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Decision No. _447R4
BFFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Applicavion of

CALIFORNTA WATER SZRVICE COMPANY,

a2 corporation, Application

No. 31684

for an order authorizing it to :

sell an additional amount of its
preferred stock.

el e N A Nl N

MeCutchen, Thomas, Matthew, Griffiths & Greene,
by R. M. Brown, for applicant.

This is an application by Czlifornia Water Service Company
for an order authorizing it to issue and sell, exempt from the Com-
mission's competitive bidding rule, 80,000 shares of Cumulztive
Preferred Stock, Series F, of the par value of $25 each and of the
aggregate par value of $2,000,000, at a price hereafter to be fixéd
by the Commission, and to issue shares of common stock in exchange
for said shares of preferred stock as may be required upon conver-
sion of said shares of preferred stock, 1f it is decided by appli-

cant %o make the provosed preferred stock issue & convertidble one.

Applicant has financed the cost of 1lts properties
primarily through the issue of first mortgage bonds, serial notes,
and preferred and common stock, and through the use of carnings
frorm operations.(l) In Exhibit A it reports its outstanding

securities and its suiplus accounts as follows:

(1)

As of June 30, 1950, applicent reports 1ts investment in plant,
including construction in progress, at $38,675,293.59, end its
reserves for depreciation and amortization at §$4,983,572.27, leav-
ing a bzlance of $33,691,721.32.
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33% vonds, due 1975 $17,822,00C0  56%
Serial notes, 1.7% to 2.2% 360,000 1%
Preferred stock, $25 par value -
Series C, 4.4% $3,475,000
Series D, 5.3% 1,745,125
Series E, 5.28% 1,187,175
Total preferred stock 6,407,300  20%
Equity cepital -
Common stock, $25 par value 5,769,800
Surplus accounts 1,761,850
Total equity cepital _ 7,531,650 _23%
Total $32,120,950 1002

The shares of the preferred stock of Series D and Series E
are convertible at the option of %the holders thereol into shares of
comrmon stock at the rates of .9227 common shares for each share of

Series D, and .9l4 ccmmon shares for each share of Scries I.

The record shows that appiicant now intends to crezte a
new series of shares of preferred stock, to be known as Cumulative
Preferred Stock, Series F, and to issue and sell 80,000 shares of
such new series. It reports that it is unable at this time to stcote
the price at which the shares will be sold, or the dividend rate,
redemption price, or conversion features, should it decide to Llssue
shares convertidle into common shares. It does not expect, however,

to sell said srtares 2t a price less than their par value.

If authorized to issue and sell the shares of preferred

stock as now proposed, applicant intends, and TeqUete Permlﬁﬁiong

to use $79,372.32 of the net proceeds to pay & prosently outstanding
short-term bank loan; to use $1,300,000 to reimburse its treasury for
a portion of the meneys actually expended prior to July 1, 1950, for
the construction, acquisition and improvement of its facilities; and
to apply the remainder of the net proceeds toward the payment of
costs incurred or to be incurred after July 1, 1950, for the pur-
chase, construction, completioﬁ, extension or improvement of its

plents and properties, or, to the extent that such costs shall have
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been paid prior to the receipt of s2id proceeds, to reimburse its
treasury. In support of its request to use stock proceeds for these
purposes 1t shows, in Exhibit D, that between September 1, 1949, and
June 30, 1950, it has expended the sum of $1,300,552.96 for capital
additions which has not bteen pald or provided through the issue of
securities, and it reports, in Exhibit C, estimated expenditufes of

$1,397,559 for the periocd from July 1, 1950, to December 31, 1950.

A review of the application and of the %hestimony introduced
in support of it, clearly indicates thqt applicant has need for
additional funds from outside sources for the purposes set forth, and

that the issue of stock at this time is desirable.

There remains to be considered the request of applicant
for exemption of the proposed issue from the Commission's competitive
bidding rule. Applicant asserts thet under present market conditions
its shares of nreferréd stock cannot be sold at a satisfactory price
unless some conversion privilege is granted. It points out that if a
convertidle preferred stock is to be issued, the conversion feature,
the dividend ratec and the market vrice of the proposed issue are
dependent wholly on market conditions 2t the tine the stock is seld
ané that the conversicn feature is fixed in relation to the market
vrice of the common stock at or about the publice offering date. It
fcels that due to the time that must elapse between the publishing of
an invitation for bids and the public offering date, it is imprac-
tical, if not impossidle, to attempt to dispose of convertible stock
2t competitive bidding. Moreover it desires, if market conditions
should improve sufficiently before it is ready to execute the under-
writing agrecement, to change its plans and to sell a nonconvertible

preferred stock.
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Applicant further reports that, based on its investiga-
tions, it is of the opinion that there is little interest in pre-
forred stock issues by utilities its size or in issues the size of
the propvosed offering, and it doubts if a satisfactory did would be
received if it were to offer the proposed shares for sale at compe-
titive bidding. Under the circumstances referred to, it has con-
eluded that it con realize the best price for 1ts proposed ilssue by
negotiating a private underwriting commitment with a firm of invest-
ment bankers which is already familiar with its properties and

opexrations.

Upon the record made in this particuler proceceding, it
appears that the Commission is warranted in granting the exemption

requested by applicant.

Accordingly, & preliminary order will be eontered at this
time, outhorizing the lssue and sale of the shares of preferred
stock, exempt f{rom the Cormmission's competitive bidding ruie, in line
with applicent!s requests. At a later date applicant should file a
supplemental application setting forth the price, terms and condi-
tions of the proposed issue, and containing & CORY of the under-
writing agreement for the sale of the shares of stock. At that time,
the Commission will consider cntering & further order in thls pro-
ceeding giving final approval to the Issue of szid shares of pre-
ferred shock and authorizing the isswe of shares of common stock in
exchenge therefor, should applicant conclude to issue a convertible

preferred stock.

A public hearing having been held on the above entitled
application, and the Commission having considered the matter and

veing of the opinion that the application should bde granted, as
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nerein provided; that the money, property or labor to be procured or
pzid for through the issue and sale of the stock herein authorized 15
reasonably required by applicant for the purposes specified herein;
and that such purposes are not, in whole or in par%, rcasonably

cnargeable to operating expenses or to inecome; therefore,

IT IS HEREBY ORDERED as follows:

1. The issue and szle of 80,000 shares of Cumulative
Preferred Stock, Series F, by California Water Service Company hereby
is exempted from the Commission’s competitive bidding rule set forth
in Decision No. 38614, dated January 15, 1946, provided”applicant
nakes arrangements for the sale of said saares at 2 price and upon

temms satisfactory to the Commiscsion.

2. Czlifornia Water Service Company, after the effective
date hercof and on or before December 31, 1950, may issue and sell
said 80,000 shares of stock at 2 price hereafter to ve fixed by the

Commission.

3. Czlifornia Water Service Company shall use the proceeds
to be received thrqugh the issue and sale of said shares of stock to
pey expenses incident to such lssue and sale and to ‘pay outstanding
indebtedness, to reimburse its treasury, nd to finence the cost of

cdéitions to ite plants, as set forth in this application.

L. The authority herein granted to issue end sell said
shares of stoek will become effective when the Commission by &
supplemental order has fixed the price at which applicent mey sell
the same. In other respects, the authority herein granted is

offeoetive upon the dote hereof.

5. Within sixty (60) days after the issue and sale of

said shares of stock, applicant shall file with the Commission
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two (2) copies of its prospectus, and a report showing the amount of
stock sold, the nrice at which sold, and the names of those to whom
sold.

6. Within six (6) months after the issue and sale of said
shares of stock, applicant shall file with the Commission 2 statement
cshowing in some detzil the expenses incurred by it in comnection with
such issue and sale and the account, or accounts, to which such ex-
penses were charged, and 2 statement showing the purposes for which

it used the proceeds received by it.

Dated at San Francisco, California, this Zz ~_ day of
September, 1950.

Commissioners




