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BEFORE THE PUBLIC UTILITIES CCMMISSION OF THE STATE OF CALIFORNIA

In the Mattor of the Application of )
SOUTEWEST WATER COMPANY, 2 California )
corporation, for permission to borrow )
money and In conncction thorowith to )
issuo and soll First Mortgago Seriles A )
S-1/2% Bonds under a Trust Indenturo

to be dated as of Novemboer 1, 1955,

Appllcation No. 37627

~r

Arthur D. Gu JTe, attorney, and Camilloe 4. Garnier,
presiaent, Tor applicant,

Lee T. Hollopeter, for Lakewood Water and Power Company,
and JOEE . Skelton, for San Gabriel Valley Water
Company, interested parties,

Harold J. MeCarth » froyman Coleman and Charles W. Mors,
for the Eomm%ssion stall,

QRINION

Southwest Water Company, a corporation, by the above-
entitled application filed September 28, 1955, seeks authority to
execute énd deliver a purchase agreement between it and Bankers
Life Insurance Company of Nebraska, Exhibit "A" attached to the
application, and a Trust Indenture dated November 1, 1955,

between
applicant and the California Bank, Exhibit "p"

application,

attached to the
and to issue pursuant thereto Flrst Mortgage Series A

5-1/°% bonds in the smount of $250,000. The extension of time

within which to sell and issue the balance of its Class 4 5-1/L%

Preforred stock origlnally authorized to be issued and sold in the

total amount of $100,000 dy Decision Noes 51192 dated March 15,

1955, in Application No. 36678, in the remalning amount of $95,000

for an additional 12 months, 1s also sought.

>




A publlic hearing in this matter was held before
Commissioner Rex Hardy and ZExaminer Stewart C. Wernor on February

7, 1956, at Los Angelos. There were no protests to the granting
of the application.

By sald Decision No., 51192, applicant was granted a
cortificate of public convenience and necessity to operaté'ﬁithin
the service area of La Mirada Water Conpany, & corporatiéngl/
Authority was granted applicant by sald decision to %cquire certaln
of the assets of La Mirada and to contlnue to apply La Mirada's
rates to the area certificated to applicant, and to issue and sell
on or before September 1, 1955, 3,000 shares of common stock for

$150,000 cash and 2,000 shares of Class A 5-1/4% preferred stock far

$100,00¢ cash_t finance the acquisition of the assets of La llirada,

to pay for additions angd betterments and to provide working capital,

and to 1ssue L,000 shares of common stock for $200,000 for advances

for construction, and to lssue notes for $56,000, and to execute

condlitional sales contracts for amounts not exceeding $17,500 for

the purchase of Pipe and meters from Whittier Utility Supply Com=

pany.

Southwest's service ares as shown on the map, Exhibilt

No. 6, now includes area orlginally certificated to applicant plué
the area formerly served by Crystal Mutusl Water Company,

water company acquired vy applicant,

& mutual

whose service ares iz irmmoedi-

1/ Decision No. 49169, dated September 29,
Water Company, a corporation, a
lence ang necessity to construct and operate a

water system in 2 porticn of Los Angeles County
Buena Park, Orange County.

1953, granted La Mirada
cortificate of public conven~

Publlic utility
northwest of
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ately adjacent to applicant!s in the northwest corner, and sub-

divisions imrediately adjacent and contlguous on the west to

applicant’s certificated area In 1ts north central portion thereof.

Sald service area cemprises approximately 2,000 asres,.
As of January 1, 1955, applicant was furnishing water
service to approximately 100 consumers and by December 31, 1955,

there were approximately 1,500 consumers with two or three thou-
sand homes under construction,
Wr

and an anticlipated growth te bo=-

een elght and nine thousand customers within the next four or

five years. The record shows that applicant has ample sources of

water supply Ifrom its owm well, from the ownership of some L.o0

shares of stoek of California Domestic Woter Company, a mutual

irrigating company which entitles applicant to between 360 and

500 gallons per minute, a new well with a tested production of

€00 gallons per minute, an additlional well whieh s being drilled,

and a proposed connection with a Metropolitan Water District 60~

inch transmission line,

A summary statement of applicant's assets, liabilities and
capital as of December 31, 1955, is as follows:

AsSsets

Fixed Capital $759,119
Less-Depreciation Reserve ~ 69,032  §$690,087
Franchisesand wWater Company Stocks 65,354
Current and Other Assets

158,261
Total Ei' 5,705

Liabilities and Capital

Current Liabilities $251,333
Advances and Donations 310,259
Capital Stock and Surplus

gug,llo_
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Applicant's captial ratios as of December 31, 1955, and
as adjusted (pib‘forma) to give effect to the proposed issuance
of securities, is as follows:

Dec. 31, 1955 Pro Forma
25%

Bonds

Advances. for Construction AZ% 30

Preferred Stock 9
Common Stock Equity 52 36

Total 100% 100%

ﬁkﬁibit No. 3 is a statement of tho use of funds fron
the sale 5f256nds and stock requested herein to be authorized.
According to said exhivlt, appllicant proposes to use the total
of $3U5,000 to be received from the sales as follows:

To pay dbank loana $100,000

To make improvements to water system 199,500
To pay cost of financing 10,000

Por operatling capital 35,500
Total $3L“5J 000

The statement shows that applicant has a cash balance
of $35,000 on hand from bank loans to be repald which, together
with the additional operating capital ‘to be secured, would provide
$70,500 of operating capital after sale of the bonds.

The bonds proposcd to be issued bear interest at the rate
of 5—1/2% per annum, payable semlannually, and are to be issued
as coupon bonds. Applicant's wiiness, its President, testified
that efforts had been made to secure funds at a lower Interest rate
but because of applicant's lack og\operating and financial
experience over a period of years the purchase agreement effecteod
was the most faverable that applicant could secure,

The open end trust indenture provides that the Iinterest

rete will be reduced to 5% at such time that the company shall have
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earned at the end of each threo consecutive years net income, be-
fore taxes, equivalent to a minimum of two times actual interost
charges on funded debt. The bonds ave subject to redemption prior
to maturity, at applicant's option, in whole or in part, on the
payment of the principel amount thereof, plus acerued interest,
Plus a premium of 5% on the principal amount prior to Nevember 1,
1956, initlally, and declining each year thereafter by 1/L%
through November 1, 1975. If funds for rodemption are obtained
Irom Lssues of other debt securities bearing interest of less than

5-1/2% per annum, applicent may not redeem the bonds prior to
November 1, 1960.

The Commisslon has carefully reviewed the record in this
proceeding and 1s of the opinion that the application should be
granted, It appears that Eég_applicant's earnings for payment
of interest charges will be adequate.

Exhiblt No. 7 shows that after giving effect to the
financing proposed herein, total indebtedness including bonds and

advances for construction will comprise 55 percent of applicant!'s

capital structure. This Commission does not look with favor upon

any permanent debt ravio of such magnitude, and applicant is put on

notice that it should and will be required to procure its needed

capital through the sale of its equity securities.

Applicant's request for an extension of time within which

to issue and sell the balance in the total amount of $95,000 of its

Class A 5-1/L% preferred stock, authorized by Decision No. 51192,
appears to be reasonable and will be granted.

The record shows that applicant's commitment to Bankers
Life Insurance Company of Nebraska and the insurance company's
commitment to applicant were to become effective before January 15,
1956, and that the sale of First Mortgage Bonds was to be at

Tace value, plus accrued interest to that date. In order that

-5-
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applicant may not be required to pay peralty interest charges
this order will be effective on its date. It should be noted,

however, that the following approval is for the issuance of

Securities only, and is not to be construed as indicative of
amounts which will be included in any future rate base.

Application as above-entitled having been filed, a pub-
1ic hearing having been held, the matter having been submitted .-
and now being ready for decision bdasod upon the record and find-
ings,

IT IS HIRIBY ORDERED as follows:

&. That Southwest Water Company, on and after the
- effective dato hereof, may cxecute and deliver

the Purchese Agreement and Trust Indenturs in
substantially the form attached to the appli-
cation as Exhiblits A and B, respectively, snd
to 1ssue pursuant thereto its First Mortgage
Serles A 5-1/2% bonds in the amount of $250,000
for the purposes outlined in the preceding
opinlon, the Commission being of the oplnion
that the money, property or labor to be procured
or pald.for by the issue of bonds herein suthor-
ized 1s reasonably required by applicant for the
pPurposes specifled herein snd that such purposes
are not In whole or in part reasonadly charge~
able to .operating expenmses or to income,

The foregolng authorization is without rrejudice
to the authorlity of the Commission with rospecst
to rates, service, accounts, valuation, estimates,

or determinatvions of cost which may come before
thils Commission. .

That the period of time within which applicant may sell
and issue the balance totaling $95,000 of its Class A
proforred stock, the sale and 1ssue of which was
authorlzed by Decision No. 51192, is extended for twelve
months from the effective date hereof,

That applicant shell file with the Commlsslon monthly
reports as requirod dy General Order No, 2L A which

order insofar as applicable is made s rart of this
order.
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That applicant shall promptly institute, develop
and consummate a program looking toward the sale
of its equity shares of stock heretofore author-
ized to be issued, and shall repert to this
Commission in writing within thirty days after
the effective date hereof and every thirty days
thereafter for a period of one year as to the
results of such equity stock sales program.

The authorization herein granted Southwest Water
Company to issue bonds will become effective
when it has paid the fee prescribed by

Section 1904(b) of the Public Utilities Code
which fee is $250.

That in other respects the authorization herein
granted will become effective on the date hereof.

Dated at San Frascisca ,» California, this _ & 27
day of LFHmpsry, , 1956

g
o oasr

‘President

" ¢yCommissioners

PUSLIC UTILITEES COMMsSion
STATE OF CALIFORNTIA




