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Decision No. ____ _ 

BEFORE THE PUBLI C UTILITIES 'COMMISSION OF THE STATE OF CPl"IFORNIA 

In the Matter of the Applicat10n of 

CALIFORNIA WATER & TELEPHONE COMP AN';{ 

to 1ssue and sell bonds 
Application No. 41077 

Bac1ga1up1" E1kus & Sa11nger" by Tad1n1 
Bac1galuE1" ~., for applicant. 

o .F I, N ION 
.-----~-

Californ1a Water & Telephone Company has filed this 

application tor authorization (1) to execute a supplemental 

1ndenture creat1ng and def1ning the terms or a new series ot 

bonds to 'be mo"Wn as F1rst Mox-tgage Bonds" 4-7/8% Senes due 

1986, and (2) to issue and sell $5,,000,,000 ot such bonds. 

The application was filed on Apr11 24, 1959. A public 

hear1ng was held before CommisSioner Jenner and Exam1ner Coleman 

in San FranCiSCO" on May 18" 1959" at which time the matter was' 

taken under submission. The Comm1ssion has rece1ved no protests 

in the proceeding. 

The new bonds will bear interest at the rate of 4-7/8%' 

per annum" Will mature November 1, 1986" and will be callable on 

and after May 1" 1959 and pr10r to November 1" 1964" at a prem1um 

or 5% and thereafter at annually decreasing prem1umG, prOVided, 

however" tha.t said bonds may not 'be red.eemed prior to May·l, 1964~ 

directly·or irid1rect1y~ from, or in anticipat10n or, any borrOWings 
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by the company or the proceeds or.the sale or any securities of 

the company_ Applicant proposes to sell the $5,000,000 of bonds 

at the1r face value~ plus accrued 1nterest, to seven'1ns~1tutlonal 

buyers as follows: 

California State Employees Retirement System 
CalifOrnia State Teachers Ret!rement System 
John Hancock Mutual Life Insurance Company 
Continental Assurance Company 
OCCidental L1fe' Insurance Company 
New England Mutual L1fe Insurance Company 
Central Standard Life Insurance Comp~ 

Total 

$1,000,000 
1 /000,000 
1,000,000' 

750,000 
500,.000 
500,000 
250,000 

$5;000,000 

In order to proceed w1 th 1 ts plans to dispose.: of :1. ts 

bonds by negotiated arrangements, applicant requests the 

Comm1ssion to exempt the issue from 1ts compet1t1ve bidding rule. 

The proceeds to .be rece1ved from the sale or the 

$5,000,000 of bonds will be uti11zed to pay expenses 1ncident to 

the lssue, wh1Ch are estimated at apprOXimately $24,000, to pay 

outstanding bank loans, to relmburse the treasury' for :f'unds 

expended for construction and 1mprovement of fac1lit1es wh1ch 

were not obtained from the sale of eVidences of' ownership or 

:tndebtedness, and to f1nance 1959 construction costs. In Exh.1b1t 

A, applicant reports capital expenditures as of February 28, 1959, 

of $12,643,608" which had been financed With trea.sury cash, and 

whiCh have not been reimbursed through the issue of secur1ties, 

ana it sets forth its est1ma.ted eonstruet:1.0n budget for the 

year 1959 as follow&: 
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Gross Net Cash 
Additions Additions Requ1red 

Enlargement, replacement and 
extension of water distr1"bu-' 
t10n and transmission faCili
ties, wells and. water treatment 

Improvement, replacement and 
add.:1 t10ns to reservoirs and 
tanks 
H~drants7 meters and service 

connections 
Add1t1ons to central office 
equ1pment 

Telephone instruments, 
pr1 vate branCh exchanges and 
special station apparatus 

Aerial, and underground' cable 
and wire additions and 
replacements 

Land and "bU1ld1ngs 
General equipment, tools and 
'vehicles 

$ 946',500 $ 

100,800 

374,000 

2,301,400 

2,695',500 

4,615,000 
1,345,300 

~7~l200 

869,700 $ 945,000 

91,700 100,800 

360:~400, 376,700 

2, 210.,200 2,153~900 

2,205,100 2,713,800 ' 

3 .. 855,800, 4 .. 587,200 
1 .. 327,000 1,083,500 

~o8.t700" ~62'.t800 . 

Total $12,751,700 $11,228,600 '$12',323";700" 

Upon reimbursing its treasury, as herein proposed, the 

proceeds from the sale of the bond issue Will be available to 

applicant for construction purposes. In addi t1on .. , applicant .... 

est1mates that appro~tely $4 .. 000 , 000 or ~ter.nal funds will be 

generated during 1959 to meet capital requirements and it reports 

that equity financing, Will be undertaken during the coming winter 

months. App1icant Ts capital ratiOS as of March 31, 1959, and as 

adjusted to give effect to the presently proposedfinand.ng .. are 

as follows: 

First mortgage bonds 
Debentures. 
Preferred stock 
Common stock and surplus 

Total 
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March 31, 
1959 

37.2% 
9.3 

16.0 
37.5 

100.0% 

Pro 
Forma ' 

40 .. 9% 
8.7 

l5.1:,' 
35.3" 

100.0%' 
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From a review of applicant's financial statements it 

appears that it Will have need for tunds from external sources 

if' it is to proceed with its construction program and that appli

cant's capital structure and earn1ngs are adequate to' support the 

proposed bond issue. With respect to exemption from competitive 

'bidding the teGt1mony offered in support of applicant 1 s request 

Shows t~at applicant haS,had extensive negotiations for the 3al~ 

of the securities; that the terms and conditions finally deter

mined compare favorably With those obtained'by other utilities; 

a.n.d that there Will be substantial saVj.ngs in the expense or 

issuing the securities it the negotiated sale were to be 
, 

accomplished" suCh savings occurring primarily because the issue 

will not be registered With the Securities and Exchange Commission 

and because no finder's fees or commiSSions are to be paid. The 

record indicates that interest rates have been advancing since 

the time applicant negotiated the sale of the bonds and it1S 

a.pparent that the saVing in t1me under a negotiated arrangement, 

as compared w1 th competi t1 ve bidding" in a declin1ng market, is -
or cons1derable advantage. As compared w:1.th applicant's 4-7/8% 

coupon, 'bonds of Zim1lar quality issued by other utilities subse

quent to April 1" 1959 .. the date when applicant made its arrange

ments.. have 'been offered at interest rates in excess of 5%. It 

seems unlikely that applicant could sell a 4-7/8~ bond~ at face 

value" at th1s time should. it 'be reCluired to submit the issue to 

competitive bidd1ng. 

As to the restricted redemption features of the proposed 

bond issue .. a study of public util1ty bond offerings 1n 1959 
indicates that some such features are almost universally reqU1red 
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in present-day debt financing". especially in the case of bonds 

rated as single A or BAA. 'Ib.e evidence given at the hearing 

shows that applicant's financial officer discussed the proposed 

sale With approX1lr.a.tely l5 possible purchasers; that some retused 

to consider a coupon rate of less than 5%; that some refused to 

consid.er a..."l. issue Without protective redemption provisions; and 

that all indicated a higher intere3~ rate would have to be paid 

in the absence of such a protective feature. 

Upon the basis or the information before us" we are 

of the opin10n that an order is warranted authorizing the issue 

or the 'bonds und.er the terms set forth in this proceeding and 

exempt1ngthe proposed issue from the Commission's competit1ve 

bidding rule. 

The author1zation herein granted for the issue of bonds 

shall not be construed as indicative of amounts to 'be included 

in a future rate base for the purpose of determ1n1ng just and 

reasonable rates. 

ORDER 
---~ .... 

A public hearing having been held on the above-entitled 

matter and the Comm1ssion having considered the evidence and 

being of the opin1on that the application should be granted l 

that the money" property or labor to be procured or paid tor 

by the issue of the bonds herein authorized is reasonably 

required for the purposes specified herein and that such 

purposes" except as otherw1se authorized, are not in whole or 

in part" rea.:onably chargeable to operating expenses or to 

income; NOW THEREFORE3 
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IT IS HEREBY ORDERED as follows: 

1. 'l'he issue 'by cal1forn:1.a Water & Telephone Company 

of: First Mortgage Bonds, 4-7/8% Series <iue 1986, hereby is 

exempte<i from the Commission's compet1tive 'b1dding rule set 

forth in Decision No .. 38614" date<i January 15, 1946" as amende<i. 

2. Cal1fornia Water & Telephone Company may execute 

a supplemental 1ndenture 1n, or substantially in" the same 

form as that tiled in thiS proceeding as Exhibit C" and may 

issue and sell sa1<i $5,000,000 or First Mortgage Bonds" 4-7/8% 

Series due 1986" at not less than the prinC1pal amount thereof"" 

plus accrued 1nte~st, 1"orthe purposes il."l.d1cated here1n~ 

T.be accrue<i interest may be used for said purposes or for 

general corporate purposes. 

3. californ1a Water & Telephone Company shall file 

a report, or reports" as requ1red by General Order No. 24-A" 

wh,j,ch order" insofar as applicable, is made a part of this 

order. 

4. r.ne authority herein granted Will become effective 

when californ1a Water & Telephone Company has pa1d the tee 

prescribed by Section 1904(b·) or the Public Utilities Code, 

whiCh fee 15 $3,,000. 

'. 

, california" this 

" 1959. 

. "", . 
'~".'... . t/, ,.:.. # • ..:., 

1 ..... /,.. ,'.' 

COmxn:lss1oners ' 
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