Decision No.

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA

e . n
In the Matiter of the Application of @ m\i H [B H D@&L

CALIFORNIA-PACIFIC UTILITIES COMPANY

for an order authorizing it (a) to

assume $309,000 principal amount of

bonds of Western States Utilities

Company; (b) to incur temporary in-

debtedness in the amount of $225,000; Application
(¢) to make, execute and deliver its No. 26199
new Trust Indenture to be dated as of

July 1, 1944, to Bank of America

National Trust and Savings Association

and William C. Koenig, as Trustees;

ané (d) to issue and sell 81,600,000

principal amount of its First iMortgage

Bonds, Series 4, 3-1/2%, due 19665.

Orrick, Dehlquist, Neff, Brown & Herrington, by
T. W. Dahlquist, for Applicant.

BY THE COMMISSION:

QPINION

California-Pacific Utilities Company has entered

into an agreement to purchase at a cost of $534,000, subject

to adjustments, the properties of Western States Utilities
Company, a Delaware corporation, which owns and operates as

a public utility, electric anc water plants in Winnemucca,
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Nevacda, and vicinity; an electric nlant and system in Malad,
Idaho, and vicinity, and an electric plant in Cokeville,
Wyoning, ancd vicinity. To consumrmate the transaction, Coli-
fornia-Pacific Utilities Company asks permission to incur a
tezporary indebtedness of $225,000 and assume the payment of
$309,000 of First Mortgaze Li% bonds issued by Western States
Utilities Compony, hereinalter soxmetimes referred to as
Western. The bonds are cdue September 1, 1959. California-
Pacific Utilities Company furtaner asiks peraission to issue
$1,600,000 of 33% bonds, due July 1, 1969, for the purpose of
refunding its outstanding $1,000,000 of 4% bonds, due September
1, 1960; %o refunc said $309,0C0 of Western bonds; pay said
temporary loan of $225,000, ancé provide itself with additicnal
funds for the improvement of its properties. It also asks
permission to execute a trust indenture to secure the payment
of its bonds.

Californiz-Pacific Utilities Company, hereinafter

sometimes referred to as Apslicant, owns and operates in Cali-
fornia, a public utility water system in Benicia and vieinity,
a public utilivy electric systern in Weeverville and vicinity,
a2 public utility electric system and water plant in Susanville
and vieinity, and public utilizy electric, gas and telephone
systems in Neecdles and vicinity. In Oregon, it owns public
utility gas systems in Ashland, ts Pass, Klamath Falls,
La Grande, Medford, Phoenix, Roseburg, and Taleant. In Neveda,
it owns a public utility electric system in the Nelson Mining
District, and in Seafchlight and vicinity. t 2lso is engaged
in the nonutility sale at wholesile of butane air gas in

Washington, Idezho and Arizona.
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As of May 1, 1944, Applicant reports acsets and lia-

bilities as follows:
Acsets

Utility Plant .
Electric Plant 51,218,470.05
Gas Plant £19,041.98
water Plant 974,051.23
Other Utility Plant 134,032.27
Construction Work in Progress 20,463.67

Miscellaneous Investments

Current and Accrued Assets
Cash 114,961.42
Special Deposits 975.00
Working Funds 2,250.00
Tenmporary Czsh Investuents L5,000.00
Accounts Receilvable 98,981.03
Interest and Dividends Receivable 137.00
Rents Receivable 1,000.00
Materials and Suzplies 58,508.77
Prepaywents 13,492.37
Other Current and Accerued Ascsets 11,482.50

ceferred Debits
Unamortized Debs Liscount
& Expense _ 10,643.82
QOther Deferred Debits 4 1537.73

$3,176,059.30

€,49%.36
346,788.15

15,181.55

Canital Stock
Comizon. $798,000.00
Preferred, 5% Cumulative 425,000.00

First Mortgege Donds

Current and Accrued Lizbilities
Accounts Payadle 35,642.15
Dividends Declared 45.00
Customers Deposits 15,378.72
Taxes Accrued 99,628.27
Interest Accrued 7,312.16
ther Current & Accrued

Liabilities 2,784.16
Customers Advances Yor Construction
Reserves

Depreciztion Reserves 6$59,077.92
Reserve Zor Uncolilectible Accts. _4.680.52

Contributions in Aid of Construction

surplus
Capital Surplus (Deficit) 20,636.45
Earned Surplus 457.210.08

£3,546,528.36

$1,223,000.00

1,000,000.00
160,790-46

4d,680.13
663,758. 44

17,125.70
437,173.63

Total Ligbilities

--
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For the three years ending Deceaber 31, 1943, Appli-
cant reports operating revenues, operating expenses, and net
income as follows:

19/2 1943
Operating Reverue C,528.94 $813,913. 53 £908,185.07
Operating Revenue Decductions
Operating Expenses °85,o7".47 459,034.84  532,182.19
Deoreciat: 56 427.10 52,430.09 5;,502 31
Taxes ) 122.1 23239.77
Total Operzting Deductions T, .3, 7¢9 07427

Utility Operazting Income  $§153,707.08 $170,308.61 $1.89,110.80

Other Income
Income from idse., Jobbing
and Construction 9,990.84 by341.64
inconme from Nonutility
Operation o 1,813.65 519.78
Revenue from Lease of Other
Paysical Property 45400 535.00
Interest Revenue 503.75 57.50
Nonoperating Revenue
Deductions 52 395,59 404 29
Tot2al Other Incone 3,921.60 12,366.65 5,049.63

Gross Income $157,628.68 $182,675.26 $194,160.43

Income Veductions
Interest on Long-Tern Debt 40,000.C0 40,000.00 40,000.00
Other Interest Charges 1,433.84 19,823.10 20,506.23
Interest Chargeé to
Construction 304 LR% L03.63% 984.90%
Amortization of Debht Discownt
end Zxpence 629.32 651.60 651.40
¥iscelleneous Income
Deductions 2589.00 1.661.41 1,407.09
Total Income Deductions 42 ,657.73 61,702.48 61,580.12

Net Income $114,970.95 5120,912.78 $122,580.21

*Red Figures
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At the time or the Iiling of this application, Westcrn
o

had outstanding $309,000 of L%% bonds, Cue Septeamber L, 1959.
The agrecment recites that apgolicant will assume the oayment of
these bonds and meke o cash payment to Western of 5225,000.

Since the filing of the applicetion Western has retired 512,000
of bonds through the operation of the sinking fund, with the
result that there gre now £297, £ Western bonds outstanding.
Applicant, veccuse of tae £12,000 bond redempilon, will increase

the cash payment to $237,000. In addition, applicant will pay

fingrarn the hack cost of 21l new and/or usable matericls,
supplies, and merchandise oa hand at the ¢losing date.

Applieant will ocbtain ‘t:hg: 5237,000 through the issue
of 2 3% note, payable on or defore 120 days after date. Under
the provizions of the Publlc Utilities Act, eapplicent, in our
opinion, may issue such note without Raillroad Commission author-
ization.

1 are recorded on its books,
as of December ,795. The reserve for de-
preciation is reported at . It is acdmitted that
sald £892,795.15 does aot - wses ropresent the original
cost of the properties to tie persons first feveting them to
public service. No original cost stulles have been presented.
It is apnlicantts intention to record on its hooks, teuporarily,
the Western properties at its purchase nrice. In this connec-
tion, we call 2pplicant?s attention to Accownt 351, Electric
Plant Purchased, of the Uniform System of Accounts for Elec-

trical Corporations. account reads as
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follows:

"A. This account saall include the cost of
electric plant acquired as an ope rat¢ng wit or
systea by bu“chaso, merger, consolicstion,
liquidation, or otherwise, pending the dlsuribu-
*~on thereof to the avproprizte accounts in ac-

ordance with electric plont instruction 4.

"3, Within six (6) menths from the date of
acguisition of n»roperty recorded aerein, there
shall be filed with the Cormission proposed
journal entries %o clear from this account the
cost to the utilivty of the property z2cquired.”
For the year 19.3, Vestern shows total opercting rev-
enues of $196,996.45 segregated as follows:

Electric $160,862.93
Water 36 ,133.52

$196,996. 45

The operating expenses of Western for 1943, including deprecia-

tion and taxes, amounted to £161,406.12, leaving o mwet operating
revenve of $35,590.33. The operating revenues include azbout
813,000 realized from the operation of the Cokeville electric
properties, which cpplicant intends to sell if it can obtain a
satisfactory price for them. The testimeny shows that through
the purchasce of Western i : the refunding of out-
stending bonds, applicant's net income will be increased by at
least 830,000 per year. Its proforma income statement for the
year enced April 30, 1944, assuming that it owned Viestern prop-
erties, exclusive of the Coxeville electric properties and that

its bonds had been refunded, shows operatinz results as
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follows:

Operating Revenuecs 81,168,466.55
Electric $546,530.68
Gas 331,765.85
Water 177,800.68
Telephone L2,764.71
Gas Wholesale ' 59,604.63

Cperating Revenue Deductions ‘ 914,017.70
Operating Expenses 651,1.8.78
Depreclation 74,027.07
Taxes 133.841.85

Net Operating Revenues S 254,448.85
Other Incone ©,2345.99

Gross Income S 2063,794.84

Deductions from Gross Income 78,422.85.
Bond Interest 56,000,00C
Interest on Cepreciction N
Reserve 19,983.25
Other Interest 1,746.40
Interest Charged to
Construction - Cr. 984.90
Amortization Premium on
Debt - Cr. 620.00
Miscellaneous Deduction 2,598.10

Net Income $ 185,371.99

The testimony shows thet applicant will keep its
records in such a manner that 1t can revort the cost of its
plants, its operating revenues and operzting expenses, except
general and acdministrative expenses, by tae several areas in
which it operates. The generzl and administrative expensés
will be apportioned to such creas. The purchase of the
Western properties will not increase any expenses assignadle
to California or Oregon properties. The general and adminis-
trative expenses that will be alloczted to Western vroperties
wlll be less than the current general and administrative

expense of Western.
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Western's $297,000 of 43% bonds now outstanding are
redeemzble upon 20 days! notice on September 1, 1944 at 105%
of their face valueland acerued interest. Applicant's
81,000,000 of 4% bonds now outstanding are redeemable on 30
days' notice on September 1, 1944 at 104-3/4% of their face
value and accrued interest. Applicant intends to redeem both
of said bond issues on September 1, 1944.

To pay saild bonds, to pay the temporary loan of
$237,000, and to reimburse its treasury vecause of income in-
vested in its properties, applicant asks permission to issve
and sell at 103% of their face value and accrued interest,
$1,600,000 of 33% bonds, due July 1, 1969. The Commission is
advised that the bonds will be sold to the following insurance
companies:

John Hencock Life Insurance Company $1,200,000
Occidental Life Insurance Company 300,000

California Western States Life
Insurance Company 1C0,000

Both the investment in applicant's properties and the
ecarnings of applicant warrant the issue of $1,600,000 of bonds.
The bonds equal about 52% of applicant's cherges to its plent
accounts less the reserve for acerued depreciation. Applicantfs
net earnings, after depreciation and belore oond interest, are
2s shown in the proforma income statement at about 4.3 times
applicant's interest charges on said £1,600,000 of bonds.

Applicant will charge to its Earned Surplus Account,
if it issues said $1,400,000 of bonds, the unamortized discount
and expense zyplicable to its outstanding bonds, the bond re-

demption premium it must pay, ané the duplicate interest costs
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incurred by recson of the refunding of said bonds. It will
credit Account 240, Unamortlzed Premium on Debt, with the
premium on the sale of scid $1,600,000 of bonds less the ex-
penses of the issue estimated at $25,000. The $25,000 include
2 Finder's Fee of $8,000. '

Applicent asks permission to execute 2 trust indenture
to secure the payment of said $1,600,000 of bonds and such ad-
ditional bonds as it may from time to time be authorized to
issue. A copy of the trust indenture is on file in this ap-
plication. It is, however, not in its firal form. When appli-
cant submits 2 revised copy of the trust indenture, or in-
dicates to us the changes it intends to make in the copy now on
file with the Comnlssion, we will enter an appropriate supple-
mental order in this agplication authorizing applicant to ex-

ecute a trust indenture to sccure the payment of its bonds.

A public hearing having been held in this appiication
before Examiner rankhauser and tae Commicscion being of the
opinion that the noney, property or labor to be procured or
paid for by the issue of £1,600,00C of bonds by Californla-
Pacific Utilities Company 1s reazsonably required by szid com-
pany for the purposes herein stated; that the expenditures for
said purposes are not, in wnole or in part, rezasonably charge-
able to operating expenses or to income, and trat this appli-

cation should be granted subject to the provisions of this
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Order, therefore,

IT IS HEREBY QRDERZED as follows:

1. California-Peacific Utilitlec Company may assuae,
after the date hereof, the payment of $297,000 of First Mort-
gage 43% bonds, due September 1, 1559, issued by Western
States Utilities Company and referred to in the purchase agree-
ment filed in this applicaticn as Exhidit "A." California~
Pacific Utilities Company may execute sal ‘agreement.

2. Californiz-Pacific Utilities Company may, after
it has paid the fee prescribed by Section 57 of the Public
Utilities Act, and after the Rallrood Commission has authorized
it to execute a trust indenture to secure the vayment of the
bonds herein zuthorized to be issued, issue and cell for not
less than 103% of their face value and accrued interest,
$l,600,COO of First Mortgaze 33% bonds, due July 1, 1969.
Californie-Pacific Utilities Company shall use the proceeés
realized through the issue of said bonds to pay its $1,000,000
of outstanding bonds; to pay $297,000 of bonds issued by
Western States Utilities Company; to pay short-term notes in
the amount of $237,000, issued to obtain funds to pay, in »art,
for the propégties of Western States Utilities Company, and
t¢ reimburse its treasury vecause of income expended for ad-
ditions and betterments to its properties.

3. Califerniz-Pacific Utilities Company shall file
with the Railroad Comzission, within sixty (60) deys after the
issue of said 81,600,000 of bonds, a true and correct copy of
each agreement covering the sale of said $1,600,000 of bonds;

2 report required by the Commiscsion'!s General Order No. 24-A,
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which Order insofar ac cpplicable is made a part of this Order,
and 2 statement showing in detail the expenses incurred in con-
nection with the issue of said §1,600,000 of bonds.

4o Californiz-Pecific Utilities Company shall file
with the Railroad Commission within sixty (60) days after it
acquires title to the properties of VWestern States Utilities
Company, a true and complete copy of the deed and of any other
instrument executed to convey tne title to szid properties to
California-Pacific Utilities Company.

5. The action taken herein shall not be construed
to be 2 finding of value for any purpose other than the pro-

ceeding herein involved.

”‘an

Dated at San Francisco, California, this

of July, 1944. W

RAILROAD COMMISSION

STATR OF CALIFORNIA
N B ] . “/ _’W

- Commissioners.
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CONCURRING OPINION

I quote from the opinion hereln as follows:

"Both the investment in epplicant's properties‘
and the earnings of applicant warrant the issue of
$1,600,000 of bonds. The bonds equal about 52% of
applicant's charges to its plant accounts less the

reserve for accrued depreciation. Applicant's net
earnings, after deprecletion and before bond in-

tereat, are a8 shown in the proforme {neome statement

at about 4.3 times applicant's interest charges on
sald $1,600,000 of bonds."

To the extent that Importance may be attached to

the statement mede in the concluding sentence of the above
quotatior, I consider It proper and necessary that the Com-

mission should further emphasize that future net earnings

of this corporation, like those of any other utility coming
under the Jjurlsdiction of the California Rallroad Commission,
are subject to fluctuation by reason of change in roates as
mey be ordered by the Commission from time to time.

Also 1t Is a fact which should belpointed out that
all statements set forth in the entire paragraph as quoted and
reproduced above are based only upon figures submitted by
the utility to, but not verified by, this Commission.

/ .

Frenk W. Clark

Commissioner




