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DRIGIEAL

Decision No. 49423

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THZ STATE OF CALIFORNIA

In the Matter og the Application
of |
SUBURBAN WATER SYSTEMS,

a California corporation, for
permission to purchase from San
Jose Hills Water Company, and the
Application c ‘
SAN JOSE HILLS WATER COMPANY,

a Califoraia corporation, for per-
- mission to sell to said Suburban
Water Systems all of the assets
of Sen Jose Eills Water Company,
and Application of Suburban Water
Systens for permiscion to issue
stock to San Jose Eills Water
Company as part of the considera-
tion therefor; ond Application of
Suburhon Water Systems for
perzission €0 borrow money and

in comnection therewith to lssue
and sell Iits First Mortgage Bonds
wder a Trust Indenture covering
substantlielly all of Lts assets;
and Application of Suburban Water
Systems for permission to issue
shares of 1ts Common Stock to
holders of 1ts Class B Preferred
Stock in exchange therefor.

Applicatiorn
No. 34873

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

C. L. Gardner, for opplicents.

EINLZON

This L5 an application filed on November 13, 1953, for an
order of the ‘Comission authorizing San Jose Hills Water Company o
sell 1ts assets to Suburban Water Systoms, & corporation fomeriy
named Whittier Water Company, and zuthorizing Suburbon Water Systems
to assume the payment pf indebtedness, to issue shares of éommcn ‘anc_l‘

preferred stock, to execute a trust indenture and to issue $2,000,000
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in principal amount of first mortgage bonds without conmpetitive bid~
ding.

In this decision San Jose Hills Water Company will be

referred to 25 San Jose and Suburban Water Systmns"'avs\ Subif*.rban.

A public hearing on the application was held before
Exapiner Coleman in San Francisco on December 9, 1953, at which time

the matter was taken under submission.

Applicents?! Operations

Applicants ai'e California corporations engaged aé public
utilities in the distribution of water in the County of Los Angelcé.
They are located in close proxinmity to each other, they are menaged |

and operated by the same personnel and there is a common identivy of

ownefship of some of their outstanding shares of commen stock.

The following tabulation compiled from applicants!
finaneial stotements on file with the Commission indiéatesw the extent
of their operations and the growth they have been experiencing:

Suburban San Jose
Cugtomers levenues Customers ERevenues

1948 1,378 $ 64,987 935  § 25,468
1949 2,068 70,288 1,252 37, 844,
1950 2, 465 g6, 578 1,579 18,975
1951 Ly T4H8 141,402 2,259 75, 885
1952 10,102 2655 359 3,756 121,696
1953 (8 nos.) 11, 660 337,497 4y 825 133,647

Suburban's Increase in 1952 in part reflects the acquiai-

tion of the business and propertics of Rivera Water Sysi.em.

4 summary of applicants! balo.nce shecets as of August 31,
1953, :.s as followe: '
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g"«gbuzhm Sag Tose -
ets :

Current assets $ 246 ’754 $ 137 66‘7
Plant accounts less reserves 3,188 02 1, 486 805
Other investments 39,1..52 - 31,098, _
Deferred debits gé,ﬁg __1,2._,_124: :

Totals 520,770 #1,667,764

e ties

Current liabilities $ 406 556 $ 202,778
Long-term debt ' 82 659 300 000

Consumers’ advances for construction 69’7 898 56 953'
Other credit<' 93,350

Donations in 2id of conmstruction | 90,808 62 323

Preferred, stock 564, 850 461 840
Common. . stock equity - |

Common stock 210 000 70,000
Surplus 6‘7[4‘,149 13,870
Total common stock equity é,;gﬁﬁ ) é:@

Totals  §$3,520,770 §L,667.764

The outstanding stock on the date of the preceding balance
sheets consisted of the following:
Shares Ainount
" -Suburban

Preferred -
C%ass %., g cumul..tive, ,é»go par g :5,09/ 175, OOO‘ _
Class cumul(.tive ©50 par '
’ L7197 3%2“4, giQ

Total preferred 11,297
Coxmon -~ $50 par 4,200
1 7L, '8
San Jose

Preferred - _ |
Class A, 5;7’ cumalative, $100 par 1,370 $137,000

Class B cumulative, $10 par 32,484 224,840
Total’ preferred o 33,854 461,840
Common - no par } 7‘,QQQ' 70,000

Totals 40,854 $531,840
Since August 3lst, San Jose has issued additional shores

of preferred stock and now has outstanding £L37,100 of Class A stock
ad $421,700 of Class B stock. The outstanding shares of Class B




preferred stock of both corporations wére issued under Commission

avthorization in payment of advances for construction.

By Decisicn No. 48527, dated April 28, 1953, in Applice- |
tion No. 34246, the Commission zuthorized San Jose to issue shares
of Class A and Class B stock and shares of common stock for the pur-
pose of finaneing construction costs and refunding advances. Up to
the date of the heariﬁg in the present matter, San J‘oée had not
issued all of sald shares and there remeined unused auwthorization
under sald decision to Lssue $30,000 par value of common stock, -

£87,500 par value of Class 4 stock and $147,500 par value of Class B
stock. | ‘

ITrencfer of Property

It appears that both applicants have beon cxpanding their
plants and operations rapidly and that both are in need 51‘ additicnal
funds to pay outstanding indebtedness and to finance the cost of
extensions and additions. They have concluded that it is lesé
¢lfficult to borrow sums of money for one larger integrated system
than for two smaller systems and they report that m attempting to
obtaln funds prospective lenders have required that. the two companies
be placed under one owneréhip. |

Accordingly, it is proposed by those in control of the
'affairs of applicants for Suburban to acquire the assets of San Jose,
to assume the payment of San Jose's outstonding indebtedness, to
issue 1ts own shares of preferred stock in exchonge for San Jose! s
shares of preferred stock, and to issue 700 shares of 1ts comon
stock in completing the transaction. It 4is reported that the con-~
sideration to be paid in this mamner by Suburban to San Jose will be
equal in value to the net book values of the asscets to be acquired.
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The cpplication shows that the rates to be charged for the
service of water within the areas to bhe taken over by Suburban from
San Jose will be the same as those now assessed and collectcd by San -
Jose. It appears, however, that the rules and regulations of the two
companies are somewhat different and in order that uniformity be
establisned Suburban requests authorization €0 adopt for all itz

systens the rules and regulations now applicadle to its Whittier
system.y

Issue of Additionsl Stock
Upon acquisition of the properties of San Jose, Suburban

desires to continue with the construction program of San Jose which
is now under way and %o avail itself of the unused authorization
which was granted San Jose by Decision No. 48537 and issue ito own
stock in the amounts of the unused auwthorization of San Jose, for the
purposes set forth in saild decision, as folleows:

Class A preferred stock $ 87,500

Class B preferred stock 14’7 500

Common stock 30,000
Issue of Bonds

Upon consolidating the propertics Suburban plans to pay
the presently outstonding ﬁ:ortgages, the conqitiona.l sales contracts .
and the short-term bank loans of both companies and to borrow addi-
tional sums to meet capitgl requirements. It estimates Lts nceds for
these purposes at $2,000,000, as shown in some detail in the applica-
‘cion; and 1t reports that it has made, or 1s meking, arrangements to
borrow said sum from Northwestern Mutual Life Insurance Company,
Bakers Life Insurance Company of Nebraska, The Lincoln National Life
Insurance Company and Pacific Mutual Life Insurance Compeny. At the
conclusion of this finzncing the ocutstending bonds will constitute

Y

iy

Suburban now operates two systems, namely, the Whittier system
and the Rivera systenm.
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Suburban!s only indebtedness, other than current liabilities and
advances for construction.

The sums to be thus borrowed will be represented by an

issue of bonds, secured by a deed of trust covering the piopertieé of
Suburban including those to be acquired from San Jose. The bonds |

- wLll bear interest at the rate of 4-7/8% per ammum, will be dated
December 1, 1953, will mature Dececmber L, 1973, and will be redeecmable
at par and acerued interest plus a premium of 5% 1if redecmed during
the first year and thereafter reducing one-quarter percent each year
%0 the twentieth year. The record shows that original;y negotictions
were had on a 5% basis and that the 4-7/8% rate finally arrived at
was the lowest applicants could obtain.

The deed of trust will be an open-end indenture, under
which Suburban from time to time and under certain conditions may
issuc addltionul series of bonds, the interest rate, the maturity'

date snd sinking fund of such series to be open for determination at
the time. '

Exemption from Competitive Bidding
A withess called on hehalf of applicants testified that he

had startgd negotiations to borrow noney for the two companies in

the early part of 1953, that he was unsuccessful in obtaining 2
commitment for the purchase of bonds until September, and that during
the intervening time hé had discussions and negotiations with other
lending agencles and was advised that duwe to the lack ofveam:’.f‘ngs‘
history of applicants and to the growth characteristics in their |
service areas there was insufficient interest to warrant a public
offering of bonds and that a private placement would be requifed if
additional funds were to be obtained. EHe further testified that by

neans of the private placement, as here proposed, the holders ¢f the
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presently outstanding mortgages would continue aS'_applicants' lenders
ad that in doing so they would waive approximately $25,000 of pre-.
sayment penalties, which otherwise would be required to discharge-the
presently outstanding mortgages, and would surrender their present
closed mortgages and take bonds Lissued wnder an open-end indenture, a
fecturc which will be to Saburban's advantage in future debt
financing.

Exchange of Common Shares for Preferred Shares

The application shows that the prospective lenders have
required thot the proportion of the outstanding shares of common
stock be more nearly equal to the outstanding shares of ’prefe'rred
stock and that consequently the shareholders of approximately IC,OOO
shares of Class B preferred stock ($500,000 par value) have agi-eed to
exchange theilr/ holdings for 5,000 shares of common stock of.the'par
velue of §250,000. |

The cifference of $250,000 between the total par value of
the stock thus to be surrendered and the total par value of the stock
o be Lssued will be credited to capltal or paid-in surplus. |

nclusion amd Findings
Applicants estimate that by the end of the year the com-
bined system will de serving approximately 18,500 customers and that
during 1954 approximately 3,000 more will be added to the lines.
According to Exhibit X, the total combined investment at December 31
in tengible and intangidle eapitel will amount to approximately
-’:35; 270;000, after deducting the related reserves for dépreciation and
amortization, and there will be outstanding advances for construction

in the amount of approximately $972,000 and a capital structure con-

sisting of bonds, stock and surplus of approximately $4,224,000. Ihe
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capital ratios, on this basis, not considering additional issues of

Class B shares to refund advances, appear to be as follows:

Bonds 43%
Preferred stock 22
Cormon stock equity 35

Total" 100%
Applicants estimate that the combined operations for the
year 1953 will produce revenues of $733,167 and net profit of

9144,403 after interest and depreciation chargcs but before provi-
sion for inconme tayes.

From a review of the record it clearly appears to us that
the proposed consolidation of tb.e two properties under one owner ship
in accordance with the temms set forth herein and with the emsuing '
securdty issues and the resultant capital structure should result in
the establishment of o public utlility company financizlly stronger
than the present two separate companies and more able to obtein
readily the funds needed to meet capital requirements and to furnish
service to the public. Waile the Interest rate on the borrowed
money might appear to be high, the record shows that applicants have
been unable to arronge more favorable terms and that they are in need
of funds at this time to take care of denands for service from new
customers, which domands apparently will continue at a high level in
the future. It is imperative that applicants place themselves in a
position where they can provide such service and it is our opinion
it is more important that they render such service when it is needed
and without delay than that they defer their financing in the hope
they might obtain lower-cost capital a2t a later d‘até.

Under the circumstances set forth in this particular pro-
ceeding we are of the opinion mnd hereby £ind that the prorosed

transfer will not be adverse to the public interest, that Suburhan
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has need for the funds to be obtained from the proposed issues of 1ts
securities, that the bonds should be exempt from com‘petiti‘vé bidding,
that the money, property or labor to pe procu;ed oi- pald for by the
issue of the bonds and shares of stock hercin authorized is reason-
ably required by Suburdban for the purposes specified herein, and that
. such pufposes are not, in whble or in part, rcasonably chargeable o
operating expenses or to inmcome. Accordingly, we w:i.ll enter an order
granting the appliczition.

The action taken };erein shall not be construcd to be a

finding of the value of t.hc properties herein éutb.orized to be trans-
Serred. '

SRRDER

A public hearing having been held on tb.e above entitled
m.tter, and the Commission having considered the evidence and being
of the opinion that the spplication should be granted as hcrein

prov:.ded- thereforc,
IT IS HEREBY ORDERED as follows:

1. San Jose Hills Water Company may transfor all its

asscts to Suburban Water Systems, on or before February 28, 1954,

wnder the terms and conditions set for'i:h in this application.

2. Suburban Water Systems, in acquiring 'saidiassets of
San Jose Eills Water Company, may assume the paynent of outstandi:ig
liabilitles of scid San Jose Hills Water Company and, on or before
February 28, 1954, may issue not exceeding 700 shares of its common
s-‘cock; not exceeding $137,100 par value of its Class 4, 52% cumala-
‘civé preferred stock and not exceeding $421,700 par value of its
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Class B, 3% cumalative preferred stock.

3. Suburbsn Water Systems 4% addition may issue, on or .
before December 3L, 1954, not exceeaihg $30,000 par value of 4ts
common. stock and ziotv éiéceeding 687,'500 par value of its Class A pre-
ferred stock and use the proceeds for the puri:oses 'sei: forth in the
Commission’s Deci_si'on-No.' 438537, dated April 28, 1953, and may‘issue
not exceed:'.ng $147, 500 par value of its Class B preferred sto‘ck‘for‘
the purpose of‘ payi.ng consuziérs’ advances for construction, in lieu
of the authorization to issue such shares which was granted to San

Jose Bills Water Company by Decisicn No. 48537.

4. Suburban Water Systems may issue not exceeding 5,000
shares of its common stock, on or before February 28, 1954, in

exchange for 10,000 shares of 1ts Class B preferred stocif..

5. Suburban Water Systems mzy exceute a loan'agreanmt and
2 trust indenture, in subst;:{ntially the same form as those £iled in
this proceeding in Exhibit 3, and may issue ond scll, on or before
February 28, 1954, ot not less than their face vaiue, not exceeding
"-.32:,000;,000 of 1ts First Mortgage Bonds for the purposes set Torth in
this application. The issue of said bonds hereby is exempted from

the provisions of the Commission's competitive bidding mule.

6. The rates of Son Jose Bills Water Company now on file
vith the Commission shall be refiled within 20 days after the date of
transfer under the name of Suburban Weter Systems, in accordance with
the procedure preseribed by General Order No. $6, or, in 1ieu of such
refiling, Suburben Water Systems may file a notice of adoption of
seld presently filed rates. No increase in the present rates shall
be nade unl_e«ss athorized by the Commission. |




7. Suburban Water Systems shall adopt for all its systems
the rules and regulations now applicadle to its Whittier system or
other rules and regulations satisfactory to the Commission.

8. On or before the date of actual transfer, San Jose Hills-
Water Company shell refund all deposits which cus’comero are entitled
tc have refunded. Any unrefunded @eposits shall be tronsferred to
ad become the otligation for refund of Suburban Wzter Systems.

9. If the authority to transfer property is exercised,
Suburbad Water Systems, within 30 Qays thercafter, shall notify the
Commission in writing of the date of transfer and shall file 2 copy

of the deed, or deeds, of conveyanee as actually executed..

10. Suburban Water Systems shall file with the Commission
monthly reports as required by General Order No. 24~4, which.'order,;
insofar as applicable, is made a part of this order.

ll. The authority herein granted will become effective when

Suburban Water Systems has paid the fee prescribed by Section 1904(b)
of the Pullic Utilities Codc.

Dated 2t Son Francisco, California, this 45’Z day of
* ‘Decmber, 1953.

Q'a:.

PUBUIC UTiLiTizs COMMISSION . o~ Presldent
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