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Decision No. Lo214

BEFORE THE PUELIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

L -
1

In the Matter of the Application of

CALIFORNIA WATER SERVICE COMPANY
a corporation,.

i

S Application
for an order authorizing it to Lssue No. 34751
an additional amownt of Lts convertible .
preferred stock and common stoc:}f upon

conversion.

s NS v‘.v.l v ar NS

McCutchen, Thomas, Matthew, Griffiths & Greene,
by Robeg:t M. Brgwn, for applicant.

This 1s an application for an order of the Commission
authorizing California.Water Service Company' to issue'and sell not to .
exceed 80,000 shares of Cumulative Convertible Preferred S;:ock, ‘Series
Z, of the par valuc of $25 cach and of the aggregate par value of
$2;000:,000, by means of a negotiated underwriting, and to issue shares

of common stock.

The applicetion was filed with the Commission on Scptember
24, 1953. Therecafter, a public hearing was held before Bxanuncr

Coleman in San Francisco on October 7, 1953, a2t which time thc mattcr
was token under submission.

The 80 000 shares will constitute o new series of preferrcd-
stock. They will be convertible into .,hares of common stoclc, will be
entitled to cumulotive dividends and will be redemblc at such rate.-,
a5 hereafter will be determined by applicant"sl board of-di‘rectors.-
Applicant sceks aum‘oriza,t:’t.on to dispdse,oi‘ the shares by means of a
negotliated underwriting and"in this connection 1t alleges tha.t the
character of 'the proposed series makes it unﬂuit..blc for competitivc
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b:z.dding in that an offering of convertible preferred stock necessarily
involves such, variaole factors, as. price, dividend rate, convers:.on |
rate, redemption. price and. vol'untgry liquidation preferences and’ thst“
while, some.of these, factors can ‘be fixed somcwhat in L.dvancx. of the
o“a‘.‘e*ing date, the conversion pxice .,hould be i‘:z.xed in reletion to |

the market value of the common stock at or. a.bout thc public oi‘fering ‘
date of the shares of prcferred stock, wh.ich is impracticc.ble under

competitive bidding. o ol G

Appro:d.mately 807 of applicant?s stock 1s- held in 1ts serv-
ice area ang, applicmt belicvcs it i° advantlgcous for its new
securities to be, di.;t-ibated in its, territory, so far as possible.
It has concluded, that. such di.,tribution can be t be assured by nego-
tia tiono with. invcstmem: bankers who have handled its carlier issues
and -who are famillar. w:x.th +its problems and who can be expected to
sell a considereble portion of the additional shares locally. A
'--vimese for applicant testified thc.'t: his invcstigation indicates that
applicent should obtazin a better ‘price?,with bejci:e: dist;-ibution and

wifth-lower.cosi:soi‘,issuance, by means of a negotiated, rather "than a
competi.tive, underwriting. |

If aumorized to lssue, and. sell Lts shares of prefcrrcd
stock, applicant proposes to use the nc'c proceeds to pay outstanding
short-term indebtedness now in the amount of $250,000, and to ”
“eimburse its treasury for moncys expended prior to ueptember l, 1953,
i‘or the acquisition,. const:ruction, complction, ex‘cension or Improve-
ment of its facilities. It reports thatit .z.s i‘aced with a continuing
program of expansion. During the first eight month it 1954 it added
3,229 new customers to its lines and cquired 5,657 new cu tom.ers |
with the purchase of the properties of Suburban Wa‘ter Company, ‘and it
cvtimates 3,675 additional new, Services during the last four months

,‘f" gy -
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of the year, moking total ac’,ldivtions;.for the twelve months of 17, 561.

Its capital expen@ituies for the’ dgqu.’;.gition of propérty, including

the purchase of Suburban Wate:: Cémpany,_ fbr refunds of line extension
deposits, for payment of serial‘z'ioi‘:es and sinking fund depc;sits will
amownt to $4,946,123 for the yeax‘-' and expenditures for 1954 are ésti-
nated at opproximately $4, 306, 000, including refunds of line ,ex‘tenl.s.ioﬁ ‘
deposits. | | - |

. In préiscmting its, application to the Cormd ssd.on applicant
has filed 1ts finoncial statement as of August 31, 1953, chowing its
assets, liabilities and capital as of that date as follows:

Assets

Fixed capital less depreciation reserve .?946 729, 602.95
Tainvested linc extonsion deposits 262,902 30' ‘
Current assets '

Cash ' $ 805,906.41

Accounts receivable 7'72 013.68.

Ma‘cerigl and supplies 715, 662.08

Prepaid expenses . 859, 108, 43 :

Total current assets | 2 3,152,690.60

Other debits . - 2L48.

Total A $50.,284, 34466
Liabilities and Capital o

Bonds ad serial notes : $23,470,000.00
Current liabilities -
Votes and accounts payable & 813 984. 31
Aceruals - 2 214, 517.95 ,
Other current liabilities | 276,886. 80
Total current liabilities . -3, 310 389.06.
Line extension deposits - _ 2,196 010.92 -
Contributions in aid of construction L : 486 049.29°
Other credits . : 559 378.24.
Preferred. stock o 7, 316 675 OO-., :
Bqui‘ty cepital -~ - '- ' o
Common stock - 94, 793,250.00
Surplus. 3,252,592.25 -
Total equity capital - - ; ,245,842.;5/

Total 0 23z 66:): :

fnalysis of the preceding valance sheet shows that. appli-
cant has financed itself, generally spcaking, through the is-ue of
sonds ond shares of preferred and comon stock and the retention oi‘_\ o

carnings a2nd that it has incurred current liazbilitics in the lamount of
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$3,210,389.06, exclus ive of refundable line cxtenaion deposits, as.
compared with cnzr:c-ent aosct* of 4;3,152 690 é0.

mhe issue of share of ¢'cock, as here proposed, will enable
a-aplicant ’co curt._il its current obligationc and to meet future capital
¢costs and to improve not only its current po..ition but alse its cupitaln
ratios. These ratios, as of August 21, 1953, md as adjusted to give
effeet o the proposed fi;zancing, are as follows: |
| : fwp. %, 1953  Pro Formg
Eonds | ' 53.5% 51.2%

Serial notes , ody % :
Subtotal-~borrowed nmoney 53.9 5.6

Preferred stock 16.8 2004
Equity capital _29.3 28,00
Totals - M 100,04
Applicant has concluded to offer a. cgnvertibl‘e‘ pjreferreé

stock at this time; rather than some other form of security, for the -
reason that in 1ts opinion the issue of shares with o comversion
privilege is the most practicé:.i. "and conv@imt method to rec’.ucé its
debt ratio and to provide ultimately fér inereased common stock eqi}tity
through the conversion of the new series of preferred stock from "cime

to time into shares of common stock.

Upon a review of the record we are of the opinion that
applicant has need for the proceedsl from the proposed financing fo:?
the purposes indicated in this applicatioﬁ"and that we are warranted
in exempting the proposed issuc from competitive bidding and in
making 2 préliminary ordgr‘ at this tinme authorizing the issuc and
sale of the shares of sfock. M,. a later date, upon the filing of“a
sapplemental application setting forth the terms of the new series
of stock and the price 2t which applicent intends to sell the ‘shares',
we will glve further consideration to this mé.'cter.
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A public hearing ha.ving beon held on tho above en‘citled
matter, and the Comission having cons iderod tho evidonce and being of
'*ho opinion that the application .,hould be granted, as herein provided,
that the money, p*operty or labor to be procured or paid for by the
issue of the shares of stock horein anthorized is reasonably required
by applicant for the purposes spec:.fied herein and that suoh pur- |
poses are not, in whole or in part reasonably chargoablc. 'to opere.ting ,

expenses or to income, ob.erei‘oro,
IT :s EERE;BY ORDERED as follows:

1. The issue and sale of 80,000 shares of Cumulative BN
Convertible Preferred Stock, Series H, by California Water Service
Company hereby is exempted from the Commissionls competitive bidding
rmle set forth in Decision No. | 38614, dated J’axiuozfy 15, 1946v.

2. Califomrnia Water Sorvice Company, on and after tho
effective date hereoi‘ and on or before February 28 1954, may dissue
and soll sald 80,000 shares of Cumulative Convertible Preferrcd
Stock Series B, at a price hereafter to be fixed by tho Commis..,ion.

3. Californiz Water Servioe Company shall use the proceeds
to be roceived from the sale of said 80,000 shares of preferred stock
for the purposes set forth in this application.

4. Colifornia Water Service Company from time to time may
i1ssue shares of L1ts common stock of the par value of £25 cach %o
persons who shall surrender in exchange therefor shares of its

Cumulative Convertidle Preferred Stock, Series B, pursuant to the

conversion right to be granted to such preferred stock.
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5. Within 60 days after the issue and szle of said sharef‘
of proferred stock, applicant shall file with the Commissicn three
copies of its p:rospectus, and a repor‘c sb.owing the anowt of stoclr.
sold, the pricc a.t vhich sold and the names oi‘ thoso to whenm sold.

6. ¥ithin six months:after the issue and sale of so.i,d
shares of preferred stock, applicant shall file with ﬁhe'Comss:Lon
2 sta tcnent showing in some detall the e:cpenses incurred by 4t i.n
connection ‘with such issue and sale and the account, or accounts, to

which such expenses were charged, and, in general, the purposes for
which the proceeds were used. |

A

7.. The authority herein grented to issue and sell said
shares of Cummlative -Convertible Preferred Stock, Series H, will
become ¢ffective when the Commission by a supplenmtol order has ﬁked K
the price at which applicent may sell the scme. In ofhér.respects‘,

tn'eh authority herein gran::Z\s effective upon the date hereof.
A

Dated at AQunl Tk ponszdrs, California, this ol - day

“of October, 1953.
L3,

Presicent .




