Decision No.

BEFORE TEX RAILROAD COMMISSION OF THE STATE OF CALIFCRNTA

In the Matter or the Applicat on of
SOUTEERN CALIFORNIA WATER CONPANY
”5) e
/M ;
d'ffam
Application No. 21817

for an order . authorizing it to issue
and sell $£500,000. par value of 6%
preferred stock, and to use the pTo~
ceeds from the sale thoreof to reim-
burse its treasury for capitel expen-
ditures made prior to January 11,1938,
and £oT the comstruction and/or acouisi-
tion of additions and betterments 0
its plants and systems; anéd to isszue
61,932 shares of common stock of {25.
pcr shere par value in exchenge for
15,483 shares of common stock at Yloo.
per share par value,

faul Overton, for applicant.

BY THE COMMISSION:

OPINION

In thls proceeding the Commission is asked to onter its
order authoriiing Southern Celifornia Water Compeny to issue 61,932
shares of its comion stock of tie par velue of $25. per share and to
excheng? four shares of sald stock for each one saare of its issued
and outstanding commen 3 tock of ths paX value of $100.; end %o author-
ize said company to issue end sell 20,000 shares of tae par value of
$25. per share of its 6% cumulative proferred stock at a price to not
applicant not loss then 52L. per share axné to use the proceoeds arising
from the sale thereof to reimburse applicant's tressury in the smount
of $140,663.90 expended for additioms aré betterments to its plant and
'~systems prior to Jenuery 1, 1938, to use the remainder of zald pro-
¢cceds to pay in pért the cozt of the additions and betterments to
epplicent's plants and properties descexibed in Exhidit B filed in this
proceeding and referred to herein.

Southern Californie VWater Compery Zs a pudblic utility
éngaged in the production and distridution of water to the pubdlic
generally in certaln municipalities and in certain unincorporated
territory situate ir the Counties of Los Angeles, Orange, Sen 3erzar-

dino, Ventura, Imperial and Sacrazento and izn the distridution of
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electric emergy to the public gemerelly in Bear Valley, San 3ernar-

dino Countye.

Lpplicant has outstending $1,548,300. par value of common stock,

all of whkich is owned by Americen States Utilities Corporation. It elso

had putstending on December 3L,1937 §3,617,000. of first zortgege 4-1/2

bonds due October 1, 1$60.

%

As of December 3L, 1937 the company Teports essets end lisbili-

tles as follows:w

AS

Fixed ceapital . . . . . . .
Cash ané special depocits .
Accounts receivedle . . . .
Yiscellaneous irnvestments .
Yateriels and supplies « o . . . . o« . . .
rrepaeid expenses . + . . . v e . .
Unamortized discount and expense on securities
OPhET SUSPENSe v ¢ v 4 v ¢ « o o o 2 o o « o
Construction work in Progress « o v« o o o .

%8,

159,103.75
$5,552.75
66,845.13
63,845.65
54,797.14
27,720.04
48,969.36

3,156.16
33 204 .83

LIABZBILIwIES
Capltal SLOCK-COMMOD « o o o o o .

Due system corporations . + « o - 0 o . . .
Andited vouchers and weges wnpaid . o . . .
Consumers” dePosits o ¢ ¢ ¢ ¢ o ¢ o o o o o
Miscellaneous accounts payedle . . . .
Interest accrued . . .

TaXes QCCTUGE ¢ o « o ¢ o o o ¢ ¢ oo o o o
Consumers' edvances for comstruction . .
Donations.in aid of construction « . .
Reserve ZJor accrued deprecietion . . . .
Other reserve from income or surplus . .
Copltal SUXrplusS +. v v v v 2 o o @ o o =
Approprieted earned ZuTPlUS « 4 . . o .
Corporate surplus unappropristed . . . . .

-
-
-
-
L
-
-

L] - - - & $l’

Pirst mortgege 4%% bonds due October 1,1960 3,

1,

548,300.00

617,000.00

19,223.14
60,487 .50
45,484.78
8’ 069 .24
40,691.25
51,203.66
44,224,91
486,120.61
809,429 .31
2,202.00
33%,566.11
166,433.89
280,758.41

Tot&l..----.

szgsrsfrgz:ar

In the years 1936 and 1937 applicant reports its operating
and noroperating revenues, operating expenseg, nonoperating expenses

and fixed charges as follows:=-
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IT=M 1936

Operating Tevenumes . . . . . . . 51,117,679.00
Oporating expenses . . . . . . 758,380.80

Net operating revenue . . . . % 00T, L98.20

Uncollectible bills e & o o o 3,404.10
Nonoperating income . . . . . Y 99D,894.10
Yiscellaneous nomoperating revenuesy 23,305 10

Noroperating reveane deductions 15;995:57

Total nonoperating income o 7, K642

G082 inCOM® v« v o o « ¢ o « o b 968, 200e00

19837

31,248,76%.93

784,890.48

¥ 9635,874.45

Deductions from gross income:
. IDTeTOST . . « - . - o - o - $ 204,377.08
Amortization of édedbt discount
&D.d. expenSOS - - - - - - L -
Tovel deductions . . . O 0%, 077,08

Net Lncomo c.ececccecnas ) ‘158!825.44

L

1,370.72

87102, 505.00

The 1936 operating expenses include $185,110.98 and the 1937,

£189,914.86 on accomnt of depreciation.

By Decisionr No. 30009 dated August 9, 1937 in Applicetion No.

21382 the Commission authorized applicent to issue $250,000.00 of

ts first mortgage 4~1/2% vonds due October 1, 1960.

0f this zmount

applicant fssued $217,000., leaving £33,000. unissued. It i3 of record

that applicant does not intend to issue the $3%,000. o2 bonds. In

lieu thereof it proposes to finance $33,000. of capital expenditures

izcurred prior to June 30, 1937 throughk the issue of preferred stock,

Teferred to in this application. Ixhivit A shows that Zrom July 1,

1937 to December 31, 1937 epplicent incurred construction ezpeﬁditures

of ¥179,266.46, and that during the same period it retired property

costing $71,602.56, resulting in net comstruction expenditures of
3107,663.90. In Exhibit B applicant shows the estimated cost of

edditions and betterments which 4t Proposes w0 instell during 1838 at

$460,000. This experditure may be summarized as follows:-

Lond for additional water supply
New wells and equipment therefor
Pumping equipment and facilitles
Purification fecilities
Miscellaneous duildings

$ 4,500400
60,300.00

37,400400
18,700.00

9,900.00

Pipes, wvalves,fittings and appurtenances 280,000.00

New service connections and meters for
1200 anticipated new consumers

12 sutomobiles and trucks

New equipment

Bear Velley electric system,additions
end betterments to distridbution systenm
Total eztimated cost of proposed sddi-

30,000.00
12,000.00

2,500.00
4,500.00

tions and bettementSO > o0 Prssesee -‘3;4604000.00
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ADplicant Ls of the opirnion that $100,000. of its 1938 con~
struction expenditures can be paid for through tbhe use of depreclation
reserve moneys, leaving $360,000. to de fimanced through the 4Lssue of
preferred stock. The total amourt of money which applicent will need
to Talse to take care of ALts construction expenditures to the end of
1938 is reported at $500,663.90, Bade up of the following items:-

Expenditures prior to June 30,1937 . . . . . $33,000.00
NeoT expenditures Jume 30, 1937 to Dec.3l,1937 107,663.90

Istimated expenditures during the year 1938,
less retirements from capital account 360,000.00

To%aleesvnn. —3500,663.50

Thexe has been filed Iixn this proceeding as Zxhibit No. 1 & copy of
applicant 'z amended articles of incorporation. Said articles provide
zor an issue of 400,000 shares of stock of the aggregato par velue of
$30,000,000. The shares of stock arc éivided into two classes,to~wit:
preferred arnd commom. 80,000 shares having a par value of $25. each
represent proferred stock, and 320,000 shares, likewise haviﬁg & pexr
velue of $25. each, represent common stock. Tae articles provide tint
each cle3s shell be entitled to voting rights on the dasis of ome vote
for each share., Tke holders of preferred stocz shall be cntitled %o
receive out of any funds of the company at the time legally avalileble
for the declaration of dividends, dividends at the Tate of 6% per annux
of the par velue thereof, and no more, peyable in cash quarterly oz the.
firat day of March, June, September and December of cach yeer. The
dividends on such stock shell be cumulative and must be paid before any
dividends mey be peid on the common stock. SO long as any of tihe pre-
ferred shares areloutstanding, no dividends or otiher distridution skell
be declered or paid -on the common shares 1T the effect of such declara-
tion, payments, and/or purchase would be to reduce tae agazregate of
current assets of the compeny below 125% of the amggregate of its current
liabilities; determined in accordance with proper accounting practice
et tho time, excepting thet there shell be excluded from current liadili-

ties all liadilities incurred or acerued on accownt of consumers' deposits.




The preferred stock is at the option of the boars of dﬂrectérs oL the
compeny redeemable in whole or in part by paying in cash therefor
¥26.25 per share plus accumulated and/or accrued dividends. In case
oflliquidation oL the company the Rolders of the preferred stock shell
Teceive $25. per share plus accunulated axnd/or sccrued dividends, bdefore
any payments ere made to the holders of cormon stocke

Sub-paragraph six(6) of paragraph three (3) of =pplicant’'s smended
articlos of incorporation relating to the issue of additional preferred

stock reads as follows:=-

(6) After the issuance of Twenty Thousand(20,000) shares of
preferred stock, no additional shares of such stock shall be
Llesued except with the approval Dy vote or written assent of
ghareholders holding at least two-thirds of the issued and
outstenlding commorn shares exclusive of any sheres held in the
corporate treesury, and unless
(a) approved by vove or written eassent of shareholders holding
at least two=thirds of the Lissued and outstonding preferred
chares exclusive of any shares held in the corporate treasury;
or

(b) TFor a period of any twelve(lZ2) consecutive calender months
out of the fifteen calezder months mext preceding the calendar
month in whick suck additional shares are lssued the excess of
the gross income, including net non-operating income, from all
sources of the corporation over the Operating expenses and de-
ductions from income of the corporation(including rentals,
insurance charges, interest on comsumers' deposits,license
foes, meintenance charges,amounts reserved for deprecliation and
emortization of debt and/or stock discount and expense, but only
T0 the extent that such amounts reserved and amortization are set
up as charges against income on tae books of thuo corporation)
and taxes incliuding income and profits taxes(bur not surtex on
undistriduted prorits) and, in lieu of interest paid or accrued
on all funded or unfunded debdbt, exclusive of consumersl de-
posits, interest requirements for a pexriod of ome(l) yoar on
all funded and unfunded debt of the corporation ©o be out-
stending immediately Zollowing the issuance of the shares of
preferred stocxk Iin respect of which tke computation of earnings
i3 being mede, and 10t owned dy the corporation, and all other
charges and expenses customarily considered and treated as
operating expenses or deductions from income according o

gsound accounting practices, shall bde an amount at least egumal
to two(2) times one year's dividends at the yearly ratc on all
preferred shares and all other shares of stock of the corpore-
tion ranking on a parity with or having priority oX preflerence
over the preferred shares as t0 the peyment of dividends to be
outstending immediately Lollowing the issuarnce of the shares

of preferred stock In respect of which the computation of earnings
is veing made. In ell computations of earnings under this
sub-division (b) there shall be elimineted (1) except as adove
provided, all interest charges oz debt,funded or otherwise;

(2) a1l dividends paid or accrued on shares of stock ranking

on & parity with or having priority or preference over the

-H=-




Prelerred shares as to +he payment of dividends at tahe time
L the issuance of tihe preferred shares in respect of
which the compuvetion of earrings is being made;(3) all
duplicate and/or offsetting items;(4) profits or losses, as
the case may be, realized or sulffered on the sale or other
dispogition of capital assets;(S) profits or losses, as ¢
case may dbe, derived or resultizg from the appreciation ’
or depreclilatlion in value of ¢epitel assets and izncrease or ~
docrense I1n book value resulting from the aprrecistion or
depreciation ir value of capital assets and increase or de- o
crease in Yook value resulting from reappraisals at higher
or lower figures; (6) premiums or discounts upon the re-
tirement of indebtedness or stock of the corporation except
premiums pslid upon tke retirement of stock which may rank
Jurior to the preferred shares az w the payment of dividends;
(7) earnings from property not owned by the corporation at
the time of the issuance of such additionel stock,although
suci property may have been so owned during the whole or pare
of the period for which such computation ic made; provided,
Qowever, that in case any property of the corporation shall
have been owned by it during a part but not during the whole
of the period for which such computation of net earnings is
Yeing mede, or is t0 be acquired by the corporation simul~
taneously witk the issuance and delivery of such additional
stock, taen ané in every suck event, the earnings, if any,
0L such property during such computetion period shall bde
included in such computation of net earnings as thougk such
Property had been owled by this corporation during the
entire period in respect of which such computetion of
eernings is made. Whenever computations of earnings are
required under the provisions of this c¢clause, the treasurer
of Yhe corporation shall meke such computations ané shell
submit the same to the Board of Directors, who shall be
2ully protected in relying in good fLaith thereon.

It 1s of record that +the company has cntered Into an agreeoment
with Chapdler & Company, Inc. and Banks, Zuntley & Co., under the
terms of which suck firms will act es ageﬁzs to sell 20,000 shares of
applicant's 6% preferred stock. This stock, ir presemt comditions
continue to proevall will de oflered w0 the public a% a price o: $R3.
per share and eccrued dividends. The agents sre to receive as their
compensation #2.00 per share for oach share 501d. They are committe&,
however, t0 make available to the company prior to June 30, 1938,
$150,000. Tegardless of tihe emount of stock sold by that time.

The expenses, such as prepering & Tegistration statement, atiormey
fees, stamp taxes, will be pald dy the company.
ne proceeds which applicant will receive Ifrom the issue of

the preferred stock will be used oy it +0 finsnce in part the con-

struction expenditures referred to above.
-6=




There L2 no doudbt iz our mind that applicant neodé additionel
funds for comstruction purposes. 2Zut the conditions under which appli-
cant proposes %o ralse such funds are so unusual that we feel that the
comnissions and expenses it has agreed to pay in conmection with the
sale of sald preferred stock shouid be charged to Account 15, "Other

suspense™ and written off by charges to earsed surplus within a veriod

of five &ears arcer the issue of sz2id stock. The order will so provide.

OQRDER

Southern Californias Water Compeny having asked permission W
issue stock in the smount, as indiceted in the foregoing opinlon, a
public hearing havizg been held before =Examiner Famkhauser, eand the
Commission having considéred vhe evidence submitited at such hearing end
being of the opinion that the money, property or lador to be procured
or paid for by the issue of the stock herein authorized is Treasonabdbly
required by applicent for the purposes herein stated, and that the
expenditures for such purposes ere not in wkole or in part reasonably
chargeadble to operating expenses or.to income and that this application
should be granted subject to the provisions of this oxder, therefore,

IT IS HEREBY ORDERED a3 follows:e

1. Southern Celifornia Tater Compefy mey, on or before My 31,
1938, issue 61,932 shares of its common stock of the par velue of
$25.00 per share and- exchange four (4) shares of such stock Tor each
one share of itz issued and outstending common stock of the per value
of $100.00.

2., Southern Californis Water Company may issue and sell, after the
efrective date hereof snd prior to Octover 1, 1938 at not less then
$23.00 per share, 20,000 shares of its 6% preferred stock and expend
of the proceeds $360,000.00 to finence and pey the cost of adaitions
and betterments described im Ixhibit B filed in this proceeding and
use the remainder of the proceeds to reimburse its treasury because of
expenditures for additions and vetterments incurred prior to Jaauvary 21,
1938, which proceeds, after the reimbursement of +the treasury, may be
used £oT general corporate purposes including the payzezt o stock

Ve




selling cxpenses and ¢ommissions,

3. Within thizty(30) days after the effective date of the regis-
tretion statement £iled with thae Securities and Zxchange Commission,
Southern Californie Water Company shall f£ile with the Railroed Commis-
sion a complete, tiue and correct Copy Of such reglistration statemexnt
ané all exkibits attached thereto or made a part thereof.

4. Southern California Waver Company shall cherge to Accomnt 15,
"Otherlzuspense" all commissions and expense which it pays in comnection
with tho Lssue, sale and delivery of seld preforred stock and write off
by charges to Account 36, "Corporate surplus wnappropriated™ said come
missions emd expenses within a period of five years after the issue of
said preferred stock.

5. Southern Celifornis Water Compeny shall, oz or before
Januery L, 1939 file with the Rellroad Commission a staxemanz showing
in devail the commiszsions and expenses pald by it bocause or the issue
of the common and preferred stock herein authorized; the accounts to
which such commissions end expenses were charged on its books and the
axount charged to each account.

6. Southern California Weter Company ,hull keep suck record of
the issue, sale and delivery of the stock herein authorized and of
the disposition of the proceeds as will enmsble it to file on or before
the 25%h day of each month a verified ;eport, as required by the Railw
road Comﬁission'« General Order No. 24=~A, which order irsofar as appli-
cablo, ig made & pert of thiz order.

" 7. The suthority hereim grented will become effective fi’teen
(15) days after the date hereofl. 2>(/
DATED at Sen Frencisco, Celiforale, this ﬂ%&;~ day oL Maxch,
19378, '

W/r—/
oty < YL

’-\Hgommlusioners.




