Decision Not 28146 - | HGDNAL , i

BEFORZ THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA =

- In the matter of the application )
of SUBURBAN WATER SYSTEMS,. a
California corporation, for ‘ Applicati.on No. 52130

permission to issue $500,000 of ) (Fi.].ect August 13, 1970)
Debentures and $250, 000

Common Stoek

Arthur D. Guy, Jr., Attorney at Law,
for applicant.

J. J. Gibbons and Raymond E. Heytens,
or the Commission stafi.

After due notice, a public hearing on the application was‘_f )
held in Los Angeles on September 22, 1970, before Exam:.ner Rogers
and, subject to the filing of a eash-flow statement within ten days B
submitted. A eash—flow statement was fﬂed '.l‘he staff objected to o .
the exhibit and the Comnission set aside tb.e aubmission and ordered
a further hearing (Decision No. 77946 deted November 10 1970) e
The further heari.ng was held before Examiner. Rogers in Los Angeles

on Novenmber 17, 1970, additional evidence was. presented and the
natter was agam submitted
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The applicant seeks authority.

(1) To issue $500, 000 in 10 percent debentures due tn 1977
and, ‘

(2) To issue and sell common‘stock7o£3an{aggrégateipaFfV§Ibel .

of $250,000. , . .
 Applicant is a California corporation engaged in public 5

utility water corporation operations therein. It has two'service
areas which it calls, respectively, its Whittier Area whieh is.
located in and mear the City of Whittier, and its,San Jose Hills‘:
Axea which comprises three separate sexvice areas which,-respe¢~'
tively, are near the Cities of (a) Glemdora (b) Covinafandgﬁ‘ |
(C).Wéat Covina, La Puente and Industry. |

For six months ended'June‘30l'1970'iapplioant‘sﬁgroésj

revenues from the operations were $1,615, 999.
The applicant's assets and liabilitiea, as of June

30 1970, as summarized om Exhibit B attached to the application‘
were as follows:

Assets
Utility Plant less Accumulated Provision

for Depreciation ' $17 825 759ﬁu,;,_“

Other Assets _ o A i L
= -
Liabilities | B A

Common Stock S g '455' 890
Preferred Stock ‘ ‘ . o \4 119, 960

Premium on Capital Stock S T'osnve20n
Retained Earnings | | 1,867,983 - |

Long Term Debt : : '7 064 275&*;.“
Short Term Notes Payable E "983, »69L
Customer Advances for Comstruction -3, 104 604~
Contxibution in Aid of Construetion : -1, 2299, , 270
Othex Liabilities 22233 968
Total , ' o - 21,399,261

AR




A-52130 - LR/ds *

From the funds to be procured by the sale 'df‘vtq.tdclcj:‘afci@‘ deb-

eptures, applicaht proposes to pay a portion of if.:'s heré:ofoi:é‘ issued . |

short term promiSsory notes as they 'become‘ due, pay :efuﬂdg.;‘ on main o
extension contracts, a.r/zd construct utility plant. Assuming a sales
price of $50 per share for common stock, aggregating $250,000,

and the issuance of $500,000 in 10 percent debentures, applkicant
proposes to ,appl'j" the funds as follows: | N R

o 2/ | o

Retire Short Term Notes $350,000

Pay Refunds on Main Extemsion S o
Contracts. : ‘ . 200,000° .

Increase Working Capital. : 100,000 . -

Construct Utility Plant - 100,000, - -

Total o . §750,000 .

Adjusted to give effect to the proéoged_ 18 uance'].of c_thmOn';": PR

stock and $500,0'00 face value of deben?;res, applicant's f:apf.{tal-; S

1zation ratlo, as computed by the staff is as fol‘”l‘qm“:

" Jupe 30,

w0

Recorded .  Pro forma = - |

Long Term Debt . o - 38.9% . 4L2%
Short Texrm Debt - ' . ‘ G 3.4
Advances for Construction | 16,8 o 1550
Preferred Stock 226 22.
Common Equit _ R . iy

Total ~ _ ‘ 1

17 The stated par valve is $10 per share. The appl'icant and the
- staff agreed that as of September 2, 1970, the book value of the

common stock was $63.22 per share and that any authorized sales
should be for not less than $50 per share.

2/ Funds from these notes were used for plant additions, payment on
refund contracts, or to retire other notes, proceeds of which
were similarly used. . o ‘ Sl e

3/ The staff includes $633,691 in short term notes, not included by
applicant. o e
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The staff Financial Examiner hesitantly recommended that |
the application be granted because, he said the applicant 8 need -:
for stop-gap financing appears to be so urgent that the staff is.
reluctant to deny the application.

The staff (Exhibit No. 4) states that applicant has-nearly.
$1 m{llion in short term loans from water cnstomers which.will fall
due within one year. It also states that applicant owes’ about
$300,000 in past due refunds on advances for construction. The stafff
states that the applicant bas failed to make a convincing showtng
that it will have sufficient funds, other than from the sale of new
securities, to pay the short term notes as they fall due.

The staff recommended that, as conditions to the granting

of authority to issue the debentureq and stock as. requested the
applicant should:

1. Offer the common sharea_firat‘tojcxiatingjahareHOIdefsl¢nf§p,ﬁ _'n

pro-rata basis.

2. Apply the proceeds £rom the sale of securities first to
retire not less than $350,000 outstandtng short term notes that
were issued in original face amounts of $50, 000 or less.

3. * Maintain a mexfmum level of such Short term notes at not
more than $650,000, and that the applicant, by this prov1503 not. be
restricted from bank or other institutional short term: borrowing.\

4. Gradually phase out the use of short term borrowings_byu |
substitution of long term and equity financtng and%saleaof‘pfoperties“
and-continue its short term note program on and after June 30 1971,

only if‘authority is obtained from the Commission._
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5. Provide each proépective_purcbaser with a copy'offthe“"
decision herein and receive and maintain forithe_Commissionfa
receipt therefor. | | N J

6. Cease purchases of properties from related intereats "‘”
either directly or indirectly, unless and until authorized by a
letter from this Commission. .

7. Refrain from payment of dividends in cash if any of its
other obligations are in arrears. ,

The applicant agreed with all recommendations except
No. 7. Applicant 8 ccunsel pointed out that applicant had - never L
failed to pay its preferred stock dividends and that if it eould not
pay its gemeral obligations it would necessarily refrain from paying
its stock dividends. We agree with the steff that appllcan s
Zinancial position va*rants the inclusxon,of thxs requirement

After consideration the Commission finds that-

1. The proposed stock and debenture issues are. for proper .

purposes.

2., Applicant has need for funds from external ‘sources: for,
the purposes set forth in these proceedings. |

3. The terms and conditions pertaining to the proposed
stock and debentures are reasonable. | |

4. The momey, property or labor to be‘procured;or paid for
by the issue of the stoek-and‘debentures'herein\authorlzedais”"
reasonably required<for%the purposes Specified‘herein;‘Whicﬁ?
purposes are not in whole or in part, reasonably-chargeable to

operating expenses or. to xncome.




On the basis of the foregoing f:l.ndings ve conclude that the o
application should be granted subject to the conditions contained in
the ordex. | |

In issuing our oxder herein, we place applicant and its o
shareholders.on notice that we do not regard the numher of shares |
outstanding, the total par value of the shares noT the dividends B
paid as measuring the return applicant hould be allowed to earn onf
its xnvestment in plant and that the authorization herein: given is’
not to be construed as & finding of value of applicant s stock or
properties nor as indicative of amounts to be included in pro-'

ceedings;for the determination of just‘and reasonable:rates,_

ORDER

IT 1S ORDERED that: '7*_;"

1. Suburban Water Systems, a corporation, subject to the . _
terns and conditions set forth in thlS oxder, after the effective -
date hereof and before June 30, 1971*

(a) May issue and sell not exceeding.s 000 shares of its

$10 pax value common stock for not loss than $50 per share and for

(b) May issue not to exceed $500 000 face value of 10 percent:

7 year maturity debentures in the form attached to the application ,

as Exhibit A.

7.:‘1 o




b
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This authority is subjeet to ‘the conditions, in addition.‘“

to others contained in this order that:

(1) Prior to the sale of its common stock as hereby authorized
to the gemeral public applicant shall offex safd shares.to ies
present shareholders on a pro-xata basis, allowing_such shaxeholders
at least 30 days in which to accept or reject such offer, gnd shall
present written proof of such offer to the Commission\withan 30 days
after the expiration of such offer period

2) Applicant shall use the fixst $350 000 dertved from the
sales of stock and/or debemtures for the retirement‘of\outstanding_'
short texm notes having face value amounts:of$50,000for'1es§f

(3) After the retitement of short term notesiaslspécifiéd‘in_
subparagraph l (b) (Z)Vabpvé, applicant-shall'ﬁét ét any time‘have .
outstanding short term notes aggregating $650 000 This condition :‘p
sball not restrict or prohibit applicant from bank or institutional
short term borrowing. As used in this condition "short term” meana‘
any loan payable on or before one calendar year from the time the

money or consideration is received by the applicant and all demand

obligaticns.

%) Applicant shall gradually phase out the use of short term‘{
(as defined in subparagraph 1. (b) (3) above) borrowingssbyr\
substitution of long term and equity financing and sale of
properties, and continue its short term note program on and after

June 30, 1971, only if written authority is recetved»from the
Commission. -
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(5) Applicant shall orovide each prOSpective'purohﬁsér'wirhiaf”.:
copy of the decision herein and receive and maintain for . the |
Coummission a receipt therefor. o | , :

(6) Applicant shall cease purchases of properties from related
interests either directly or indirectly, unless and until authorized
by a letter from this Commission. |

(7) Avplicent shell rofrain fron payment. of d:uvidendo in
cash if any of its other obligations are in grregrq. | :

2. Suburban Water Systems shall ¥ile with the Commis.ion
report, or report, as required by General Order No. 26~B, which order
insofar as applicable is hereby made a part of this order. _

3. This order shall become effective when Suburban Watérf‘
Systems has paid the fees prescribed oy Sections 1904 (b)rand% ;
1904.1 of the Public Utilities Code which fees are $15,o'oo-'an&‘ $500,
respectively, amounting to a total of $1 500. | |
Dated at Baa Francisco California, this _;fff?day r
SANUARY y 197/,

of

[ PUBLIC UTILITIES COMMISSION |
CALIFORNIA

STATE OF

. Commissiomers = .. |



