A.380.,1 EL ’d .

Tecision No. S3476 @RB&! NAL

BEFORE TEEZ PUBLIC UTILITIRS COMMIESION OF TEE STATE OF CALIFCRNIA

n the Matter of the Arplicastion of

PACIFIC GAS AND ELZCIRIC CONMPANY, a

corporation, for an order of the Public

Utilities Commission of the State of

California zuthorizing apolicant, among

other things, toissue, sell, and : Application
deliver shares of its common s*ock in No. 3804
the menner, to the ameunt, and for the

purposes set forth herein; and reliev-

Ing applicant of the necessity of

coumplying with the requirements of

Section A, 1 of said Commission's

General Order No. 24-~A.

R ¢ ommon Stock) _ _

F. T. Searls, John C. Morrissey and
Malcolm A. MacKillop, for applicant.

On May 18, 1956, Pacific Ges and Electric Comvany filed
the cbove-entitled zpplication for authorization to issue, sell, and
deliver 812,791 suares of its common stock of the par value of 25

each and of the aggregate par value of $20,319,775.

A public hearing was held before Commissioner Untereiner
and Examiner Coleman in San Francisco on May 29, 1956, at which
time the matier was taken undar submission. The Commission has

received ro protests in the procceding.

Purnese of Financing

The purdose of the proposed financing is to provide
applicant with funds to reimburse ‘its treasury, to pay bank loans
and to provide the cost of additions to, cxtensions of, and better-

ments or improvements to i1ts plants, ororerties, or faeilities madc,
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Or to be made, subsequent to January 31, 1956. Applicant'revorts

that wp to January 31, 1956, its expenditures for capital purposes

for vhich 1t hzd not been reimdursed through the 1ssue of permznent
securities amounted to $467,238,710.60, the aiount having been rro-
vided orimarily with depreciaticn aoney and retained earnings, that

it heas Dborrowed or expects to borrow %35,060,000 on short-term bank
loans by the time its stock proceeds become availlable, ané that it

ras need for additiomal funds to improve its cash position, through
the paynent of its bank borrowings, and to proceed with its construc-
vion activities. In this connection, it reports the unexpended balance
of autnorizations for capital addi*ions and improvements in process of
constmction at Jaruary 31, 1956, in the total amount of

$143,363,470.52, scgregated as follows:

Eleetric $104,684,050.10
Gas 33,931,598.84
Water 683,048.95
team 15,012.76
Other physical proverty and vlant

held for future use 2,080.82
Common utility 4o 047,679 .05

Total $143.363,470.52

The testimony shows that not 21l the Jobs now under con-

ctruction will be comnlcted this year and that additional work will be

authorized from time to time. Anplicant expects that during the

12 months ending January 31, 1957, the cost of capltal additions and

improvements will be equal to or will exceed the sum of $130,000,000.

Carital Structrre

It 1s estimated by apnlicznt that less than one half of
i1ts capital expenditures will be financed with funds now in its
treasury and from funds expeeted to be available fron internsl

sources. In view of the magnitude of applicant's constructien

{
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rrogran 4t Is clear that it will be ealled upon, from time to time,
to engage in additional financing in the future.  Applicant is of
the opinion that because of prevailing market conditions it should
underteke the sale of shares of common stock at this time, rather
than scme other form of security, and that by doing so it will main-
t2in and iaprove 1ts cepital structure. Its ratios as of Aoril 30,
1956, ond as adjusted to glve effect to the pronosed issve of comuon

stock are as follows:

Anrdl 30, 1956 Pro Forma

Bonds and notes 43.1% '46.6%
Preferred stock 19.6 19.4
Common stock eguity . 34,0

_32.3
Total 100.0% 50007

Presently, 16,255,811 shares of common stock are outstand—
ing. The book value is caleulated to be $35.15 a share on the basis
of the Anril 30, 1956 recorded figures, and the market price recently
has been reported at $50.00. For a number of years applicant paid
crarterly dividends on its outstan@ing common shires of 50¢, but in
July, 1953, 1t increased the guarterly dividend to 55¢, end in
March, 1956, to 6CH.

Sale of Stock

Uncer the previsions of apnlicant's articles of incor-
ooration the holders of the vresently outstanding chares of common
stocx have the pre-emptive right to subseribe for and to nurchase

any new issues of common shares.




Accordingly, applicant proposes to offer the 812,791
shares of common stock to its present common stock shareholders of
record a2t the c¢lose of tusiness on June 12, 1956, to Lssue to sald
sherceholders on June 12, 1956, transferzble warrants evidencing theif
right to subsceride to the shares to be offered, which rights will
explre at the close of business on July 2, 1956, and thereafter %o
issue ané sell'its shares upon subscription and nayment of the

marchase vrice in accordance with the terms ¢f the warrents.

In order to insure the sale of all the shares of stock,
applicant intends, 1 so authorized by the Commission, to enter into
an underwriting agreement for the sale to certain underwriters of
the sheres not subscribed and poid for pursvwant to the offer to the
shareholders. Under the terms of the proposed underwriting agree-
ment, it ic expected that the underwriters will ecquire rights during

the stockholders' subscriptlion perlod, and, upon exercising such

rights, will distrioute such shares through their normal distributing

channcls. It ic asserted that the activities of the undervriters
during the subscription period tend to exert a stabilizing effect on

the narxet price of the stock.

Competitive Bidding

The issue of the shares of stock to applicant!'s share-
holders pursuant to their pre-emptive rights 1s exempt from the

requirenents of the Comnission's ¢ompetitive bidding rule.

Applicant seeks an order at this time exempting from such
requirements the issue and sale of the unsubscribed shareb, and, in
this connectlon, it asserts that although it has no agreement with
any uwnderwriters at this time as to the price of its shares, it is

of the opinion betier results have been obtained in the pest and
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can be obtained at this tivwe be means of a negotiated underwriting.
According to the record, prior issues have been dicposed of success-
flly under conditions similar to those now proposed with respect to
the nresent issue. Exhidbit No. 10 riied at the hearing contzins the
following data with respect to the last three common stoek offerings
of applicant:

1951 1952 1952

Par value offereg $35,429.050 $56,782,500  $48,670,725
Stoseriptions -

By shareholders 16,423,675 37,149,150 33,587,575
By underwriters upon
exercise of rights 15,090,550 16,026,325 12,539,800

By others 870,850 2,310,400 1,634,125
Unsubseribed - purchased

by undexwriters 1,103,975 1,296,625 909,225

Total $35,489,050 $56,782,5C0 $48.670,725

The resolution of applicant's board of directors provides
for the sale of the 812,791 shares at such price as the president and

general manager might determine, but rot less than their par value
of 825 a skrere.

At this time, the szle price zrd the terms of the under~
writers' agreement hive nct been findlly determined. They will be

reported to the Commission in a supplementzal application to ve filed

in this proceeding.

Conclusions

From a review of +he record it is clear thet applicant
will have need for zdditional funds from the issue of capital sceuri-

ties in order to enzble it to meet its recuirenents and 4o proceed

with its construction activities, znd that the issue of shares of

comnon stock, at this time, is desirable. In view of applicant's




A. 33041 CB

Past succeses in disposing of its common stock offerings, there appears

to be no reason why it saould not he avthorized to proceed with simi-

lar arrangements at this tire.

Upon a full consideration of thls matter we will enter a
preliminary order authorizing the issue of the shares of stock and
approving the request for exemption from competitive bidding. At a
later date, upon the filing of the supplemental applicatlon setting
forth the proposed sale price and the terms of the waderwriting

agreement, we will concider making a final order.

A public hearing having been held in the above-entitled
applicztion and the Commission having considered the evidence sub-
mitted and being of the opinion thzat the money, property or labor to
be procured or paid for by the issue of the stock herein zuthorized

rcasonably reqﬁired for the purposes specified herein, and that
such purposes are not, in whole or in part, reasonzably chargezble to

operating expenses or to Income; therefore,
IT IS BERZBY ORDIRED as follows:

1. Poeific Gas and Electric Company, after the effective
date hereof and on or before December 31, 1956, may issue, sell and
deliver, upon subseription pursuant to rights cvidenced by trans-
ferable warrants to be issued to the holders of record of 1ts common
stock 2t the close of business on June 12, 1956, not exceeding
812,791 sharcs of its common stock, such shares to be offered to
the holéers of anplicant's shares of c¢ommon c£tocK on the basis set

forth in this application and at such price as the Commlssion here-

after =may fix in a supplemeéental order in this proceeding.
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2. Pacific Gas and Electric Company, after the effective
date hereof and on or before December 31, 1956, may issue and sell to
underwriters such of said 812,791 shares of common Stock as have not
been subserided and paid for pursuant to the offering to apylicant's
shareholders, such unsubscribed shares to be sold at such price as
the Comnission hereafter may £ix in a supplemental order In this
proceeding. The Issue of s2id shares of stock is nereby exemnted
from the requirements of the Commission's competitive dildding rule
set forth in Decision No.738614, dated January 15, 1946, as amended,

provided applicznt obtains for szid shares price satisfactory to
the Commission.

3. Pacific Gas and Electric Company shall use the net
proceeds to be received from the issue and sale of said 812,791 shares
of common stock to reixmburse ite treasury in vart on accownt of
caplital expenditures made on or prior to January 31, 1956, to repay |
dank loans which may be outstanding, and/or to pay in part the cost
of additions, extensions, bettermente or lmprovements to its plants,

proverties and facilities made or to be nade, subsequent to January
21, 19%6.

4. The zuthority herein granted to issue and sell said
12,791 chares of coﬁmon stock will become effective when the Com-
mission by a supplemental order shall hove fixed the price at which
sald shares of stock may be sold. ALl other authority granted by

this order is effective upon the date hercof.

5. On or before December 31, 1956, Pacific Cas and

BElectric Company shall file with the Commission a statement showing

“he number of common shareholders of record on June 12, 1956; the
number of subscriptions by shareholders, by others who purchased

rights to subseribe and by wnderwriters upon exercise of rights; the
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number of shares subsceribed by such shareholders, by others and by

udervwriters during the subscription period and the gross proceeds

Teceived; the number of unsubseribed shares purchased by underwriters;

and the expenses incurred by applicant in comnection with the issue
and sale of the 812,791 shares of stock. Such Staotement shall be

filed in lieu of a report, or reports, under Gemeral Order No. 24-A.

6. As soon asg avallable, applicant shall file with the
Commission five conies of its finsl prospectus in connection with

the offering of said shares of stock.

ated at San Francisco, California, this 19/'““
, 1956.

Comnissioners

comicsioaer}ﬂatthow Je DOOleY' 'bo.’mg

necossarily absent, did not participate
in the dlspositlion of this proceodizg.




