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CACD/K:..E 

Deci~ion SB 10 031 OCT14 1988 .r.,':>~"",,,,-,,>~<,,,,, ... 
, ; ~ I ' ... 1 ;: !, ,.... ' 

BEFORE THE PUBLIC UTILITIES COMMISS·ION OF THE STATE OF'iv~i~~~iA" ._ - -- -,j- .... "1IiIoIJ.....,~-' 
IOCj 1 e 1900 Application of SAN JOSE WATER COMPANY. 

a corporat.ion. t.o is:5ue and sell 
$4.000.000 prinCipal amount o£ it:5 
Fir:5t. Mortgage Bonds. Series Z, and 
to execut.e and deliver a Supplemental 
Mortgage of Chattels and Trust 
Indenture. 

) 
) 
) 
) 
) 
) 
) 

Application 88-07-05-1 
(Filed July 26. 19Sa: 

Amended Septemoe-r 2'3. 1988) 

________________ ~(~Q_-A16~8~-~W~)~ ___________ ) 

.Q~~.til.Q.t! 

Summary of Deci~ion 

'I'hi~ decision grants San Jose Water Company (San Jose 

Water) the authority re~ue:5ted in the application. 

San Jose Water reque:5t:5 aut.hority, under Public 

Otilitie:5 .Code (Code) Se'ctio%l.:5 818 through 830 and 8-5-1. for the 

following: 

1. To i~ue and :5ell at a private sale~ on 
or. before December Sl. 19Se .. up. to 
$4,000,000 aigregate principal amount of 
First. Mortgage Bonds. Serie~ Z (New 
Bonds) and 

2. To execute and deliver a proposed 
Thirtieth Supplemental Indenture of 
Chattel~ and Trust. Inden.ture (Supple­
mental Indenture). 

Not.ices of t.he filing of :the application. a~ amended~ 

appeared on the Commi:5sion" s Daily Calendar of August. 2. .1988- and 

September 26. 19Sa, respectively. No prot.est~have been received.' 

'San Jose Water, a California corporation,. operates as a 

public utility under the jurisdiction of the Commission. ~ Jose 

Water eugages~n the sale and distrioution of water service in the 

Cit.ies of Campbell,. Los Gato$~ Saratoga and Monte Sereno and 
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in portion~ of the Citie~ of San Jo~e, Cupertino and Santa Clara 

and in adjacent territory in Santa Clara County. 

For the l2 month~ ended June 30. 1988-, San Jo~e Water 

reported it generated total operating revenue~ of $64.202.274 and 

net income of $S,18-a.,077, ~hown a~ part of Exhibit A attached to 

the application. 

Al~o ~hown a~ part of Exhibit A attached to the 

application i~ San Jo~e·~· Balance Sheet a~ of June 30. 1988, 

~ummarized a~ follow~: 

Net Utility Plant 
Inve~tment in Non-Otility Plant 
Current'A~~et~ 
Deferred Charge~ 

Total 

Liabilitie~ and Equity 

Common Equity 
Long-Term 'Debt 
CurrentLiabilitie~ 
Advance~ and Contribution~ 

in Aid of Construction 
Deferred Credit~ 

Total 

Propo~ed Sale of New Bonds 

Amounj( 

$l55,.250,39'3-
. 211,.345, 

16,,549'.35,5-
2'.331. 1~5 

$l74.414.247 

$. 60,091,.8S1 
43.972,500 
lO;,308,250 

50.1S,3,4l9 
9.888,,211 

San Jo~e M~ not entered into a' contract for the sale' 

of the New Bond~, but the utility propo~es t~ i~sue and sell the 

New Bonds to an ins~1tutional investor by a negotiated private 

placement and not for resale to. the public,. Su Jose Water ~tates 

4IIlthat it will furnish ~o the Commi$~ion Advisory and Compliance 
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Division (CACD) a copy of the agreemen~ for the sale of the New 

Bonds; as soon as that document is available. San Jose Water also 

stated that it will not execute any underwriting agreement relat.­

ing to the New Bonds. but proposes to pay a commission (estimated 

at about $30.000) to Donaldson. Lufkin & Jenrette Securities 

Corporation for its services in negotiating the sale of the New 

Bonds. 

The New Bonds will be secured by an eXisting indenture 

as previously supplemented, amended and modified and as further 

supplemented and amended by the proposed Supplemental Indenture. 

A preliminary proof of the form of the proposed Supp~emental 

• Indenture was late-filed as ExhibitC attached to the a~lieation •. 

as amended. After the form of the Supplemental' Indenture has b.een 

fully agreed upon with the purchaser of the New Bonds, San Jose 

Water will furnish' the CACD a copy of this document. The ter.n.s 

• 

.' . 
and form of the New Bonds will be as set forth in the Supplemental 

Indenture. 

Exemption from Competitive Bidding 

Under the provisions of Commiss,ion Resolution F-o.16 

dated October 1. 1986:. San Jose Water!' s proposed issuance and sale 

of the New Bonds is exempt from the Commi'ssion~'s Competitive 

Biddinc Rule because the aggregate principal amount is lesstnan 

$20,000,000" -
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O:e of Proceed: 

San Jo~e Wa~er propose~ ~o u~e ~he ne~ proceeds from ~he 

~le of the New Bond= a~ follow=: 

1. The refund at ma~urity~ on November 1. 
1988. all $l,OOO.OOO principal amount 
outs~anding of San Jose Water's 4.5%. 
Firs.t Mortgage Bonds. Series G and 

2. To reimburse San Jose Water's ~reasury 
for a portion of moneys actually expended 
prior ~o June 30. 1985 and for capital 
improvemen~s.. 

By Exhibit B, '~o' ~he applica~iont San Jose Wa~r reported 

~ha~ i~ has certain unfinanced capital expenditures. as of June 30. 

1988 ~otalin& $3&,077,346. 

~. Con:tructiQn Budg~t: ' 

For ~he years 1985: and 19S9. San Jose Wa~er"s estimated 

eonstruction budge~s, excluding projec~s covered· by advanees for' 

const.ruction and contributions. in aid: of cons.t.ruction, Were fur­

nished by letter dated Aueust 17 r 1988 to the CACD and are summar- . 

ized in the following tabulation:: 

Qomponent 

Land and Land. Right.s 
Structures. and Non-Specifies 
Source of Supply 
Reservoirs. and Tanks. 
Pump Stations. and Equipment. 
Distribution Sys~ems 
Equipment 
Cost of Retiring 

Total 

llaa 

$. 5,.000 
375,000 
426~600 
420',200 
S,72,700' 

3,841,000 
176,200 
4QQ,QQQ 

$6,,316.700 

llS.9. 

$ 5.000 
454,.500, 

30.000 
241.000 
139,,000 

5-.. 046,.:500 
8-9.100 

40Q,OOQ 

$.7,005,100 

The CACD has reviewed San Jose Water"s construction 

• buclgets. and it has concluded that the reimbursement of San. Jose 
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~ne propos~d ~al~ of ~b~ N~w BO'nd~ will permit it ~¢ iunci. in 

par'C. 'th~ pl~mn~d con~'t.ruetior... However. Sar! Jo~~ Water i~ placed 

cr1 notic~. 'by thi~ deci~ion. that ~he Commi~~ion Clo~~ not find 

m~kirlg purpo!>~~. The~e iS3U-::3 ar~ norm~11y 'tf!!sted in g-en4!!ral ra't~ 

1888 and 1989 aml.:'Iun't. 'to' about. $Z5. 22:9.000 are ~ummarizeo a: £oll¢w~: 

Fund~ U:ed and/or Required tor 
Con~'truc'Cion Expenal't.ure~ 

Maturitie~ of Long-Term Debt: 
BO'n.d.~. No't.e:.. Deb~nt.ure!-. et.c. 

Inerea~e (Decre~~~) in. Cash 
Re~erve-!-

Tctal. 

Le~~: E~t.imated Cash Available 
from Int.ern31 Scurces 

Additional New Funds Required 
frcm External· Sources 

$10.583~000 $10.000.000 

:::.445.000 :::.945.000 

1. 4~Z, 000 

$14~510.00(J $!O.i19.000 

6,8~7,QQQ 5-,339,000. 

$ 7.51S.000 $ S~S80.000 

The CACD has analyzed San Jose Water's ~ash requirements 

forecasts. shown abO've and as indicated. by the u't.ility in its 

letter dated August 17. 1988 and concludes that internally 
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generated fund~ will provide about 48% or $Sf937~000 of ca~h 

expenditure~ for 1988 and about SOX or $5,339,000 for 1989. The 

CACD ha~ concluded that the reimbur~ement of San Jo~e Water·$ 

treas.ury, for prior unfinanced capital improvement, from the pro­

ceed~ of the prop¢s.ed $ale of .. the ~ew Bond$ i:l nece~s.ary to help 

meet foreca~ted ca~h requirement~.. San Jose Water will need ca~h 

from out~ide ~ource~ of about $7.573,.0.00 in 1988· and about 

$5,380,000 in 1989. 

San Jose Water's capital ratio$ a:l of June 30, 1988 are 

s.hown below as recorded andadjl.1s.ted' to· give pro forma effect to 

~ the trans.actions. that follow: 

C9mponen~ 

Long-Term Debt 

Common Stock 

Total 

June 30. 1966 

42.3% 

57.7. 

"100.0% 

Pro- FOrma 

44.4%· 

55.6 

100 .. 0% 

1. The propo~ed i~~l.1ance and ~ale of First Mortgage 
Bonds, Serie~ Z,. in the aggregate principal amount 
of $4,..000,000 and 

2. The refund at maturity,. on November 1,. 1989, of. 
4 • 5% Fir~t Mortgage Bond~" Series G, in the aggre­
~ate principal amount of $l~OOO,OOO (al.1thorized·by 
Decis.ion 57447 dated. October: 15,. .1958· in 
Application 40(40) .. 

The CACD has. reviewed. and analyzed the. financial data 

included in .~ Jose Water's amend.ed application ~d thel.1tility"s 

other financial data covered by subsequent letters. and attached 

.suPPlemenu.l data. sheets forwarded to the CACD. The CA<:D has no-
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and deli v~r i t.~ propo3ed Suppleme-n.tal Irld.en"tur~. 

CACD h~:!: review·!'d t.h~ application and :na~ concluded t..ha't 

'the propo3~d 3al~ of San Jose Wat.er's New Bond~ i~ r~a~onabl~ ~nd 

th!\t the ~ut.hori ty ~hould. 'o'!!l gr.:.,n'ted. 

1. San Jose W~t.er, ~ California corporation, operate~ ~~ ~ 

public utilit.y under t.h~ juri~diction of t.hi~ Commi~~ion. 

Z. The propo!led i3~u.anee of the New Bonds would be for 

pro~r pUrp¢:se~ and would not be adver~e· to th~ publie int.er~3t . 

3. The 'term~ and condition~ of the proP03ed Supplement~l 

lndent.ure are rea~onable and are not ~dverse to the pub-lie 

intere:r.t.. 

4. San J03-e Water h~s need :for.ext.ernal :fund~ for 'the 

pUrp¢se:; set forth in th~ application, a~amended. 

5. The proposed. i33ue of New Bond.3i3.not reQ,uired tob~ 

i~~ued and $old through competitive bidding. 

6. The Commiz,3ion dee:; not. by thi= deei:5ion, determine 

that San Jos·e Water's construction program. is nece:;3ary or re",zon-

able for rate making purpo~es. These iS3ue~ are normally te:;ted 

in general rat~ or rate base o:ff set proeeeding~ •. · 

7. There is no known oPpo3itionto· t.he application~ as 

amended. and no reason to d~lay granting the .authority reQ.ue~ted . 
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CQnclu~iQn~ of Law 

1. A p~blio hearing i~ not neoe~~ary. 

2. The application, a~ amended. ~hould be gr~ted t~ the 

extent ~et forth in the following order. 

The propo~ed New Bond~ are for lawful purpose~ and the 

money, property or labor to be obtained, or paid for, by them i:s. 

required for the~e purpo~e~. Proceeds from the New Bond~ may not 

be charged to operating expen~es or inoome. 

The following order should 'be effeotive on the date of 

signature and payment of the fee set 'by Code Section 1904(0.) to 

enable San Jose Water to prooeed withit~ financing. expeditou:s.ly • 

Q E 11 E :a' 
IT' IS ORDERED that: 

1. San Jose Water Company (San Jo·~e Water), on or after the 

effective date of this order and on or before December 31,. ,1988, 

may i:s.:s.ue. sell and deliver at a private sale its New Bonds in an· 

aggregate principal amount not to- exceed $4,000;000 ~ub:s.tanti.a.lly 

in acoordanoe wit.h the terms and condition~ t~benegotiated a:s. 

described in the application, as amended, and any letters. doeument~, 

exhibits or intormation submitted to the CACD in conneotion ~th 

these proceedings., 

2. San Jose Water may exee~te and deliver a S~pplemental 

Indenture in CIr substantially in the form late-filed' a:s. Exhibi"; C' 

to the application,. as amended • 
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3. San Jose Water shall apply the net proceed~ !rom the 

s~le o! the New Bonds for the purposes set forth in the 

application. a~ amended. 

4. San Jose Water's proposed issuance and sale of the, New 

Bonds is. exempt from the Commiss.ion's Com~titive Bidding Rule 

under the provisions of Commission Resolution F"S:16 dat.ed Oetober 1 .. 

1986-" because the aggregat.e pr'incipal amount. of t.he New Bonds is 

less. t.han $20.000,000. 

S', Promptly, after executing the contract of sale of its 

New Bonds, San Jose Water shall file a copy of t.he contract and a 

wri tten report wi t.h the CACD, showing the int.erest rate and the 

• cost of money to the company based- on the price and interest rate. 

6-. San Jose Water shall file the reports required by 

General Order Series 24. 

• 

7. The application,. as amended-,. is granted as set forth. above. 

The authority granted by this order t~ issue the New 

Bonds will become effective when San Jose Water pays $4,.OOO~ the 

fee set by Public Utilities·, Code Section lS04.(b·) after takj :ag 
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credit for the retirement of $1,000,000 of 4.5~ Fir~t Mortgage 

Bonds, S~ries G. In all other respect~, this order is effective 

today. 

Dated aCT 14 1988 , at San Fra%'lci:sc~p California • 
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Water's treasury tor prior un£inanced capital improvements from 
/ 

the proposeo sale o£ the New Bond~ will permit it to £und~n 

part, the planned construction. Bowever~ San Jose Wate~is placed 

on notice, by this decision, that the Commission doe~ot find 

that its construction program is neces.ary or rerble for ra"ee 

making purpos.es. These issues are normally tested in general rate 

or rate base offset proce~dings. 

1988 .and 

30, 1968. 

San Jose Water's construction b agets for calendar years 

1989 amount to about.' $25-.229,.00£, estimated as of June 

Major classificat.ions o£ td t.otal 'budgeted 

• constnlction are summarized: as 

C¢mAAnent:s 

Funds Used and/or Required for 
Construction Expenditures 

Maturities of Long-Term Debt: 
Bond's" Notes, Debentures" etc. 

Increase (Decrease) 
ReserVes 

T tal 

Less: Estimated Cash Available 
from Internal Sources. 

I 

$10.583,000 

2',445,,000 2~94S~000 

1.482;QOO 

$14.&10,.000 $10,.,719,..000, 

6.9g7.QQO ~,339.QQQ 

Addit.ional NeW" Funds,...Required 
from External S-ources. $ 1" S.13~ 000 $ 5,380 .. 000. 

The CACD hal analyzed San Jose Water' scash requirements .. ; / '. 

forecast.s.. shown abVve and asindicateo 'by the utility in its 

.~ letter dated August 17,. 1988 and' concludes that: internally 
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objection to the proposes issue and sale of the New Bo 

recommend~ that San Jose Water be granted the author.'ty to, issue 

and deliver its proposed Supplemental Indenture~ 

CACD has reviewed the application an concluded that 

the proposed sale of San Jose Water's s is reasonable and. 

that the authority should be granted~ 

riDding~ Qf Ea~ 

1. San Jose Water. 

public utility under the juris.dictl0 of this Commission. 

2. The proposed issuance of the New Bond~ would be for 

•. proper p~:3.es 'and would not be adverse to the public interest. 

3. The term~ and condit ons o:!the proposed Supplemental 

Ind.enture are reasonable and are not adverse to· the public 

••• 

" 

interest. 

as need for external funds· for the 

purposes set forth in 0' application, as amended. 

s. The propose~ issue of New Bonds is not required to be 

issued and. sold thriugh competi ti ve bidding, .. 

6 .. 

that 

able for rate 

in general 

7. 

amended: 

er's construction program is necessary or reason-

or rate base off set, proceedings,. 

is no known opposition to. the applieation~ as. 

reason to- delay granting., theauthori ty reques..ted.. 
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