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Decision No. -)0,7 nn. 

BEFORE THE RAILROAD COMMISSION OF TEE ST.t..TE OF C.:\LIFORNIA 

In the 1~tter of the Application or ) 
S.:\N JOSE WA'!!ER "ltoRIG, ) 

a corporation, for an order author- ) 
izing it to issue and sell tirst ) 
mortgage bonds and to mortgage its ) 
properties as security tor such ) 

Application No. 20665 

bonds. ) 

Leib & 1£io and McCutchen, Olney, Y.ennon 
& Gr~eue, tor applicant. 

:SY THE Cm.ocrssION: --
OPINION 

This is a proce~ding wherein San Jose ~ater Works, a cor­

Doration, asks tor an ordor authorizing it to execute a mortgage of 

ehattels and trust indenture and a supplem~tal mortgage ot chattels 

and trust indenture, and to issue and sell $2,100,000. of first mort­

sage 3-3/4 percent. bonds due December 1, 1961 tor the purpose of 

pay1ng outstanding indebtedness. 

In a financial statement dated as of October 31, 1936 tiled 

with the Commission, the company reports outstanding $1,97&,000. ot 

bonds, consisting of the tollowing:-

• 

~1rst mortgage 5's, duo July 1, 1951 • • • • • • • $ 
First mortgage 5's, due Jan. 1, 1953 • • • • • • -
First mortgage convertible 5's, due Aug.l,1954 

Total.v ••••••••••• •••• 

:3:33,000. 
480,000. 

l,163,000. 
$ 1,976,006. 

The $1,16Z,OOO. of bonds included above are convertible at 

this t~e at the option of the holders thereot into common stock or 

the company on the basis of $125. in pr1nc1pa~ amount ot bondS for 

$~OO. par value o~ common stock. The issue of common stock, should 

,any be required tor such conversion, was authorized heretotore by 

the Commission in Decision No. 27267, dated August 9, 1934. in A~pli-

cation No. 17740. 



• 
In an a~pl1cation tiled by the company with the Commission on 

Octooer 26, 1936, numbered 20835, San Jose Water Works advised the 

Commission that it intended to redeem all its outstanding bonds on 

January 1, 1937. It reported that assuming no bonds would be con­

verted it would be oalled upon to pay ~~2,059,lOO. tor principal and 

premium and in addition would have to pay the expenses incident to 

the redecption. It asked and received pe~iss10n in that applica-

tion to issue a ~rom1ssory note in the principal ~ount of not ex­

ceeding $2,100,000., to be dated January 1, 1937, to be payable on 

or before July 1, 1937 and to bear interest at rates ranging from 

3% to ~3/4% per annum to obtain temporarily the neoessary tunds to 

finance the cost or redeeming its bonds. (Deoision No. 29229, dated 

Ootober 2S, 1936.) 

The Droceeds from the bonds which applicant now asks per-

mission to issue will be used to pay the said note. Such bonds, it 

appears, will ba issued under a n~N first mortgage or deed or trust, 

which will be a chattel mortgage also, and a supplement thereto. 

They will mature December 1, 1961, will bear interest at the rate or 

3-3/4% per annum and will be redeomable at the option or the company 

on any interest pa~ent date, upon sixty days published notice, at the 

prinoipal amount and acc~led interest plus a premium or 5% it redeemed 

on or bofore December 1, 1940; a prenium ot 4% it redeemed subsequent 

to December 1, 1940 and on or before Deoember 1, 1944; a premium of 

3% if redeemed subsequent to December 1, 1944'and on or before De­

c~ber 1, 1948; a premium or 2% if redeemed subsequent to December 1, 

1948 end on or before Dec~ber 1, 1952; a premium ot 1% it redeemed 

subsequent to Dec~ber 1, 1952 and on or be~ore December 1, 1956; and 

at par and accrued interest if redeemed subsequent to Dec amber 1,1956 

and on or prior to ,maturity. Under certain conditions the bonds may 
, 
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be redeemed at any time, upon giving the required notice. 

It \';ill 'be noted the.t it none of e.pl'licant' s bonds are con­

verted into coc:on stock, its program will r0sult in an in~rease 1n 

its totel 'bonded debt ot $124,000. On this point information on tile 

wi th the Commission indicates that applicant acquired the plants it " 

now operates on M~rch 15, 1932 and in doing so, issued $2,000,000. or 
, .. - , 

stock, assumed the payment of 'bonds ~ggregat1ng $1,000,000. and con-

tinued to owe a balance on the purchase price or $1,801,250. 

atter, the company ~der auth~rity granted by the Commission by De­

cision No. 27267, dated August 9, 1934, issued $l,003,000. ot stock 

and $997,000. or first mortgage convertible 5% bonds to pay the in-

debtedness of $1,80l,250. and $190,000. of 'bonds to finance the cost 

or additions and 'betterments. 

It thus appears that applicant under authority granted by this 

Commission heretofore has issued or assumed in the aggregate $3,003,000. 

or stock and $2,187,000. of bonds, a total or $5,190,000., or·which 

amounts there now are outstanding the $3,003,000. or stock and 

$1,9'76,000. of 'bonds, a reduction or ~~2U,OOO. in the bonded debt. In 

addi tion, an analysis of the company's financial statements from 

March 15, 1932 to October 31, 1936 indicates that during the period 

between the two dates it increased its investment in properties and 

sinking tundsby the sum ot $304,800.81 and its net investment in 

current assets by the sum ot $31,667.69 and that except for the issue 

of the $190,000. of bonds referred to above, such increases, as well 

as the re~uction of $211,000. in the bondod debt, were paid or pro­

vided to a large extent, by tbe use or surplus earnings and moneys 

represented 'by the reserve for depreciation. ~t the conclusion of th~ 

proposed financfng applicant vnll,if no bonds are converted into stock" 

have outstanding stock and 'bonds in ~he total amount of $5,l03,000 •• 

Through the refUllding of the 'bonds the company should redu'ce its axmual 

disbursements on account ot interest by approximately $20,000. 



• 
It thus appears to the Commission that because or the re­

lationship of applicants' proposed outstanding securities to its 

assets and earnings, as disolosed in this and tormer prooeedings, 
. 

and because ot the use of surplus earnings to reduce indebtedness and 

to pay tor additions to the properties and assets, that the issue 

of the $2,100,000. of bonds should be authorized and the order herein 

will so provide. 

On December 2, 1936 the cOI:lpe.ny' filed with the COmmission a 

copy 01' its proposed mortgage of cllatte1s and trust indenture and. a 

supplemental mortgage of c~ittels and trust indenture to secure the 

paymont of the new bonds. Seve::a1 amendJ:J.ents to the rirst mentioned 

instrume~t were filed December 11, 1936, As amended, the 1nden-

tures are in form satisfactory to t~o Commission. 

The:t:e renw.ins one fUrther matter for discussion. The company 

reports that it has on its books at the present time un~ortized dis­

count und expense epplicable to the. bonds to be redeemed, of $106,278.97, 

that it will be required to pay redemption premiums of $83,190.00, 

aSSuming no bonds are converted into common stock, and that its esti-

:c.ated expenses ot redemption will be $2,250. It asks per.mission to 

amortize these a~ounts over the period from JQnuary 1, 1937, the ap­

proximate date or iss~e of t~e new bonds, to and including December 1, 

1961, the date of maturity ot said bonds. 

In gen~ral, such items, in our opinion, should be charged 

forthwith to corporate surplus. To avoid an extraordinary charge to 

su=p1us we will permit ~pp11cant to runo~ .. tize the discount, expense and 

premium in the fUture. We are BZ"s.nting its request as an account .. 

ing convenience and for accounting purposes only. It has not be en 

our practice to consider dis~ounts, expenzes and premiums incurred or 

paid 0:.1. bonds redeemed as e. part ot: the cost o~ the ~oneY' obtained 

through a succeeding issue. Such permissive order as we may.make in 



this proceeding relating to the manner in which accounting entries 

~y be made, s~ould not be taken as depriv~g the Commission or the 

pO''Ier to withdraw its authorization at eJly time or as binding it to 

accept such entries it involved in other proceedings. 

ORDER 

San Jose Water Works having applied to the Railroad Commis­

sion for permission to execute Co mortgage of' chattels and trus.t 

indenture and to issue not exceeding $2,lOOJOOO. of bonds, and the 

Commission being of the opinion that this is not a matter in which 

a public hearing is necessary, that the application Should be grant­

ed, as h0rein provided, that the money, property or laoor to be 

procurod or paid tor th~oueh the issue or said bonds 1s reasonably 

required to= the purposes specified heretn and that the expenditures 

for such purposes ere not, in whole or in part, reasonably chargeable 

to operating expenses or to income, 

IT IS llEREEY ORDER:ED.'.that San Jose Vvater "Norks ·06, and it 

hereby is, authorized to issue and sell after the effective date 

hereot and on or betore March 31, 1937, at not less then tace value 

plus accrued interest, not exceeding $2,100,000. of first mortgage 

3-3J4~ bonds, Series A, due December l, 1961, and to use the pro­

ceeds, other than accrued interest, which may be used for general 

cor~orate pur,oses, to pay tho note issued under authority granted 

by Decision No. 29229, dated October 28, 1936" provided that any 

proceeds not needed tor such purposes shall be placed in a special 

bank acconnt and expended only for such purposes as may hereatter be 

euthorized by the Commission. 

IT IS ~~BY ~~RTEER ORDEPJm thet San Jose Water Works be, 

and it hereby is, authorizod to execute atter the ef~ective date 

hereof and on or before March 31, 1937, a mortgage of chattels and 

trust indenture and a supplemental mortgage or chattels and trust 
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indenture in or substantially in the srume form as those filed in this 

proceeding on December 2, 1936 as Exhibit B, as amended by a letter 

d~ted December 11, 1936, provided that the authority herein granted 

is for the purpose of this proceeding only and is granted only insofar 

as this Commission has jurisdiction under the ter.ms of the Public 

Utilities Act, and is not intended as an approval of said instruments 

as to such other legal requirements to which they may be subject. 

IT IS EEREBY :I;'O.K~ ORD~ that San Jose Water ":7orks be, and it 

hereby is authorized, unless and until otherwise dirocted by the Com­

mission, to amortize on or before December 1, 1961, the remaining un­

amortized discount and ex~ense applicable to its bonds that will be 

~edee~ed on or about January 1, 19Z? and the premiums to be paid and 

expenses to be incurred to eftect the redemption ot said bonds,provided 

that the Co~ssion reserves the right to withdraw the authorization 

herein granted at any time. 

IT IS ~BY ~RTEmR CRD~ that the authority herein granted 

will oecome ett'eet1ve ten (lO) days atter the date he:::-eo!, and is ~ub-

ject to rurther oonditions as ~o~ows:-

1. Within thirty(30) duys atter'the issue of tho bonds herein 

author1zed, applicant sh~ll rile with the Commission 

(8.) A ~eport 01' the issue 01' such bonds ~d ot the disposition 

ot the proceeds as required by the terms of the Commis­

sion's General O:t"der No. 24-A, -'Ihich order inso tar as 

applicable, is made a p~rt ot this order; and 

(b) Two certified copies of the mortgase of chattels end. trust 

indenture, and the supplements thereto, as actually exe-

cuted; e:o.d 

(c) .A complete copY' or the registration statement and. ex­

hibits tiled with the Securities and Zxcl:.ange Commission. 

2. A~~licant shall file with the Commission on or betore July ..... 
31, 1937 So stateme:l.t show'ing in detail the eA'":ponses incurred 
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by it beceuse of the issue and sule ot tne bonds herein author1zed 

and the aooount, or aooounts, to which suoh expenses were oharged. 

DATED at San Francisoo, Calitornie., this ?,4eL, day or 

Decex:lber, 1956. 

Commissioners. 
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