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BEFORE THE PUBLIC UTiLITIES COMMISSION OF THE STATIE OF CALIFORNIA

Al34854, 34928 MW

Decision No. 4OG57

In the matter of the appllcatmon of
PACISFIC GAS AND ELECTRIC COMPANY for
an oxrder of the Cermission authorizing
applicant to issue, as fully paid,
shares of its common capital stock in
exchange for the outstanding shares of
the common capital stock of PACIFIC
PURLIC °ERVICE COMPANY. «

Application
No. 34854
(and smendnent)

In the matter of the application of
PACIFIC GAS AND ELECTRIC COMPANY for am
. order of the Commission authorizing ap-
plicant to icsue, as fully paid, shares
of its capital stock in exchange for
outstanding skares of the proferred
capitel stocks of PACIFIC PURLIC SERVICE
COMPANY and COAST COUNTIES GAS AND
ELECTRIC COMPANY, respectively.

Application

No. 34928
(and Amendment)

O T I R e L bl

Robert H. Gerdes, Ralvh W. DuVal and Richard Peterson,
for applicant- Brobeck, . Phleger & Earrison, by
George D. Rives, for Califomia Manufacturers Asso-
ciation, interested party; W. B. Wessells and Llovd
Cooper, for the staff of the Commission.

QPILNIORN

In these proéeedings Pacific Gas and Eleetric Comp;ny re-
quests the Commission to make its orders suthorizing it to issue shares
of its preferred znd common cstocks in exchange for shares of stock of
Pacific Public Service Company and Coast Counties Gas and Electric
Company andé approving the tems and conditions of such issuance and

exchange.

Public hearings on these applications were held before
Commi ssioner .Scoggins and Exominer Colemon: after notice thercof, and
notice of the terms and conditions of the issuence and exchange of

stocks, had been given to the sharcholders of Pacific Public Service
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Company and Coast Counties Gas and Electric Company. The matters were

taken under subtmission on Jenuary 28, 1954, and now are rcady for

decision.

The present proceedings are the initial ones in a longer
range program having as its objective the consolidation of the pProper-
tics of Pacifie Gas a:id Electric Company and Coast Céuhties Gas and
Elcetric Company. 7The clectric and gas systems of Coast Cownties Gas
and Electric Company serve areas contiguous to areas served be Pacific
Gas and Electric Company and ¢can be operated as part and pa‘rcel. of the
larger operations of Pacific Gas ond Electric Company. The s:fs'cems
of the two companies are interconnected. Cozst Countiés Gas and
Electric Company now obtains all the electric emergy it dlstributes
md a substantial part of its supply of gas, by purchase or exéhange,
from Pacific Gas and Electric Company.

At this time Pacific Gas and Electric Compony is moving to
acquire only the stock of Pacific Public Service Company and Coast
Counties Gas and Electric Company. At a later date it plans to take
steps to acquire the properties of these two companies. |

Pacific Public Service Company and Subsidiaries
Pacific Public Service Company is o California corporation

existing as a holding company of securitices of operating companies
carrying on the business of producing and tronsporting natural gas
ad of fumishing natural gas, electric and water service to public

utility customers. Its subsidiaries, which are wholly or partially

owned, are as follows:
1. Const Counties Gas and Electric Company. This company is a
public utility engaged in operating gas systems in the counties of

“Contra Costa, Fremo, Kemn, Kings, Merced, Monterey, San Benito,

Smta Clara and Smta Cruz, in operating electric systems in the
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counties of Monterey, Samta Clara, Seaiiéa Cruz znd San Benito, and in
operating a water system in Aveneal, Kings County. It owns 5/1l4ths of
the outstanding stock of Stendard Pacific Gas Lines, Incorporated, 2
nonprofit corporation which owns gas pipe lines in Califomia.l/

2. Gas Lines, Ine. This company is & nonpublic utilzty eng_ged
in tran*‘portn.ng gas uwnder private contract i‘or 2 limited number of
producers. It owns no properties but is allotted excess capacity in
the facilities wholly or partially owned by Coast Counties Gas and
Zlectric Conpany. Lt |

3. Notur G:s Cormoration of Colifornis. This company is 2
nonpublic ut:.lity mgaged in exploring for and in producing natural
gas from certa:.n flelds in Californmia, owning c¢ertain propertics in
fee mnd leasing others. It sells natural gas to applicant and te
Coast Couwnties Gas and Electric Company.

At onc time Pacific Pudlic Service Compeny owned the out-

standing stock of Arrowhead and Puritas Waters, Inc., a corporation
| mgaged in the bottled water business in southern Califomia.
Recently it has disposed of thesc holdings.

Consolidated Balaone¢e Sheet of Pacific Public Service Company

A consolidated balance sheet of Pacific Public Service
Compeny and 1%s subsidiaories as of December 31, 1953, as adjue‘tcd to
give effect to the elimination of Arrowhead and Puritas Waters, Inc.
amd to reflect the dividend action of Pacific Pudlic Service Company
in Jauary of 1954, appeax"s in Exhibit 9 in this combined j)-roce¢ding.
A sumary statement of the balance sheet Lis as follows:

i/ <
Pacific Gas and Electric Company owns 7/1l4ths of the outstunéing

stock of Standard Pacific Gas Lines, Incorporated, and Standard 04l
Company of Califomia owns the remzining 2/14ths.

-3




A« 34854, 34928 MW

 Assets

Fixed assets -
Coast Counties Gas and Electric
Company
Gas Lines, Inc. '
Natural Gas' Corporation of
Califomia™
Pacific Public Service Company
Total fixed assets
Le¢ss - reserves
Net fixed assets
Intangibles
Cther investments
Curremt and deferred assets

Total

‘ wiabilities and Copital
Funded debt |

Current liabilities and deferred credits

Miscelizneous reserves:
Contributions in aid of construction
Capital - ,

Preferred stock of subsidiary

Stock of Pacific Public Serv. Co. -

Preferred
Common .
Surplus
Total capital

Qutstanding Stocks

$37, 195,493 75
321.79

8635793Q991
176,535.11,
38,24%,144. 4
8,157,081.35

$30 osa,063.29f
1 565,417.30
1 015,123 75
4,6;9,332 26

837, 275426, 60

L7, 6.3, 975.00
5,659,327 78
276, 227 . bl
280 827.18

$ 4,975,000.00
75453 442 50

T4y 196. 99
Q42,429 . TL,

13,445,069, 20
$37,275,426.60

LR BRI

Pacific Public Service Company owns all the outstanding

stock of Gas Lines, Inc. and Naturzl Gas Corporation of California

ad all of the common stock, but none of the preferred, of Coast

Countics Gas and Eleetric Company.

intercompany holdings, are as follows:

Pacific Pubklic Service Company =
$1.30 preferred
Common

Coast Counties Gas and Elee. Co. -
Series A, 4% preferred
Series B, 4.80% preferred

At one time, 448,712 of the outstanding
stock of Pacific Public Service Company were held
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The outstanding shares,

cxeluding

Number of Par Total -
Shares  Value Par Value

298,137.7 $25.00 $7,453,442.50
741,969.85 .10 74,196.99

124,000 = 25.00 3,100,000.00
75,000  25.00 1,875,000:00

shares of common

by Standard 04l
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Company of Califormia. The record shows that carly in 1953‘Standard
O0il Company of Califormiz Indicated its desire to dispose of its
holdings of such shares, that Blyth & Co., Inc. and certain other
groups representing ont-of-state interests, as well as applicant;
udertoox to submit bids for the shares, and that the oil company
accepted the cash bid of $21 a share made by Blyth & Co., Inc.
Pc.cii"ic Gas and Electric Company at that time offered to issue .6 of
& sharc of its common stock in exchange for ¢ach sharc of common.

stock of Pacific Public Service Company.

Blyth & Co., Inc. also acquired certain shares of Pacific
rublic Service Company?s common stock from minority shareholders and
now holds 623,651 shares, or 84% of the total number outstanding. The
renaining outstanding shares, of 2ll classes, are held Wy approxi-
mately 5,600 sharcholders.

Acguisition by Pacific Gas and Electric Company

Pacific Gas and Electric Company now has entered into an
agreement, subject to receiving the requisite governmental authoriza-
tion, to acquire the holdings of Blyth & Co., Inc. in the common
stock of Pacific Public Service Company and to issue and deliver in
exchange therefor, 330,535 fully paid shares of its common stock, .
being at the rate of .53 of a share of Pacific Gas and Electric Com~
pany common stock for each share of the common stock of Pacific

/
Public Service Company;z'

Applicant also proposes to meke an offer to the holders of
the remaining shares of Pacific Public Service Company common stock

to Lssue and exchange for each of such shares .53 0f a share of its

2/
- Since the original acquisition by Blyth & Co., Inec. in 1953,
Pacific Public Service Company has disposed of the Arrovhead and
Puritas Waters, Inc. ond has pald out 2 special dividend of $2.35
2 share. : ’
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owh common stock, the exchange ratio being the same as that cnployed
in p?e exchange with Blyth & Co., Inc. It also propéses to offer its
shdref of preferred and common stock in exchange for the prefeiied
eharc, of Pacific Public Service Company and Coa t Countics Gas mnd
Eleetric Company on the following bases:

‘1. For cack share of §$1.30 preferred stock of Pacific Public
Scrvice Company cumulative preferred stock, par value $25, callable
at $27.50, it will offer one sharc of Lts 5% redeemable cumnlative

firzﬁ preforred stock, $25 par valuc, or .70 of a share of 1ts common
stock.

2. TFor cach share of the Series A, 4% cumul_tive prefcrred
stock of Coast Cownties Gas and Electric Company, par value 25,
callable at $27, it will offer .2 of 2 share of its 5% redecmabdle

cumuiative firet preferred stock or .70 of a share of itsAcommon
stoe

3. For cach share of the Series B, 4.80% cumulative preferred
stock of Coast Counties Gas and Electric Company, par value $25,
callable at $27, it will offer-onc share of its own 4.80% redeemadle
calative flrst preferred stock, $25 par value, or .70 of 2 ehare
of 1ts common stock.

Under the propesed exchange offers the maximum numbers of
shares of each class of stock which applicant may be called upon to
issue, depending on the zceceptance by the present shareholders and on

their selection of method of exdhange, are as follows:

Common stock - 741,241 shares
5% preferred stock - 397,338 shares
4.80% preferred stock -~ 75,000 shares

Bffeoct of Exchange on Sharéholdegs

It appear° the exchenge ratio for the shares of common
stock'was determined by bargaining between applicant ané Blyth & Co.,
Insz/ and the exchomge offers to the holders of the presmtly out-
standing prefer;eu shares were based in part on the redemption prices

of such preferred shares amd in part on dividends.

At the preovailing market for Pacific Gas and Electric

Company common stock of approximately 040, the holders of all three

2

Applicontts common stock currently 1s selling at about £40 a share.
During Jmvuvary, 1954, the common stocek of Pacific Public Service
Company sold at 2 range of 20-1/2 to 20-3/4.
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classecs of preferred stock, 1if they eléct to accept the .70 6f a
share of common for each of their preferred shares, will recelve
approximately $28 in market value as compared with redemption nrices
of their present holdings of $27.00 and $27.50. A4t the preéently pre-
vailing anual dividend of $2.20 on Pacific Gas and Electrice Company
common; they will recelve annual income of $1.54 for cach .70 of 2
share; as compared with annual dividends of £1.30 on the Pacific
Public Service Compan& preferred stock, of $1.00 on the Series A pre-
ferred stock of Coast Countlies Gas and Electric Company ané of $1.20

on the Series B preferred stock of that company.

If the preferred sharcholders élect to accept preferredr
stock of Pacific Gas and Electric Company, those holding the Coast
Counties Gas and Electric Company preferred, of both c¢lasses, will
continue to receive the same anmual dividend of $1.00 for the Series
A and $1.20 for the Series B. The holders of the preferred stock of
Pacific Public Service Company, in accepting the exchange of preferred
stock, would receive amnuval dividends of $L.25 z2s compared with their
present dividend of $1.30. Applicant points out; however; that suéh
holders will recelve a stock which consistontly hes sold at a highcr'

price on the morket. On the dete the exchange offer was ennounced,

Pacific éas and Electric Company?!s 5% preferred was selling at $28.25

and Pacific Public Service Company?s §1.30 preferred 2t $26.25.

Nonassenting §§pz§golders‘

The sharcholders of Pacific Public ServicevCompany‘and'A
Coast Countiecs Gas and Electric bompany are un@er'nq obligation to
accept the offers to exchange their holdings for shares of’Pacific
Gas and Elcetric Company. If they do not choése to surrender-theif
sheres fo:'exchangg they may continue to hold them, with the some
rights onc p:-.ivileges they now possess.
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It Pc.cific Gas and Electric Company is successful in ob-
tuining 2/3rds of each elass of stock of Pacific Public Service
Company and Coast Countmes Gas~and Electric Company, it intends to
effect a merger with thesc two corporation,. With respect to non-
assenting gharéholdcrs in the event of such a trens acfion oceurring,

Section 4300 of the,C;lifoznia Corporations Code provides as follows:

"In the event that the requisite number of sharcholders
of a corporation: approve its merger or consolidation with
another corporation, domestic or foreign, any holder of
voting or non-voting shares who did not approve the merger
or comsolidation at the meeting at which it was approved
may, by complying with this article, require the corporation
of which he 45 a-shareholder to purchase his dissenting
shares and to pay him their foir market value. The fair
market value shall be determined as of the day before the
vote of the 'sharcholders approving the agreement of merger
or consolidation,” excluding any apprec¢atlon or depreciation
in conscquence of the proposed action.™

The code provides for appraisal of the fair market value of
shares in a court proceeding in the event no agreement is reached as

to value.

" Accounting for Acgulsition gf Shares
By 2 resolution adoptec January 20, 1954, the board of
dircectors of Pacific Gas and Eleetric Compony determined the fair

values of the shares of stock to be received in consideration of the

exchanges for its own shares, as follows:

Pacific Public Service Company -

Commmon stock $18.93 a share

Preferred stock 25.00 a share
Coast Counties Gas and Electric Company - :

Series A preferred stock . 20.00 a share

Series B preferred stock 25.00 2 share

It intends to record-its acquisition of these shares, or
any part}of them, as a debit in Account 111, Investment in Associnted
Companies, at the foregolng prices and to credit the awounts in
Account 200, Common Capital Stock, Account 201, Preferred Capital

Stock and Account 203, Premium on Capital Stock, as appropriate. .
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If the compeny obtdins all thé ‘shares of Pzeiffc Public
Service Company and Coast Counties Gas' shd Electric Company, the
total amount to be cebited in Accouwnt 111, as representing its
recorded Investment in such shares, will be appro:dmatély $25,849,000.

A

Earnings

: In prcsmting these matters to the Commission applicant

asserts tha‘c ‘che eaminge of the Pacific Public Service Company grcup
of companie., will be ample to meet the carrying charges on the sh._reo
of ..tock it proposes to issue. It cstimates that thenet eaming.,
for 1954 from the operations of the Pacific Public Service Company
émup; assumding rates ré‘cently'authorized by the Commission to 'be'in
effeet for the entire year, would de equivalent to $3.32 a share on
the comon stock to be issued vy Pacific Gas ond Electric Company in
exchange for the common'stockbf Pacific Public Service CQmpai:'.y, as
compared with its $2.20 prevailing annual cividend.

The earnings of $3.32 do not take into account annual
savings which apblicant estimates will follow the merger of thcutili—
ty pmperties. ‘It as serts that the combdination of the two propertios
into a single orgmiza’cn.on will result in more cffcctive and )
cconomical administration and operation, with possibdble savinps being
ei‘f\.cted in thc follow:.n&' accounts:

Customer accou.n*cing and collecting
expenses &3.43, 894
Administrative and general exponses 601, 42
Sales promotion expenses % ;M ‘
- Total / 845,315
Increasc in taxes on income resulting S
from reduction expenses 455,794
Net additional :.ncome | @2@,52‘1

The testimony shows that in communities now bcmg served
by the two utilities, where separate ofif:.ce., are being maintained,

savings can be expected by the use of a“single staff. One set of
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‘meter readers, rather than two, will read all meters, clectric and
gas being read at the samc'timc, a single bill prepared by a single
staff of clerks will be presented to the customers, and 2 single
collection made for the two services. Applicant estimates that
customer accounting and collection expenses cam be reduced by $L.47

a customer through elimination of duplicate offices and staffs.

The acquisition of the other companies by Pacific Gas and
Electric Company will eliminate expenscs which are incurred in nain-
taining separate corﬁoratg entities, such as those required for stock
records, ganeral books and supporting‘records, mé tax retums,
anual and other reports. Applicant shows that its administrative

and gcneral expenses cmount to $4.73 a customer and those of Cozst

Counties Gas and Electric Company to $8.56 a customér. It 415 of the

opinion it can absorb the present customers attached to the lines of
Coast Counties Gas md Electric Company at no gieater'averagercost

per customer than it now incurs.

The savings in sales promotion expenses will be realized,
according to the testimony, by the climination of the cost of obtain-
ing competitive business in the communities now served by the

separate componies.

Oblegtion Certain Sharchold a2t Beaxings
During the hearing on January 28, a representative of one

stockholder objected to the terms of the exchange of common shares,
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the name of the stockholder," the extent of the holding and the basis

 of the objection not being revezled.

Another sharcholder, owning 200 shores of Pacific Public
Scrvicc Compmy“ preferred, objected to the reduction in divic’mc’.s

- md mdicc.ted h:.s desire to surrender his shares for payment.

As we have indicated carlier in this deeision, the non-
"dééézting sharcholders are wnder no compulsion to exchange their
Sbares and, in the cvent of a subsequent merger, heve their rights

to 2 determinavion of the fair value of their stock.

Sumary, Conclusions and Finding:

Summarizing, it appears from the record thet the integration
of the public utility systems should result in operating advantages
in the service area of Coast Counties Gas and Electric Company in that
more effective use no doudbt can be mode of the facilities of Pacific
Gas and Ele;ctric Company as the load in the area increases and tha"o
substantiéi_savings in costs can be cffected through a consolidation
of the administration, operation ané maintencnce activities ond the
elimination of certain duplications in these functions in areas where
onc company supplies the gaé sexrvice and the other the elég;tric‘ ser-

vice.

At the outsel, Pacific Gas and Electric Compeony is contem-
plating'merely the acquisition ¢f the stocks of Pacific Public Serv-
lce Company a‘nchl,_its subsidiarics and it may be some timé before the
actual merger proceedings of the physical properties are perfected.
In the meantime, it appears that Coast Counties Gas and Eleetric
Company will be operated as an incependent company, observing cuch
rate, depreclation and ovher orders of the Commission as have been
authorized or zpproved for that company, wless they are hereafter
changed b},; the Comm.ssion.
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During the course of the hearings there were‘brought-up for
discussion such matters as the uitimate disposition of Gas ﬁines, incﬁ
the conditions under which service is provided to industriél customers
by Coast Countie; Qas and Electric Company 2t this time, and the

amount and di;gosit;on of any acquisition adjustment which mighp/
ariese follqgipg the merger of the properties.

These matters are not now defore us and cannot dbe determined
until such time as the request to transfer the properties of Coast.
Counﬁies Gas and Blectric Company to Pacific Gas and Electric Company
is brought before the Commission. It does appear thot Pacific Gas
and Electric Company's recorded investment in the stocks of the
Paclific Public SérviéevCompan? group of'companies will be-appioxi-
metely $25,849,000 and that the reported adjusted net book values of
the assets.of fhe group as of December 31, 1953, as reflected in the
balance sheet set forth in this decisiog, ?as approkimately'
$13;445{QQO. The reéord shows that in/statﬁng the balance’sbeet the
utility plant of Coast Counties Ges and Electric Company is reflected
on an ordiginal cost basls; thet 1s, the cost to the firs;vpersbn de-
voting the properties to'public use, and that the properties of the
other companies are stated on the basis of cost to them. Applicant
asserts that the recorded amounts co not reflect the actual value of
ges reserves owaed by Natural Gas Corporation of Colifornia and that
it believes such value, while not capable of precise esﬁnnation due
to the nmy factors which will bde determined by future events such as

rates.éf withdrawal, incidence of taxes and market prices},isAade-

quate wvhen added to the value of other assets to Justify the prop03e¢
exchange of stock.

It is our conclusion, based upon the rceord in these pro-
ceedings, that applicant’s requests should be granted. Shouléd

applicant e successful in obtaining the shares of stock it now secks,
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it intends o proceeé. as rapldly as possible with its plams o merge
nad integrate the public utility properties. It appears to us that
advantages of merger and savings in operations can be made %o
accrue to the beneflt of the consumers and that the fact oi‘ meréer'
should not in 1tself result in additions to the rate base or operating

- expenses because of acquisition adjustnimt cherges.

Upon the basis of the foregoing recitals, we are of the
opinion, ad hercby find, thet the proposed asequisition of shares of
stock by Pacific Gas and Electric Company will not be adverse to0 the
public interest, that the terms and conditions of the issﬁance and
exchange of stock, as herein proposed, are falr and reasonable, and
that the money, property or labor to be procured or paid .’c‘or' by the
issue of the shares of stock herein authorized is reason'ably required
by applicant for the purposes speelfied herein, which purp'o-ses are

not, in whole or in part, reascnably chargezdle to operating expenses
or to income.

| Public hearings having been held on the above entitled .
motters, and the Commission having considered the cvidince and being
of the opinion that _the applications should be granted,’l:‘.} as herein
provided; therefore, |

IT IS SEREBY OPDERED as follows:

‘1. Pacific Gas and Electric Company mey issue not exceed-
Ing 741,241 shares of its common stock, not exceeding' 397,338 shares
of its 5% redeemable first preferred stock, and not exceeding. 75,000
shares of 4ts 4.80% redeemabdle first preforred stock in exchange:"f’o‘r

the outstanding shares of stock of Pacific Public Sexvice Conpany

13
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and Coast Countlies Gas afid Electric Company; in accordance with the

bases of exchange set forth in these proccedings. The terms and

conditions of such exchange are hereby approved.

2. Pacific Gas and Electric Company may acquire and hold
the outstanding shares of stock of Pacific Public Service Company and
Coast Countles Gas and Electric Company.

3. Pacific Gas and Electric Company, on or before June 50
1954, .,hall filc with the Commission 2 statement sh.ovdng the number
of shares of stock of each class of Pacific Public Service Company
and Coast Count!.es Gas and Electric Company acquired by it, the
- number of shares of 1ts own stock which it issued in exchonge, and
the joumal entries used to record on its books the acquisition oi‘
such shares of stock. '

4. The authority herein granted will become effective upon
the date hereof. |
34

Dated at San Francisco, California, this /& N day of
Februery, 1954.

Qlw

Presided\t

5140%/4\ M/
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