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Decision No. __ 5_~_t_'7_5;...,;5~_ 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOENIA 

In the Matte~ of the APplication of 
SOUTHERN CALIFORNIA, WATER COMP J:J§Y 
~or authority to issue its· 
convertible, sabordinated de~entures 
in the aggregate principal amount· 
of S~,OOo,OOO. 

) 

Application No. 40649 

In this ap~:lication Southern California 'Water Company 

requests authorization to issue and sell $2,000,000 in principal 

amount of its Convertible Subordinated Debentures and to issue shares 

of its common stock in exchange for and upon conversion of said 
/ 

debentures. 

The debentures, which ~pplicant proposes to issue? are to be 

dated January 1, 1959, are to mature on January 1, 1979, but are 

subject to prior redemption at the option of applicant at 105% of the 

princ,ipal amount, plus accrued interest, if redeemed during the 12 

months ending December 31, 1959, and thereafter at a decreasing pre­

mium each year. During the period prior to January 1, 1964, 

applicant may not redeem. any of the debentures through refunding by~ . 
or in anticipation of, its incurring any debt having an interest cost 

of less than 5% per en.."'l'Um. The debentures Will also be subj e'ct to 

redemption through the operation of a sinking fund at the principal 

amount thereof, plus accrued interest. The sinking fund is to be 

est2blished through payments by applicant on January ;1, 1969~ and 

on January ;1 of each year thereafter to maturity, each such payment 

to be equal to 10% of the principal amoun~ of the debentures 
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outstanding at the close of business on January 31, 1968". the 

applicant having the right to take cred1 t against any sinking 1'and 

payment through the ~rrender of debentures haVing a face value 

eCiual in amount to the sinking tund payment. 

The deb~ntures applicant proposes to issue are to be sub­

ordinz.ted and junior in respect to principal and 1nterest and in all 

other respects to all other indebtedness of the company heretofore 

and hereafter incurred except that represented by the 4-1/4% convert-

1"ole subordinated notes due February 1, 1976, alld. to any indebtedness 

incurred after Jan~.ry 1" 1959, 'Which" by its terms, is specifically 

made on a parity with. or junior to the debentur es. 

As a further feature, the debentures will be convertible at 

the option of the holders at ~ny time or, from time to time, prior 

to January 1, 1969, into fully paid and nonassessable comxo.on shares. 

The initial conversion price appl:iC'ab1e to the conversion or deben­

tures into shzres of common stock as well as the interest rate to be 

"oorne by the debentures has not as yet been deter.mined. Applicant 

proposes to file a supplemental application in this proceeding, set­

ting fo.rth said conversion price nnd interest rate. 

The application shows that the company is currently 

negotiating for the sale of the proposed new issue of debentures with 

Dea.'"'l. "Io/1tter & Co. and Smith" Polian & Co." as underwr1ters. It is 

presently contemplated that the underwriters will make a public 

offering of these debentures, but it is expected that all or most 

thereof will be sold to a limited number of insurance companies or 

other institutional purchasers. 
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Subject to receiving authorization from the Commission~ 

applicant intends to use the proceeds to be obtained. from the sale 

of its debentures, exclusive of accrued interest, to retire out­

standj.ng 'bank loans and to reimburse its treasw:-y for expenditures 

from income, or other treasury money, tor the acqU1sitionof proper­

ties or the construction~ completion" extension and impro'rement of 

its facilities during 1959. 

The outstanding bank loans, totaling $1,800,000 at 

November 30, 1958, are represented by 4% and 3-1/2% notes.due 

February 15, 1959, 'Which 'Were issued to Harris Trust and Savings B~ 
and to, California Bank 1n 1958. Applicant may borrow additional 

amounts from these banks and, if' it does so it 'Will give to them 

its promizso~ note maturing February 15, 1959, for e~ch additional 

amount'so borrowed. Notes representing any such additional borrow­

ing 'Will be included in those to be retired. frODl the proceeds to be 

received by applicant from the sale of its debentures. 

With reference to the use of the proceeds not needed to pay 

b~ loans, the company reports that its proposed utility plant 

expenditures tor the year 1959 are as follows: 

~ater 

Supply, storage and related facilities 
Distribution system 
Extension of mains to serve new ~n:e:r:s 
Meters and service connections 

Total 'Water 

Electric 

Genera~ (Including automobiles and office 
equipment) 

Total utility pl~t eXpenditures 
Less - Advances and donations 

Net cost to, company 
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$ 479,900 
999,900 
571,500 
514,~QQ 2,565, 00' 

89-,;00 

162,700 
2,82;,000 

550,900 

$2,275~OOO 
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In a tinancial statement tiled as E:Y..hibit A in this proceed-
- , 

ing, applicant reports current assets as o:f October 31, 1958, at 

$1,976,971, current liabilities at $3,;;2,2;6 and advances for con­

struction at $2,517,453. Xhe current liabi11t1~s thus referred to 

include notes payable in the amount of $1,700,000. 'the balance 

sheet also shows that as ot October 3l, 1958, app11cant f s investment 

in utility plant, less reserve :for depreciation" tote.1ed $27,998-,503 

and. its capitalization, exclusive of advances, was .... as tollows: 

Long-term d e'bt -
First mortgage bonds 
convertible notes 
Bank- loans. 

Total long-term debt 
- ·Preferred stock 

Common stock and surplus 

Total 

$11,880,000 
2,000,,000 
1,700,000-

15,580,000 
1,987,465 
7.231,593 

$24.799,058 

47 .. 9% 
8.1 
6 8 

;-2:8 , 
8.0 

29.2 

100.0% 

The company's income statement tor the ten months ended 

October 31, 1958, shows gross income available tor fiXed charges at 

$l,184,765, after making prOVision :for depreciation and income taxes. 

Compa.-1ng such gross ~come With interest eharges on long-ter.m debt~ 

~ount~g to $455,584~ indicates interest coverage of about two and 

one-half times. 

The equity capital portion of the company's capitalization 

includes 648,583 shares of common stock ot the par value ot $5 each 

and ~~th a book value, based on the October ~l, 1958 balance sheet, 

of about $11 a share. For a number of years applicant paid diVidends 

on its common shares at the rate of 65 cents a share. Errecti~e 

December l, 1954~ the ~uarter1y dividend was increased to 18-3/4 cents 

~ share, or on an a:nnual b~.sis' of 7; cents; eftective June 1, 1956~ 

the quarterly diVidend was increased to 20 cents a share, or on ~ 
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~ual 'Oasis of SO cents; and effective September 1, 1957, the quar­

terly dividend was further increased to 22-1/2 cents a share, or on 

an azmua.l 'Oasis of 90 cents. 

Tone rollo~g tabulation, compiled from applicant 1 s reports, 

indicates the growth of its properties and business. the figures ~et 

forth, dur1ng the periods indicated, the net increase in the plant 

account balances, the revenues from the 'W'a ter systems, 'Which account 

for more than 90% of the tot~l, the net income ~d the active service 
connections 

1955 
1956 
1957 
1958 (a) 

on the wa ter lines: 

Increase Operating Net 
in Plant Revgnyes IncOTTl,£ 

$2,3%,940 $.3,920,.399 $778;,20.3 
2,954.,080 4,296,640 820:,257 2,886.,705 4,668,938 857.,082 2,512,9.39 4,552,531 722,719 

Xo October 'l, 1958 (10 months). , 
Not reported1n filed statement. 

Service 
Com:;ections 

98,274-
103,192 
109,107 

('b) .. 

This utility has been before the COmmiSSion from time to 

time in formal proceedings involving its rates and the Commission has 

reviewed its operations ~d ear.nL~gs. It is clear, fram the in!orma­

tion before the Comm1ss10n1 that the company has been faced
1 

and is 
. J 

fac~d1 y1th the problem of raising funds from external sources for 

c~pital reqUirements to meet the demands of applicants for service. 

Upon eonsider~g the matter presented ~ this app1ication
1 

the 

Connni:;sion is of the opinion that the company has need for the t'unds 

to be obtained from the proposed debentures, that the money, property 

or labor to be proeured or paid for by suen debentures is reasonably 

'~ 
,',t.. '/Wo 
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required for the purposes specified herein and that the expenditures 

for such purposes are not~ except as otherwise authorized, in whole 

or in part, reasonably chargeable to operating expenses or to inco.me. 

The authorization here1n granted is for the issue and sale 

of securities and is not to be construed as indicative of amounts to 

be included in future rate bases for the purpose of deter.mining just 

and reasonable rates. 

The Commission having considered the above-entitled matter 

and 'being of the opinion that a public hearing is not necessary and 

that the application should be granted~ therefore, 

IT IS HEREBY ORDERED as fol1~s: 

1. Sou.thern California 'Water Company, on and after the 

effective date hereof and on or before June 30, 1959, may issue alld 

sell not to exceed $2,000,000 ~ prinCipal ~ount of its Convertible 

SUbordinated Debentures, plus accrued interest, and may issue. shares 
, 

of common stock in exchange for and upon conversion of the Convertible 

Subordtnated Debentures. The price at Which the debentures are to 

be sold and the cOlJlmon st·ock conversion price Will be fixed 'by the 

CommiSSion in a ~pplemental order in tbis proceeding. The accrued 
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2. Southern California Water Company shall use the net 

proceeds to be received. from the issue and sale of sueh debentures 

to ::oetire baI'lk loans outstanding at the date of such sale and to 

rciI:lburse its treasury for moneys actually expended Sl"om income" 

0::- for moneys not secured by or obtained from" the issue of securities, 

for the purpose of acquiring properties or construct~g, completing, 

eA~end1ng and improving its facilities • 

.3. Sou.thern California water Company shall file With tbe 

Commission a report, or reports, as required by General Order 

No. 24-A, wh.ich order, insofar az applicable, is made a part of 

this order. 

/ 4. The authority herein granted to issue ~d sell the 

Convertible Subordinated Debentures will become effective when 

the Commission, by supplemental order, has fixed the price at which 

said Convertible SUbordinated Debentures may be sold and when app11-

c~t has paid the fee prescribed by Section 1904("0) of the Public 

Utilities Code, which fee is $1,;00. 

tL Da ted at _~S~n:n-.....:;;.Fran..-.;.;,_ci:;_"e_o _______ , California, this 

..J 1- day of ~<:P't' .( .. /t/[/ , 195.1 • 

............ ..-..... < ••• , ~ 
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