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Decision No. 382:25 @WH@HWAH'
BEFORE THE RAILROAD COMMISSION. OF THE STATE- OF CALIFORNEAJ.

in‘the Matter of the. Application of -

CALIFORNIA. WATER- SERVICE
COMPANY, a corporation Application -

. Y N°d 269'24 [
for an :ordexr authorizing it to.:

issue an .additional.amount of
-1ts: Preferred. and . Common Stock.:

e’ B NS g e NS
e . e

McCutchen, Thomas, Matthew,, Griffiths & -
Greene,. by Henry D. Costigan, .Hazel Flagler .
and: Owen Jameson, for applicant. .. :

BY ‘THE : COMMISSION:. -

QPINION,

| | In thisiépplicatioh, Califbrnia Water Service :Company

aSks.the.Railrbad Commission for an-order authorizing;itfio :
1ssue¥not exceeding 139,000 shares of its Preferredeﬁock ofﬁ
Serdies C, 4.4.per cent, of the par value of:$251003§ach-andzof '

| thé aggrega%e par- value of- $3,475,000," in .exchange for. all, por.
any'part; of,itsHpresently“ouxsxanding‘139,00Qﬂshares of Pre- .
ferred -Stock of Series A .and Series B,.6 per cent, on a -share .
for share basis; to{sell; 2t not-less than, $26.25 a share, such
‘number ‘of said 1393000‘shares of Series C stock .as may not :be
required .to .meet conversion:reguests of the p:esently¢6utstand-
ipg shares-oflpreferred stock and .to. use the proceeds to pay and .
rédeem~the:preséntby outstanding shares of. preferred stock which -
are nbt%surﬁendered-by.their‘holderSMfor.SerieS C stock; to.

issue and 'sell, at ‘$30.00 a share, not exceeding 29;142.shares
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of its common stock of the par valde of $25.00 & share and of
the aggregate par value of $728,550, for the purpose of reim=
bursing its treasury and‘of financing the cost of ‘additions and
betterments, and to abtoﬁnt for premiums, fees and compensation
to uiderwriters and other expenSes in the manner hereinafter set
forth in this opinion. |

A% of July 31, 1945, applicant Teports its assets and
1iabilities as follows:

ASSETS

Plant, prOperty and rights; etec. $22,883,724.67
Investments in other companies 2,001.00
Cash in banks and on hand, 313 305.96
~ U. S. treasury savings notes 65‘000 00
Accounts receivable {less reserve-$12,179.50) 247,033.06
Materials and supplies (less reserve-&lo 353.48) 239 178.92
Miscellaneous special deposits 6 18.06
Prepaid taxes; insurance, etc. 27 »461:.31
Unamortized bond premiums, discount, expehse 437 009.13
Miscellaneous deferred charges - 46 ,427.35

Total 24 .30 59 .36

LIABILITIES

First mortgage 4% bonds, Series B, due

‘May 1, 1961 $11,882,000:00
Accounts payable 146 533.19 .
Accrued liabilities 572,  626: 16
Unearned revenue 35 154,50
Dividends accrued on preferred stock 43;437.50
Consumers' meter deposits . 32;290:72
Consumers' extension deposits 278 4437.96
Reserves 4,028 245.88.
Contributions for extensions . . 358, 367 87
Preferred stock (139;000 shares) 3,475,000.00
Common -Stock (116, 568 shares) 2; 914,200 00
Surplus Z———ﬂiﬂééﬁ#i&

Total | $34,302.759.36

By Decision No:. 38157, dated August 28; 1945; the
Commission authorized California Water Service Company to issde
and sell at 107 per cent of their fiace amount ahd accrued ihter:

est from November }; 1945, $11,282,000 of first moFtgige 3-1/4
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per cént bonds, Series C, due November L, 1975, and $600,000

of serial notes (average interest rate 1.9 per cent) to ﬁay ané
redecem the 4 per cent ponds referred to in the preceding balance
sheet.

The company reports its operating revenues at
$3,393,640 during ‘1943, at $3,648,465 during 1944, and at
$2,157,330 during the first seven months of 1945. Its net income
avallable for dividends is reported at $568,098 for 1943, at
$504,683 for 1944, and @t $265,629 for the -seven months ending
July 31, 1945. It has paid regular dividends on its preferred
stock at the rate of 6 per cent per annum, and on {ts common
stock, during the last five years, at 10.35 per cedt in 1940, at
9.28 per cent in 1941, at 6.90 per cent in 1942, and at .8 per
cent in 1943 and 1944.

The outstanding preferred stock is non-pafticipating
but is preferred as to -assets and cumulatiue-dividends.&t'thg
rate .of 6 per cent per amnnum. The holders of the shares of such
stock ‘have the right to convert them into shares of applicant's
preferred stock of .Series C, 4.4 per cent, on a share for share
basis at any time up to the close .of business on November 9,
1945. The -stock is redeemable at the option of the -company :upon
thirty days' notdice at 105 per;cent of par v;lue plus accrued
‘dividends, that is, at 326.25 :a share .plqsraccrued»&ividends.
| Applicahx has decided to take steps to retire its
outstanding 6 per cent preferred .stock. It -proposes to offer
139;000-shares ($3,475,000 par value) of its Preferred Stock of
SerieS‘G,:wum.per‘cent, 1o :the holders of the 139,000 shares of
ixS‘Preferred'Stock-of Series A -and Series B, 6 per cent, in-

-exchange, on.a share for .share basis. It :further proposes to
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sell to an underwriting group such portion,of'Said 139,000 shares

of Serles C stock which is not so issued in exchange for Series

A and Series B stock, at $26.25 a3 share and to use the proceeds

to redeem, on November 15, 1945, the shares of Series A and

Series B stock not exchanged by their holders for the new Series

C stock. The company's officers estimate annual savings of
"approximately $46,000 as a result of tbis transaction.

There has been file¢ as Exhibit 3, a copy of a pro-
posed underwriting agreement with a group of underwriters
heade¢ by Union Securities Corporation and Harris, Hall &
Company whereby said underw:iters agree to purchase from the
company for $2¢6.25 a share, plus accrued dividends, such portion
of the said 139,000 shares of Series C preferred stock as may
not be issued to rolders of the presently outstanding preferred
shares and the company agreces to pay to' sald underwriters, as
compensation, an amount equal to fifty cents a share for the
ehtire 139,006 shares of Series C stock now to be offered, that
is, a total compensation of $69,500, This\amount the company

_proposes to charge to surplus. The stock would thus be issued
on 4.25.per cent basis. On this point, applicant’s président
testified that affer-he had investigated comparablé yields of
preferred stocks of other companies and had discussed the matter
with investment banking firms he concluded that the pfopo;e@
dividend rate and terms incident to the issue and sale of the
Series C stock were reasonable and advantageous %o the company .

Coming to the issue of the 29,142 shares of common
stock, 1t appears that the company proposes to offer them to
the holders of its presently outstanding common shares for pur-

chase at $30 a share on the basis of one additional share for
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each four shares nqw-heldﬂ:,Nq,apnangemepps,havedbeenVmeeenie; .
the sale of any part pﬂ,said-29,14;:she:es;nqt‘§agen\ex‘fhe )
present ‘common: stockholders. | o

If.all;ofqthe;additional_common shares are sold at the‘
- price.indicated, the. company. will receive $874,26O which 1t de- |
sires to use to provide working capital, to pay expenses inci-'
dent -to the stock issue, and to pay for additzons and betterments
made or.to be rade subsequent to July. 31 1945. A review of the
record shows: that .applicant. heretofore ‘has expended well ir
excess: of $874,260 for.new property which has not beenppeiq,or
provided for-through the 1ssue of stock, bonds, notes o:yoéherl
evidences'ofwindebtedness.o The company represents tpephep;orlte
July 31, 1945, it. expended;for fixed. cap':i._t‘.a\;'L_Sﬁz‘,B?_."/,:?zaa/u&? n
excess of proceeds‘from the sale‘oﬂ.securit;es beretpfore
autherized-by'the Commission, which sum,kclear;y} ip large part
" was obtained. from surplus earnings or, moneys represenﬁed by';ﬁe.
reserve-f0r-depreciaﬁion._ In addition, the applicant's preeieeet
estimates that, the company will be called upon to expend for new
property approximately. $560,000 during the,;aet five months of
1945 and approximately- $1,300,000 during l94§, Ip Exbie%t:c‘l
there Is set forth, in some detail, a description of eer;eip
construction projects, aggregating $4;2%413,ll, %nc;udeé ;nvtye
estimate of $560,000. |

The company's talance sheet sets forth cgrrepg‘aseeps
and prepald expenses of $933,597.31 and current leabi;%yies gf‘
$830,042.07. Wnile there will be some adjustment In th@; %Qlef
| tionship as a result of tax savings fo}leeing the'bepe.ref‘ N
financing recently authorized by Decision gp, 38}57, ;; e;eax;y
appears that applicant is in need of edditiena; ienesﬁo'.
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‘ increase'its*caSh-poSition,.to pﬁy‘expéﬁsés’wnéi&ént‘to'the
- stock issue, and to' provide’ the co$t46f“additibnal‘6bns£ruétion.
*Theforder.herein,'accor&ingly,fWili~adth6r12e'the'Ebmbaﬁy:to*hée
‘appioximatelyﬁ$412;415-of.proceeds’toffinance'&6nétruétion
expenditures.incurred or-to:be.incurred: after July 31, 1945, and
‘to use:the remainder>of such proceeds to réimburse its treasury
.and"to provide additional working capital.
| AWe wishito-place'applicant?and its stockholders on
‘notice:that we are not by‘the order ‘heréin placing a value apon
‘applicant's stock or ‘properties, and ‘that we will nét Fegard the
dividends paiﬁﬂdn*qommbn stock’as’détg?mining the rate -of ‘réturn
.which applicant should be allowed 'to'edrn ‘in the evert <t oé-
.comes.desirable .or necessary ‘to-fix applicant's rates.

“In Tecording 'the various stock ‘transactions on its

k)
i

‘books, the company propoSes’to‘Credﬁt{thelprémium‘tb'Be'rebei%éa
from the sale of common stock ‘to MPaid-In Surplus™ and ‘to chirge
to that account ‘the expenses, ‘estimated at $8,000, applicable to
the issue and 'sale of such.stock. It proposes to ‘charge to
‘Barned Surplus the fee .or ‘compensation ‘of 3$i69-,"506 to e patd’ the
~anderwriters of %ts preferred stock and also the expenses of Te-
deeming the presently outstanding preferred stock, of i5suing
and selling the new preferred stock of Series €, estimated at
$2l,060, and of amending its Articles of inco:poration; It
proposes to offset the cash redemption pfemiuﬁ of $1.25 a shate
to be paid on the shares of Serles A and Series B stock against
the premium of $1.25 a sharc to be realized from the sale of the
Series C stock, with the result that such Series C stock will
stand on the books at its par value, with no additive smount for

the premiums realized on its sale. For accouriting simpiifiéation
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we will authorize the treatment proposed.‘ Hatéaef, in doing so;
we do not admit that the Series C stoc& in its entirety is being
‘issued on a 4. 4 per cent basis.- If tho occasicn arises in the
future we will taﬁe into consideration the premiums received by
the company on the Sale of such °tock in determining the basis

upon which such stock was isoued

ORDEER
' A public hearing having been held on this application
.by Examine“ Fankhauser and the Commission having considered ‘the
.evidence submitted at such hearing and being of the opinion ‘that
the requests of applicant should be granted“ as herein provided
and that the money, property or labor to be procured or paid ‘£6r

H

through the i sue of its stock is reasonably required by appli-
cant for the purposes specified herein, which purposes are not
in whole or in part reasonably chargeable to operating expenses

or to income,
IT IS HEREBY ORDERED as £élléws:

i.. California Water Service Company may, on or before
December 31, 1945, issue not exceeding 139 000" shares of its
Preferred Stocx of Series C in exchange for ‘all or any part of
its presently outstanding shares of Preferred Stock ‘of Series-A
and Series B such exchange 'to be on a share for share basis.

'é. California Water Service’ Company nay, on or before
December 31, 1945, issue ‘and sell at not less than $26. 25'a share,
plus accrued dividends, suéh portion or Said 139 000 shares of

Preferred Stock of Series C as may not be exchanged for snares “of
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Preferred Stock of Series A and. Series B and use the proceeds

to pay the redemption priﬁe'of said: shares of Preferred Stock

of Series A and Series B not surrendered‘fbr'convefsion"intéﬁ-dr
exchange for, shares of Preferred Stock' of Series C,: sach salé
to be made Iin accordance with the terms‘outliﬁed'injExhiﬁft53l'

3., Calirornia'water-éervibe Cbmpany'may,'od'or-befsre
December 31, 1945, issue and.sell.at.not less than par, not:
exceeding 29,142 shares:of.its common . stock to the holders of
its.presentlyvoutstanding:shéres.ofﬁcbmmon»stock;»butfnbt“othéré'
wise,.on the basis of one new'share for each four Snarés now
held,)and use-approximately'$412,A131of~the~proceeds*£o-finance
construction expenditares-made«orvtOfbe‘made after*JdlyFBI-'
1945, and-use the remainlng proceeds to-reimburse its treqsury
because. of moneys:actually. expended. from Income, .or from other
moneys in its treasury not-secure&zby“oerbtained'from"the'issue'
of securities, forathe«construction;ncomplétion, extension or’
improvement of :dits facilities prior.td July 3L, 1945:

be. California Water Service:Company may account for:
stqcquedemption{premiums;.sales premiums, fees or!compensation
to underwriters and expenses in.connection "with the¢ issue and*®
redemption of its stock in the manner set Torth in ‘the opinion’
preceding .this order.

5.. California Water Servicer Company shall file with'
the Commission. monthlyjremorts~as reguired by General Order No--
24-A,.which.order« insofar as applicable, is made a ‘part of” this
order._ .

6. CaliforniaiWamer-Service'Company shall file' with -
the Railroad Commission within.thirty (30) days after it is
effective,. a copy of .the registration statement including the -
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'eihibrts referred to ‘therein, 'filed with 'the Securities and
Exchange Commission, covering ‘the issue of $11,282,000 first
mortgage 3-1/4 per cent bondé,'Series C, due November 1, 1975;
139,000 shares qf cunulative preferred stock, Series C.and
29,142vshares of common stock.

7. The authorfity herein granted is effective upon
the date hereof.

Ddted at-San Francisco, .Califorania, this'éz;fﬁgf day
of October, 1945.




DISSENTI“IG OPINION

T believe that all those effected by regulatery stgps
of fﬁ&s bomdisSionﬁhave'a‘right to expect falr ﬁnd~equ§1 trgat-
.ment.  Thi$ iricludes the position of a1l security ‘holders of -any
‘ﬁtili;y whether they be owners of its-bonda,'preférfed or chmbn‘
'sfock,'aS‘wellfas the rate payers of that ubtility. This also
apﬁiiéS‘té all wtilities-cne as compared with another, large or
’sﬁéil.. It‘IS'tO'mé'obvious'*hat the holder of . ény.ciass.of
security in a certain utility is-affected by and has a- direct
1nterest in what is done in the way of that companY marketing
addi tional .securities ‘in any form. |

1Thisibommission'hasApresentiy~underfsubmission:infcdge
No. 4761 the 'subject of competitive bidding “vs. negotiated sale
of utility securities and therefore, as yet, excepting in
individual ‘cases as above 'referred to, this Commission has not
"adoptéa an over~all :poXicy ‘in this.respecp. “Consequently, I

wish “to make it plain thatlI"am.consiaering this case now:before

‘us -individually and on its ‘own merits.

“The -opinion and ‘order herewith, . as*approved Ly thn
'three Commissiomers "signing.it, authorizes: the California Water
Service Company to-sell:at $25.00 per ‘share. 29, 142 shares of
'its common ‘stock to the holders of its presently ou tstand_ng
stoek. vToday.s-maraet\price'on-this,stock-isa$38.QO-pe:u§haxe
'bid, *$39,00 per 'share asked. ” -

Since have been a member of, this Commiss*on itfhas,
~by formal orders insisted that certain utilities sell'new
'fsegurity Z3sues “on a: competitive bid basis. Where and when I.

. "have “approved “such an order-it hés‘been'wifh“thetSOIe’thought

.
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‘,that under such procedure the highest selling price practicably
. Obtainable would be received by that utility at ‘that’ time in
‘exchange for .such securities, and'in each such instance I con-
: oide:ed this preocedure most fair in all respects to all parties
t afrected.

' . But I. certainly must say' that I cannot reconcile the
.position the Commission took in thooe instances with the position
now being taken by three ‘of its members who, by their voting
actlon in the accompanying opinion and order, afe:authorizing
the sale of as many.as 29,142 shares of'thié”compah&'é common
stock at a price which is $13.00 per’share less than todai's
market bid price on presently outstending common stock’of‘the
same par-value of -this.same utility. Surél&f‘the Commission
b& permitting this to be done is not equitabij or‘properly |
guording‘theuinterests of ‘all ‘parties -directly affecteo; and
further, in my opinion, it certainly lays itself open to justi-
fisble charges of discrimimation by Tedsom of* 1ts treatment of
the application of this utility as ‘contrasted with.what it has

refuﬁed to do in. response to. the requests of certain other

utilities in comnection with their rezfect ive security issues.

Frank W Clark
Commissioner




