Decision No.

BEFORE THE RAILRCAD COMMISSION OF TEE STATE OF CALIFORNIA

In ¢the Matter of the Application of

THE SAN JOSE WATER WORKS,
a corporation, for: (1) Order author=-
izing sale of certain pudblic utility
properties; and (2) Order authorizing
said corporetion to discontinue public
utility operations; and tke application
of SAN JOSE WATER WORKS, & corporation,
for: (1) Order authorizing purchase of
capital stock of = public utility cor-
poration; (2) Order authorizing purchese
of certain public utility properties;
(3) Order authorizing mortgage of public
utility properties; (4) Order authoriz-
ing issue and sale of bonds and stocks.

Application No. 17740

I S

McCutcﬁen, Qlrey, Mannon & Greene
end R. C. Leid, for applicants,

BY THE COMLISSION:

FIRST SUPPLEMENTAL OPINION

In a supplemental application filed on July 30, 1934 in
the above entitled proceeding, San Jose Water Works, hereinafter

sometimes referred to as the Company, &sks vermission to issue

$1,187,000.00 face value of 5% 20=-year first mortgage bonds,$501,500.

par value of preferred stock and $1,451,100.00 par value of cormon
stock, all for the purposes hereinafter stated,

San Joce Water wWorks is indebted to The San Jose Water
Works in tke sum of $1,801,250,00. This indebtedness represents
the balance of the purchase price due on the propertlies of The San
Jose Tater Works. In addition, it essumed an obligation of $48,750.
representing the premium to be paid upon the redemption of $1,000,000.
of first mortgage bonds, the payment of which it assumed.
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The Commission dy Decision No. 26643 dated December 11, 1933
euthorized Sen Jose Water Works to issue, subjeet t¢ the provisions
of such decision, $2,000,000.00 of general snd refunding 5-1/2%4 bonds
in further consideration for the transfer by The San Jose Water Works
t0 San Jose Water Works of tke dusiness, properties, assets, rights
and franchises of The San Jose Water Works theretofore transferred
end in full performance of all remaining obligations of Sam Jose Water
Works under the reorganizeation plan and agreement of March l4, 1932,
as amended, as indicated in the fourth supplemextal application filed
in tkis proceeding.

The Compeny now reports thet it does not desire to exercise
the authority granted by Decision Noe 26643 It proposes to ligul-
date 1its indedtedness due The San Jose Water Works through the issue
and sale at not less than 90 and acerued interest of §$997,000.00 of 5%

20=year first mortgage bonds, $501,500.00 par velue of preferred stock

and $501,500.,00 par velue of common stock at the par value thereof,
The Compeny asks permissiorn to issue the donds at not less than 90 and
the preferred and common stock at par. Oz this basis the Company
will reelize from the bonds and stock 31,900,300.00, or $99,050.00
more than the amount due The San Jose Water Workse. The proceeds of
the bonds and the par value of the stock is $50,300.00 in excess of
the aforesaid indebtedness including the assumed premium., The excess
will vary with the price realilzed from the sale of the bonds. This
excess, whatever the amount mey be, should be charged to Account 19,
mOther Susperse©, If hereafter a valuation is made of the Company's
lands and the Commission firnds such va1§3/§§ excesas of that now ap=-
rearing on the company's books, consideration will be given to the

trensfer of said amount to the land account.




The company also asks permission t0 issue and sell at not
less than 90 and acerued interest, $190,000,00 of §% 20-year first
mortgage bonds and use the proceeds for the acquisition of property
or for the comstruction, completion, extension or improvement of 1ts
facilities, that is, for additions and betterments to, and extensions
of, its weter supply and distriduting system on or after July 1,1934.
The Cormission has not been furnished with any detailed statement
showing what additions and betterments or extensions applicent pro-
poses to insiall. The order following will provide that applicant
ney issue and sell the said $190,000.00 orf bonds, provided it deposit
the proceeds from the sale of said bords with the Amerlcan Trust Com-
pany; Trustee, under the indenture securing the payment of such dbonds
and expend the same only for such purposes as the Commisslon mey
authorize hereafter in a supplemental order or orders.

The $1,187,000.00 of bonds whick applicant San Jose Water
Works asks permission %0 issue will be known as Series "C" bonds., They
will be dated August 1, 1934 and mature August 1, 1954, and will bear
interest at the rate of 5% per annuwm, payable semi-snnually on Feb-
Tuary 1 and August 1 of each yeare They are redeemable at par plus
acerued interest plus a premium of 5%, less 1/4 of 1% for each full
year after their date and prior to thelr redemption. They are con-
vertible into cormmon stock f£or a period of 10 years after their date
on the basis of 3125.00 ir principal amount of bdonds for each $100.
in par value of common stock, with a further provision for adjustment
of the conversion besis in the event of the issuance of common stock
below par SO &t 1o protect the conversion rights of the bondbolders
from dilution. IT all the $1,187,000.00 of bonds are converted
into common sto¢ck on the basis of $125. face value of bonds for $100,
par value of common 3tock, the Company would have to issue $349,600,
of common stock for the conversion of the dbondse The order follow-

ing will authorize the issue of $94%,600.00 of common stock for such

purpose, If & greater amount is gfcessary for such purpose the




Company will be required to file a supplemental application for per=-
mission to 1ssue the additionel stocke

To provide certain protective features for the Series "C"
bonds, San Jose ‘Water Works will execute & supplemental trust inden=-
ture amending 1ts trust indenture of Jwly 1, 1926. The supplemental
indenture contelns several importaent emendments, Among other things,
it provides that after the issue of $2,000,000.00 of bonds the com-
peny mey issue additionsl bonéds in an amount not exceeding 75% of the
actual cost of additions, betterments and extensiors, provided that the
net earnings of the compeny for the pexriod of 12 comsecutive calendex
months within the l4 calendar months immediately preceding the time
of meking the application for the authentication and delivery of addiw
tional bonrds shall have amounted to at least two times the aggregate
of (a) the annual interest on the bonded indebtedness then outstanding;

end (b) the annuel interest to accrue on tre additional bonda, The

authenﬂcation of which is applied fore For this purpose, net earn-
ings are considered as being the gross earnings of the company less
its expenses, including in such expenses, taxes, excises, license fees,
rentals and adequate expenses or charges for proper current maintem—
ance and depreciation, dut not including interest or sinking fund
paymentse. The supplemental indenture also ebligates the Compeny to
create a sinking fund for the benefit of tkhe holders of Series "C" bonds
and for the purpose of retiring a portion of such bonds and further
securing the payment of such bonds., Under the sinking fund provisiom
the Company is reguired to deposit with the trustee annually an amount
equal to 2-1/2% of tke greatest amount of first mortgage dbonds out-
standinge The annuel amount must be deposited quarterly. At least

ore half of the sirking fund deposits must be made in ceshes The




remajnder may, at the option of the company, be represented by the
cost of sdditions and/or betterments or exteansions to the compeny’s
properties, against which it may not issue any dbonds. 4ll ¢ash in
the sinking funé shall be applied by the trustee to the purchase of
Series "C" bondse.
as indicated, the Compeny asks permission to issue and
sell its bonds &t not less than 90% of thelr face value and accrued
interest. The application recites thet if the underwriters will de
able to re-sell the bomds in excess of 954 of the principal amount
thereof, plus accrued interest, they will furthermore pay one haif
of such oxcess to the Compeny in further consideratiom for the bondse
Under existing conditions, we believe the Compary should realize more
than 904 and accrued interest for its bonds. However, because of the
uncertainty as to the conditions when the bonds will be actuaelly sold,
the order following will fix & minimum price of 90 aund accrued interest.
Upon the conclusion of the proposed finencing, San Jose Water
Works will heve outstanding $2,000,000.00 of bonds, $1,501,500.00 pear

value of preferred stock and $1,501,500.,00 par value of common stocke

The indebtedness of $l,801,250.00 now appearing on the Compary's bal-

cnce sheet will bde eliminated.

TOURTE SUPFPLEMENTAL ORDER

The Commission baving comsidered the request of Sen Jose
water Works for permission tc¢ issue donds and stocks in the amount
stated in the foregoing supplemental opinion and being of the opinion
thet this is not a matter on which a public¢ hearing is necessary,
ttat the money, property or labor to be procured or pald for by the

issue of the bonds and stocks herein authorized is reasonably required




by said Company for the purposes specilfied in this order, and that
the expenditures for such purposes are not in whole or in part reas-
onably chargeadle to operating expenses or t¢ income, and that this
supplémental application should be granted as herelin provided, there-
fore,

IT IS EEREBY ORDZRED that the order in Decision No. 24228 dated
November 16, 1931, as csmended, dbe, and the same is Lereby, further
anended as follows:=-

le. San Jose Water VWorks mey issue and sell after the effective
date of this supplemental ordexr anéd prior to October 15,
1934 at not less than 90% of their face value ané accrued
interest, $997,000.00 of Series "C" first mortgage 5%
20=yvear bonds dated Auvgust 1, 1934§ it being understood
thet the company will receive one half of any excess of
the re-sale price of such bonds received by the under~
vriters over and above 95% of the principal amount thereof
and accrued interest.

2+ San Jose Water Works may pay the net proceeds of the sale
of said $997,000.00 of bonds to The San Jose Water Works
and issue and deliver after the effective date of this
supplemental order and prior to Octoder 15, 1934 to The
Sen Jose Vater Works $501,500.00 ! . par value of pre-
Terred stock and $501;500.00 par value in common stock,
said payment of proceeds and delivery of stocks to de
accepted by The Sen Joce Water Works as rurther cone-
sideration for the transfer by The San Jose Water Works
10 Sen Jose Water Works of the dusiness, properties,
assets, rights and franchises heretofore transferred and

in full performance of z2l)l remaining obligations of

San Jose Water Works under the reorganization plan and
‘ .




agreement of March l4, 1932,

706 nate? JOIKS IEY 1554¢ end sell after the effective

dave oI Tnis supplomental order aand prior to October 15,
1934 at the same price as provided in parsgraph one of
this supplemental order, $190,000,00 face value or 1ts
Series "C" first mortgage 5% 20=-year donds dated August 1,
1934, provided 1t deposit the net proceeds with the trus-
tee under its trust indenture, and expend the proceeds
Tor such purposes as hereafter authorized dy the Commis=
3i0ne

the purpose of converting the aforesaid §1,187,000.00 of

bonds into common stock, San Jose Water Works may issue

on or before August 1, 1944 not exceeding 3$949,500.00 par

value of its common stock, sald bonds to be converted at
the optior of the holder into common stock on the basis
7Mc:‘$1zsroo in principal amount of donds for each $100.00
:péi,valﬁe of common stocks
Josg'Water works may execute a supplemental trust inden-
ture substantially in the same form as the supplemental
trust indenture filed with the Commission on August 4,
1934, provided that the guthority herein granted to exe~-
cute such supplemental trust indenture is for the purpose
or this proceeding only, and is granted only insofar as
this Comiszion Ras Jjurisdiction under the terms of the
Public TUtilities Act, and is not intended as an approval
of saild supplemental trust indenture as to such other
legal requirements to which saié supplemental trust inden~
ture mey be subject.
authority herein granted will becoze effective when San
Jose Water Works has paid the fee prescribed by Section 57
of the Public Utilities Act, which fee is One Thousand

Ve




($1,000.00) Dollexse

7. San Jose Water Works shall keep such record of the issue,
sale and delivery of the stocks and bonds herein authe
orized and of the disposition of the procceds as will
ensble 1t to file on or before the 25th day of each
moxzth a verified report, as required by the Railroad
Comnission's GCeneral Order No. 24, which order insofar

as applicable, is msde 2 part of this order.

DATED at San Francisco, California, this 25322 __day of
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commissioners.




