dy districts the cost of materials,
‘supplie'a and merchandise on hand at the dou of the
preceding month, and be prepered whem called upon to
furnish the Commission with an inventory of said meteriels,

snppliqs-and mexchandise.

; 6;¥Ihg approval berein given of said deben-

ture agréeniqnt 1s Zor the purpose of thie proceeding
only snd en spprovel in 8o far as this Commission hes
juriadictionﬁunder the terms of the Public Utilities Act
and ie zot intended as an approval of sall debenture
sgroenent ag to such other leogesl requirements to which
sald debenture agreement may be subject. '

| 7.~Southern Counties Gas Cogpqpy;o:,gé}ézorqza’.“
shell keep separate, trume and accu:am; ﬁgcbuﬁzs-éhnwing .
the receipt and application in detail of the proceeds
of the sale of the debemtures herein authorized o be
isouned, and on or before the twenty-fifth day;of each
month the cémpany shall meke verified reporte to the
Zailroad Commisslion stating the sale or sales of saild
debenturee dniing the preceding month, the terms and




cond.itiona' of the sale, the moneys realized therefrom, and
the use and application of such moneys, 2ll in accordance
with this Commiseion®s .Geneml Order No., 24, which order,
in 8o far ae applica‘ble,- is mede & part of this order.
8.~The authority hereby granted to issue de-
bentures shall mot become effective until applicant has
paid tho fee preccribed by the Public TUtilities Act.
9.=The authority hereby granteld to isaune de- .
bentures shall apply only to suckh debentures &8 may be

issued on or before June 30, 1918.

- The ZLoregolng Opinion and Order are herebdy api::-oved.
and ordered filed as the Opinion and Order of the Reilroed Com-
mission of the State of California.

Dated at Sen Franoisco, California, this _%
day of Decenxber, 1917. |

»

Commiszioners.




