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Deci sion No.. 49423 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE :STATE OF CALIFORNIA 

In the Matter of the Application ) 
of .. .. 

SUBURBAN WABR SYSTD1S, ) 
.. 

a Calif'o:rn1a corporation, for ) 
permission to purchase from San' .. .. 
Jose Rills, water Co~pany, and the ) 
Application .. 

or ) 
SAN. JOSE HILLS WATER COMPANY> " " ) 
a Califol"tli'acorporation, to r per- .. .. 
mission to sell to said SUburb~ ) 
Water Sys.tems all of the assets .. .. 
of Sen Joso Bills Water Compc.ny,_ ) 
~d Applico.tion of Suburb~ W~te:r .. .. 
Systems for p ermis ~ion to issue ) 
stodt to $&l. Jose Ril1:s Water . .. 
Compony as part 0 t tho considera- ) 
tiontheref'o,r; .md ApplieO;t~onor .. .. 
Suburban WO;ter, Syct~s for ) 
permission to oorro'W' Dloney end .. . .. -

in cotmectionthere'W1th. to issue ) 
end. sell' its First-Mortgage Bonds .. .. 
'under a Trust Indenture covcr1ng ) 
subs~t1fD.ly·· oJ.l of 5. ts assets; .. .. 
ond Applic:lt1on of Suburban Water ) 
Systems f'orperm1ssion to· issue .. .. 
she-res of' its: Common Stock to ) 
holders of its Cl~ss B Prererred .. .. 
StoCk in exChcngo therefor. ) 

.. --------------------" 

, , 
" 

Applic~tioXl 
No. 34873' 

This is :m o.pp11cct1on fil~d on November 13, 1953, for em 

order of the Commission authorizing San Jose Hills Wo.ter Compcny to 

sell its assets to Suourbon Water SYstems, 0. corpor::!.tion formerly 

n;)Ill.ed W,ni ttier Water Compm'lY, zmd c.u thoriz1ng Suburbon Water System.~ 

to assume the :?~yment of indebtedness, to issue sh~res of common and 

prcf'~rred stock,. to execute 0. trust indenture ond to issue $2,000,000 
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in principal amount of first mortg::gc bonds Without competitive 'bid

ding. 

In this decision SQrl Jose Hills W:::.ter Compta'ly ~11 be 

:r~ferred to as Snn Jose and Suburban W:lter Systems 'as Stlburb;m. 

A public hc:::.ring on the applica.t1on 'woos held. before 

Examiner Coleman in San Fr~cisco on December 9~ 1953? at ~ieh time 

the matter 'W'tl.S taken under submi ssion. 

Appli C::!n. ts r Op~rat1ong 

Applic~ts o.re California corpora.tions cngeged ~s publ1c 

utilities in the distr1btltion of water in the County of Los Angeles. 

They Dore located in close proXim1 ty to ench other, they a.re manng,ed 

and operated by th.e s~e porsonnel and there is a common id.cnti ty o,r 

o'WrJ.ership of some of their outst~ding shllres of common stock. 

The folloWing tabulation compiled from applicants' 

!in:mcial st:::.temw.ts on file with thO' Commission indica.tes· th", extent 

of thQir opero.tions end the growth they have been eXperiencing: 

1948 
1949 
1950 
1951 
1952 
1953 (8 mos.) 

Suburbm 
Custo~er§ Eevcnu9~ 

1,378 
2;,068 
2,465 
4,7,48 

10,102 
11,660 

$ 64,987 
70,2$$ 
S6,578' 

141,4OZ 
265,359 
.3.37,497 

Syn Jose 
CUstomets ,Bevenu0S 

935 
1,252 
1" 579 
2,,259 
3,7;6 
4,82; 

Suburban's increasEr in 1952 in part renects the acquisi

tion of the business and properti~s of Rivera. Water Systom. ' .' 

1 .... SUIIlmnry of' Dopp1ican.ts T balm'lce sheets as of August 31" 

1953, is as £ollo~z: 
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Assets 

Current assets 
Plant accounts less reserves 
Other investments 
Deferred debits 

, ~iabili ti~s and Capital 

Current liabilities 

Totals 

Long-tem debt 
Consumers! a.dvance~ for construction 
o th. er cred1 t s 
Donations in aid of construction 
P:rc!errc<i, stock 
Common, stock equity-

Common sto ck 
Surplus 

Total common stock eq.uity 

'reto.ls 

$ 246,7,54-
~,lSS,022 

39'.,452 
4fJ" 542' 

$3,520,770 

$ 406,5$6 
782,659 
697,$98 
9~',S50 
90,808 

564,,850 

210,000 
674,142-
SSk,J;49' 

I 

V' 520.770 

,.. .", I:\' 

$ 1~7,667 
1,4$6,805 

;3l,09$ 
1'2",19;4' 

$lL667.76~ 

$ 202,778 
300,000 
556,95,3, 

62:,323 ' 
461,840 ' 

70,000' M:870
' __ ffl 

" 

$1,667,7~ 

The outstcmd1ng stock on the d:ltc of the preceding b~ance 

sheets consisted of the following: 

:', . Suburban', ' 

Preferred - ' 
Class A, 5t% 'eu.mul~tive, $50 par 
Cl~ss B, 3~ ~ative, $50 par 

Total preferred 
Common - $50 p~ , 

'Xot<lls 

SM .rose 

Preferred -
Cla~s A, 5t$ cumulntive, $100 par 
C"'.a,S$ B, 3% eumulative, ~lO pAr 

Total preferred 
Common - no par 

Totals 

Shares 

3,500 
7,797 

ll,297 
.Jx,20Q. 

Amount 

$175 j OOO 

~~;Wo 
210,00Q 

" 

15 • 497 ;774. SSQ 

1, 370 $137,000 
32,4$4 324,840 
33,854 46l.840' 

7,000. 7Q~OOQ 

40, 854' $531 , 840 

Sinee AUgl.lst 31st, Som Jose OOS issued add1t1onru. shares 

of :t'rcfcrred stock :m.d noW' has outstmlding, e·137,100 of Class A stock 

mld ~421, 700 of Class :a stock. The outstanding shares of Class, B 
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preferred stock of both corporations 'Wero issued under Commission 

au.~ori·z~tion in payment of advDnces for construct1on .. 

By Decision No. 485~77 d~ted April 2S~ 1953,'1n App11ca

tion No. ~4246, the Cotntission a.uthorized Sw. Jose to' issue shares 

of Class A and Class B stock m'ld shares of common stock for the pur

pose of fin.mcing construction costs and refunding. adv:lnces. Up to 

the date of the hecring in th,e present matter, San Jose had not 

issued Doll of s~d shares :;md there re:n.~ed unused authorization 

under snid decision to issue $30,000 p~r value of common stock~ 

$87" 500 po.r value of Class A stock QIld $147" 500 par value of Class B 

stock. 

TX?l1sfe.r:. of Property 

It appears that 'both applicants have bean expanding their 

plants ~d operations rapidly and that both are in need of addi t1cnal 

funds to pay outstanding indebtedness ~d to fin~ce the cos,t of 

extensions one additions.. nJ.ey have concluded th::?t it i$ less 

Cifficul t to borrow S'IlmS of money for one larger 1ntegrate<1 system 

than for t'W'o$Illoller systems, and they report that in attempting to 

obtain funds prospective lenders have required that, the two comp:m1¢s 

be placed under one ownership .. 

ACCOrdingly" it is proposed 'by those i.'l control of the 

o.f'!:lirs of appliconts fo·r Suburbon to acq,uire the assets of San Jose
3 

to assume the payment of Sen Josef s outstcnding 1ne.c'btedness~ to 

issue its own sh~es of preferred stock in exeh~ge for San ,Jose's 

shtlres of preferred stock, and to issue 700 shares of' 1 ts common 

stock in completing the transaction. It is reported thtlt the con

siderc.t10n to 'be paid in this monner bY' SUburban to San Jose -.;.rill "be 

equal in value to the net 'book value's of the assets to be o.oqu1red. 
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!he cpp11c~tion Shows that the r~tes to bo Chargee for the 

service of water 'Wi thin the :lreas to 'be taken over by Su'bur'bon from 

S~ Jose w11l be the s~e as those now assessee ~cl collected by San 

Jose. It appears, however" that the rules and regulations,' of the two 

companies o.:re somewhat different :Jnd in order that un1formi ty 'be 

esto.blished Suburban requests :lutho:r1zat1on to adopt for nll its· 

5.1stems the rules and regulations now applic~ble to- its ~tt1er 

Systcm.lI 

I SS'!l§ of AMi ti9Dal Stock 

Upon acquisi t10n of the properties of San Jose, SUburban 

desires to continue with the construction program of San Jose which 

is now under way and to avail itself of the 1J%lused authorization 

'Which was granted San Jose by Decision No. 48537 a.."'l.d issue its o'W'tJ. 

stock in the amO'UI'lts of the unused authorization of San Jose, for the 

purposes set forth in said dec1sion, as follows: 

Issue of Bonds 

Class A preferred stock 
Class B preferred stoCk 
Common stock 

$ 87,500 
l47,500 

30,,000 

Upon consolidating the properties Subur'b~ plans to pa.y 

~e presently outstond1ng mortgages, the condi t1ono.l s.ues contracts. 

and the short-term bonk loans of both compcm1es and ~ borroll addi

tional ~s to meet capi t~ rC'Cluircm.mts. It estimates 1 ts n·oOOs for 

these purposes at $2,OOO~OOO, as show.n in some detnil 1n the app11c~

t1on, and it r~orts that ithas m.e-do, or is m.ci-.1ng, arrangements to 

borrow said sum. from Northwestern Mutual Life Insurance Company, 

Bonkers Life Insurance Com.pany of Nebraska, The Lincoln National Life 

Insurw.cc CompmlY and Pacific Mutual Life Insurm'l-ce Compeny. At the 

conclusion of 'this f'1n<::o.cing the outst:::nd1ng 'bonds w:Lll constitute 

if . 
. Subur'bDrl now operates two systems, namely, the 'Whittier systeo 

oncl tho Biv er~ system. 
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Su'burban~ s only indebt¢dness" other tb..:m current 11ab111 ties and 

advOllc'cS tor construction .. 

Tho S1.lmS to be thus borrowed 'Will be represented by an 

issue of 'bonds" secured. by :l deed of trust covering t..'le p:ropert1<"::s of 

Suburban 1ncluding those to be acquired trom S&l Josc .. ~ Xb.e bonds 

'idll beer interest at the rate of 4-7/8% per aml'\:lXll, will be dated. 

Decembcr l" 195'3, ~ll mature Dec~ber 1) 1973" ~d will be redeemable 

at par and accrued interest plus a premium of 5% if redeemed during 

the first ya~r ~d there~fter reaucing one-quartor percent eaCh year 

to the tw'e:o. tieth ycar. lhc record shows that origin~ly nogot1<.:;tion:; 

'Were had on a 5% b~s1s and that' the 4-7/8% rate finally arrived at 

was the lowest app1iean. ts could 0 bta1n. 

The deed or trust 'Will be an open-end indenture, under 

'Which Suburban from. time to time and under certain conditions ·DUlY 

issue add1tiono.l series of bonds, the interest rate" the maturity 

date ~d s~g fund or such series to be open for determination at 

the time. 

E6~ption itom Competitive Bj~1in& 

A 'Wi tness c::Ulod. on 'behclf of appl1c:mts testified th.~t he 

hed stcrted negotiations to borro~ ~oney tor the two compcnies in 

the ecrly part of 1953, the.t he w~s 'tmsuccess:f'ul 1n obtaining ~ 

commitment for the purchase of bonds until September, and that during 

the intervening time he had discussions end negot1o.tions 'With other 

lending a.gencies and 'WD.S advised tho.t due to the lack of earn~.nes 

history or applic311ts a.."ld to the growth charo.ctenstics in their . . 
service areas there was insuffiCient· interest to 'W(lrrant a pub11c 

offering of 'bonds and tb(:.t a private placement waul,a be reqU1re<! if 

add1 t10nal l'.:mes 'Were to be 0 bta1ned. He further test1f'1ed that by 

mc;ms of the priva.te placement, as here proposed" the holders of: the 
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presently outstmlding mortgag,es 'Would' cont1nue as' c.pp11cants T lenders 

~d that in doing' so they"would 'Waive approximo.telY $2'5,,000 of pre

p~y:nent :penal tfes,,- 'Which otherWise 'Would' be required to discharge,·'the 

presently outstanding mortgages" .md' 'Would surrender ,their present 

closed mortgages and t3ke 'bonds issued tmder an open-ene ind.enture, a 

fec.tIlre 'Which 'W'1l1 be to' S',J.'burban t's: advant~ge in future debt 

f~cing. 

BAchongo of' Common Shax:.es f'0t Prcferrc;d Sh~res 

Tb.e application shows that the prospective leneers have 

required thc.t the proportion of the outst:mding shares of common 

stock be more nearly equal to the outstanding shares of prel"errcd 

stock ;m.d that consequently the shareholders of approximately J:O"OOO 

sh.:l.res of Class :s preferred stock ($500,,000 par value) have agreed to 

ex~ee their holdings for 5,,000 shares of com.on stock of the par 

valu~ of $250,000. 

1be difference 0 f' $250" 000 between the total par value of 

the stock thus to be surrendered ond the totru. pcr value of the stock 

to be issued will be crc<l1ted to cap1t31 or p::u.t1.-in surplus. 

Concl;t,lsiQn a"ld Findings 

Applicants est~ate that by the end of the year the com

bince system. 'Will be serving D.pprorxi,mo.toly 18,500 customers and that 

durine 1954 o.pproximo.tely 3,000 more 'Will be (lddod to the lines. 

According to Exhibit K" the total combined investment at December 31 

in tengible and intangible capitcJ. will ~ount to appro~ately 

$5,270,000, (lfter deducting the related reserves to·r depreciation and 

amortization" end there will be outstanding advances for constr~¢tion 

in the amount or o.pprox:1.mQ.t~ly $972,000 and 0. capital structure con

s1 sting of bonds" sto ek ane. surplus of ,approximately $4:,22,4.,000. ~e 
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c~:p1tDl ratios" on this basis" not considering addi tion.:ll issues 0'£· 

Cl~ss B shares to refund adv~ces" ap,car to be as follows: 

Bonds 43% 
Preferred stock 22 
Common stock eqtl1 ty -l2 

Total 100% 

App1icmlts estimc.tc that the comb:tned operations for the 

. year 1953 ~11 proeuce revenues of $733,,167 and net profit of 

$l44,,403 atter interest on~. c.eprec1a.tion cilnrges 'but 'before provi

sion for income taxes. 

From a. reView of the record it cl~arly appears to us that 

th"e proposed consolidation of the two properties under one ownership 

in acco:rdance with the te:rms set forth here1n and With the enSUing 

security issues ond the resultw.t co.pit~ stl"Ucture should result in 

the establishment of Co public utility compzoy fin~c1ally stronger 

than the present two separate companies :md more able to obtain 

re~dily the funds needed to meet ca.pi tal reqUirements and to furnish 

service to the public.. 'While the interest r~te on the borrowed 

money might appear te, be high, the record shows that applicants have 

been UIltLblc to arr~ge more favoro.ole terms tlnd that they arc in need. 

of funds at this til:le to toke co.re of der:lmla.s :for service from new 

customers" which. dcmonds apparently 'W11l continue at a high lovel in 

the future.. It is imperative that applicants place themselves in a 

position 'Where thoy can proVide such service ::tnd it is our opinion 

it is' more' importont thc.t they render such s,e:rvice When it is needed 

and Without· delay than thnt they defer their finanCing in the hope 

they ~eht obtain lower-cost capital at ~ later date. 

Under the circumstonces set forth in this particular ~ro

ceed1ng we ~e o:f the opinion ::lIlt! hereby find th.:!.t the pro,osed 

transfer 'Will not bo o.dverse to the public interest" that SuburoDn 
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has need for the 1Unds to 'be obtained from th~ proposed 1 ssucs of its 

securities, that the bonds should be exempt from competitive bidding, 

that the money, property or la"bor to be procured or paid for by the 
, , 

issue of the bonds and shares of stock herein autb.orized is reason

ably required by Su"ourb<m for the purposes specified herein, 8%ld that 

such purposes are not" in whole or in part,1 reasonably ch:l.rg,eable to 

operating expens'es or to income.· Accordingly" we 'Will enter an o,rder 

granting the applic~tion. 

!he action taken herein shD.ll not be construed to 'be a 

finding of the vOllue of the properties h. erein authorized to be trans-

i"erred. 

A :public heo.ring haVing been held on the above entitled 

:r:.a tter, ond the Commission Mving considered the evidence ;m.d'being 

of the opinion that the Ilpplication should be gr:m ted, as herein 

provided; therefore, 

IT IS HEREBY O.P.DERED as follows: 

1. San Jose Hills Water Company I:lay trmls:Cer :ll.l 1 ts 

a.ssets to SUburban Water Systems, on or before Februa.ry 28, 1954; 

under the terms end conditions set for'th in this appl1c~t1on. 

2. Suburban 'Water Systems, in acquiring sm.d assets of 

s~ Jose Hills Water Company, may asS1JmC the pa.yment of outstanding 

liabilities of scid San Jose Hills Water Comp~y and, on or before 

Fe'brucry 28" 1954, may issue not exeeeding 700 shares of its common 

stock, not exceeding $l37,lOO par value of its Class A, 5%-% eumula

tive preferred stock and not exceeding $42l" 700' par v~ue of its 
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Clasz E" 3% cumulnt1vo preferred. stocl~: 

.. . , ',' 

.3~ Su'buroon Water Systems i:ri addition mAY issue" on or 
," ; 

before December 31" 1954; not ~xeeedtng ~30;OOO p~r v~ue of its. 
" , : I ' 

common stock and riot exceeding $87" 500 par velue of :1: ts Class A pre-
. . 

torred stock ond use the proceeds for the purposes set forth in the 

Commizsionf s Decision ~lo~ 48537" d~ted April :G$') 1953, and mny issue 
. . 

not exceeding $147,500 ptlr v61ue of its Class B preferred sto.ck tor 

the purpose of payiIlg consumers T o.dv:mces for constru.etion~ 1n1ieu 

of the o.uthorization to issue such shares \Thieh was gronted to· S:m 

Jose Rills Water Company by Decision No. 48537. 

4. Suburban Water Systems 7.n.::J.y issue not exceeding 5,,000 

sho.res of its COI:rOlon stock, on or before Fe'bruary 28, 1954 .. 1n 

exchcmge tor 10,000' shares of its Class B preferred stock. 

5. SUburban Water Systems may execute a locn agr~ement and 

a trust indenture, in substanti.llly the: s~o fom as those filed in 

tb.is proceeding in Exhibit 3; ond may issue end sell, on or 'betore 

February 28, 1954" o.t not loss thMn thoir to.ce value" not exceeding 

$2~000,000 of its First Mortgage Bonds for the purposes set forth in 

this ~pplication. 1".h.c issue of said bonds hereby is exempted. from 

the prOvisions of the Commission's competitive bidding rule. 

6. The rates of Son Jose Hills Water Comp<my noW' on £110 

with the CommiSSion shall be re:f'11cd within .30 days after the date of 

trw.sf'cr under the nome of' Suburban Wc.tCl' Systems, in aecordtmce 'With 

the procedure prescribed by General Order No. 96, oX'" in l1e'1.l of such 
~ 

refil1ng" Suburben Water Syst~s I:l.o.y file a notice of: adoption of 

sai~ presently filed rates. No ~crcase in the present rates Shall 

be made unless authorized by the Commission. 
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7. Suburoan Water Systems shall adopt for all i tssystem.s 

~~e rules ~d regulations now ~pplicable to its- Whittier system or 

other rules and regulations satisfactory to th~ Commission. 

s. On or before the datE: of D.ctual tr~sfer, San Jose Hills' 

\.Tn. tel" Comp<:ll'lY shall rc.fl.:tnd all dopo s1 ts wb,i ch ell stomers arc en ti tl eel 

to h~ve refUnded. kAy unrei\mded eeposi ts shall be trcns!erred to 

and become the o'blig~tion for reiUnd of SUburban Wc.ter Systems. 

9. If the (luthority to tx:ansfer property is exerCised, 

Suburbo.l W~ter Systems, within 30 days thereafter, shall notii"yti:?-e 

Commission in writing of the d'ltc of tr3l'J.sfer and sholl file a copy 

of the deoo, or deeds, of conveyZlncc as actucl.ly executed., 

10. Suburban YTatcr Systems sh.oll tile 'With. the COmmission 

tlontb.ly reports as required by General Order !~o. 24,-A, 'Which 'ord~r, 

insofar as applicable, is made ~ part of this order. 

11. The a.uthori ty herein gr~tcd 'Will become effect1ve '\oTh.en 

Suburb~ Water SYstems has paid the fec prescribed by Section 1904("0) 

of the Public Utilities Code. 

Dated at Sen Frnnc1sco, C:.l1forn1!l., this 1.<1,-.76 day of 

Dec<!:l.bcr1 1953. 


