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Decision No.

REFORE THE RAIDROAD COMIIISSION OF TEE STATE OF CALIFORNIA

4

'
-—

In the Matter of the Application )

of VALLEY NATURAL GAS CQMPANY for )

anthority to issue Bharee of its ) Apolication No. 3339.
common stock. ) .

Iilienthal, McKinstry & Ra.ymond
by .Toseph Eaber, Jr., for applicemt.

TERIZX, Cormmissioner.

OPINION

Iz 4ts petition hercin, Valley Natural G@.a Come

' pany acke euthorfity to fseue such an emount of its common stook
a3 the Railroad Commiazion may doem proper, Lor the pnfpoae ot
capitalizing earninge expended for additions and betierments and
the redemption of bonds.’ Eotiﬁoner proposes to distridute asz 2
stock dividoﬁd. to the holdm of its common &tock such stock as

ney de authorized herein.

Petitioner alleges :t:b.at 1t and ite predecessor
in interest, Celifornis Natural Gas Company, have expended for

additions and bettermenta the foilow;mg amountsz~

December 1, 1915 to March 1, 1916 eceeweesse.$25,872.88
March 1, 1916 to July I, 1916 (credit)eeecee 3,028,065
Jﬂy l 1916 to Mrch l 1917 (Y X X X N ¥ N XXX NN N J 30 1?1084
mch I’ 1917 tO Novem.ber l, 1917 ssevCceonre 24 796.01

&ot&l ‘ootﬁco-.’-o.o.oc;ot‘ot..#’ze,m.sa




Petitioner 2180 alleges that from Jume 30, 1917 to
November 1, 1917 inqlnziu it has used earnings to redesem bondse
{n the amouvnt of $60‘,-000.od. As I view the gituation, the q;uos-
tion before the Commicsion is not so mmoh the smomnt of earnings
expended for additions and betterments and the redemption of bonds
as the amount of earnings properly available for the payment of
dividends on petitionmer’s common stock. The testimony indicstes
thet the earnings avallable for this purpose bave been expended
for sdditions and betterments or for the redemﬁ'cion of bon&é. Divi~
dends on petitioner's preferred stock have been regulsrly paid. |

The testimony shows that Valley Xatural Gas Conw
rany acquired the properties of California Natural Ges Coxpany on
or ebout June 20, 1916, ard that the cash pa:}.& for the Propexrw
ties az of June 20, 1916 included the additions eand detterments
from Decembexr 1, 1915 to June 2C, 1916.

¥r. J. P. XcMahon, General Mensger of Valley
Batural Gas Company, testified that during 1916 no allowansce was
made for dofrec-iation, oxcept for antomobilas, dbut that during
the current year it le the intention of the officiala of the
company to appropriste from $50,000.00 to $60,000.00 of the
earninge for doprqoia.tion. In readjusting the rates of Valley
Natural Gas Company, the Raflroad Commissiorn 4in Decision Number 4485,
dated July 27, 1917 allowed $43,334.64 per annmum for depreciation.

.Retitioner is engeged in tvhe disiribution of

natural ges, a business of comsiderabdle hazard because of the un=
certain life of the field. ¥r. Mciahon testified that in hie
opinion 1f the natural gae supply cezses the property of petitioner
will become entirely useless and that any velue which it will
have will be 5.1:9 salvage value.

Because of the fact that this property is viewed
as having a eghort term life, the function of the dopreciation

reserve seems to me, in this case, to be not =20 much to rerlace the

property am worn out and thus to keep the Investinent intact, as

2o




to res'tore the invesgtment to the investore. In restoring
the investment, the company's obligation maturally goee first
to its creditors, and second to its stookholders.
| For the porpoce 0L determining the amount of net
ecrnings available for the payment of dividends on common stock,
I am inclined to the view that the company should set up for
depraciation the amount allowed by the Cothmission in the recent
‘ rate proceading and that the amount s0 allowed per apmum sgbould not
only be spplied to the 1917 but also to the 1916 operations.
Xo matter for what purpose the deprecistion fund
has been or will be used, I am of the opinion that 1t should
1ot be capitalized. = Counsel for petitiomer agrees with me in
tkis conclusion.

A statement sudmitted by petitionsr showe the Lfollow=

ing results from the operation of the properties here involved.

Jar, 3, 1916
to Dec. 3L, 1916

Jan. 1, 1917

to Oct, 3T, 1917

Item

4+ sy 14 2b 1)

Cperating Revenues,
Operating Expenses, including
taxes dut not depreciation

Yot Operating Revenues
Jess Interxest

271 519.32

97,220.26
11,810.36

85,409.90

& 476,442.98
406, 335,47

70,107.51
16.599.84

53,507.67

Yet Zarnings

Prom which should de -
deducted deprecistion and
dividend on preferred stock:

Depreciation
Dividend on preferred stock

Total

Net earninge available for
dividends orn common B8tock

4‘25,:5&5‘;.‘54L
10,002.00

% 53,3%36.64

11,002.00

$ 47.114.22

& 72.073.26 3 6,.393.45
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The foregoing table indicates that the company
hag available for the payment of dividends on 1ts common stock the
sam of $38,466.7L less the sum of $1,278.00, being ome month's
dividend on preferrad stock.




Tre testimony is to the effect that this amount

as well as amounts which more properly should have been charged
‘o depmciation have been expended for additions and bettermente
and the redemption of bonds. Az 2aid, I do not believe that
sny zmomnt expended out of the depreciation fund should be capi-
talized regardless ae to whether the moneys in the deprecistion
fund have beon used to redeex donds or expended for additions
and betterments or replacements.

Under petitioner?s articles of incorporation, any
Btock which the Commission may authorize to be issued purusant
to the petition herein must be delivered to the common atockholders.
Xr. C. C. Spicer, secretary of Valley Natural Ges Compeny, testi~
fied that the common stockbolders have agreed with all parties
who were in any way interested in the organization a.nd.' ﬁmcing
of the Valley Natursl Gas Company that they would distribute any
s%ock herein anthorized as followgs~

50 per cent to the Standard Bond & Mortgage Company..
23 per cent to Mr. C. B. Colby and his sezociates.

2% per cent to Meesrs. C. C. Spicer, Cherles Domlon,
J. &. Hughes and L. S. Bradford.

4 pexr cont to Mr. T. P. Speed.

A1l perties sgree that this distribatuion shell
be regarded as compensation in full for all services rendered
iz financing the purchese of the properties of Californie 'Natural
Gee Company.




In view of the facts presented in connection with
this petition I =m of the opinion thot Valley Natural Ges Company
may properly be suthorized to issue $3%,000.00 per value of its
common capital stock for the purpose of reimbursing its tressury

for earnings expended for additioms and betterments.

I herewith submit the following form of Order:-

TALIEY NATURAL GAS COMPANY having applied to the
Reilroad Commiesion for aumthority to issue common capital atock
in such an asmount ag the Commission may determine, and a public
hoaring having been held, and the Rallroad Commisaion being of
the opinion that the money, i:roporty or labor to be procured or
paid for Dy such issue is reasonsbly required for the purpose
or purposes specified in the order and that the expenditures
for auch purpose or pmrposes are not in whole or in pert reason.
ably chargeable to operating expenses or to imcome;

I? IS EEREBY OIDERED tha't; Va.lley_Na.tluzjal' Gas

Company be and it is hereby authorized to issue $.;000,00 par
value of its common capital stock for the purpose of reimbursing
1tg trossury becouse of earnings expended for capital purposes,
the autbority herein granted to issue said stock being upon the
2o1lowing conditions and mot otherwiseze

1.~Talley Bstursl Gas Company shall keep
separate, true and acourate accounts showing the receipt
and application in detsil of the proceeds of the sale
of the stock herein authorized to be issmed; and om
or before the twenty=~Lfifth day of ezch month the company
shall meke verified reports to the Reilroad Commission
stating ‘the gale or sales of said stock during the preceding




month, the terms snd comnditions of the sale, the moxeys
roalized therefrom, snd the use and spplication of such
moneys, 8ll in accordance with this Commiesion's General

o::rdar No. 24, which order, iu 8o far as applicable, is made &
pé.rt of this oxrder.

2,-mho sutbority herein granted to issue stock
shsll epply only to such stock as shall have been 1ssued
on or before May 15, 1918.

The foregoing Opinion and QOrder are heredy approved
and ordered filed ss the Opiniom and Order of the Rallroad Com=
mission of the State of California.

Deted at San Francisco, California, this o

day of December, 1917. % / .
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Commissioners.




