
CACD/CFF CA-a 
Decision 89 01 037 

------------------ JAN 27 1989' 

~ BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

• 

• 

Application of SOUTHERN CALIFORNIA 
WATER COMPANY to issue and sell 
First Mortgage Bonds and/or 
Debentures and/or Notes not exceeding 
$18,000,000 principal amount and to 
execute and deliver Supplemental , 
Indenture(s) and/or Loan Agreements(s) 

t7-133-M 

) 
) 
) 
) Application 88-11-0'3-4 
) (Filed November 14, 198~) 
) 
) 
) 

------------------) 
.QZIH1.2H 

Summary of peci§ion 

This decision grants Southern california Water Company 

(SoCal Water) the authority requested in the application. 

So Cal Water requests authority, under PUblie Utilities 

Code (Code) Sections 818 through 830 and 851, tor the following: 

1. To issue and sell up to $18,000,000 
aggregate principal amount of' First 
Mortgage Bonds (New Bonds), and/or 
Debentures and/or Notes (to be 
collectively referred to as Debt 
Securities.); and 

2. To execute and deliver supplemental 
indenture(s) (Indentures) and/or 
Loan Agreements (Agreemen"ts) in 
connection with the sale of the 
Debt Securities. 

Notice of the filing of the application appeared on the 

Commission's Daily calendar of November 22, 1988. No protests have 

.been received. 

SoCal Water, a california corporation, op~rates asa 

public utility subject to,the jurisdictiono! this Comxnission~ 

SoCal Water provides water service to customers in port'ions of 10" 
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California counties and electric service in the vicinity ot Big 

Bear Lake in San Bernardino county. 

For the 12 months ended September 30, 1988" SoCal Water 

reported that it generated total operating revenues of $80,251,000 

and net income of $8,120,000 shown as part ot the supplemental 

data attached to the application. 

Also shown as part of Exhibit A attached t~,the 

appplication is SoCal Water's ~ance Sheet as, of Septel@er 3-0, 1.9Sa 

summarized as follows: 

As§ets 

Net Utility Plant 
Other Property and Investments 
current Assets 
Deterred Charges 

Total 

Liabilities and Egyity 

Common Equity 
Preferred Stock 
Long-Term Debt 
current Liabilities 
Advances and Contributions 
Deferred and credits and Reserves 

Total 

Sale 0: Debt Securities 

Amount· 

$20·s:,14.6~000' 
6-ll,OOO 

2l ~82Z"OOO 
2,019,000 

$232,7'9S,,000 

$ 67,4850,000 
2,44"0,000 

56,711.,000 
28,.259,,000 ' 
64-,949,000 
12,954,000 

$232,798,.000-

S9Cal Water seeks authority to issue and sell the Debt 

Securities using one or a combination of three:methods. The first', 

method. would be the issuance ot New Bonds, the second'by issuance' 

of Debentures and third by issuance of, unsecured 'Notes .. " Because', 
" 
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of the present conditions in the financial markets, it is not now' 

possible to state which debt instrument or any combination of the 

three would provide the most favorable terms to SoCal Water or to­

state the terms and conditions of these securities. In sections 

that follow, soCal Water describes the features that it believes 

each security would contain. 

SoCal Water seeks authority at this time to issue the Debt 

Securities rather than waiting until all terms and conditions are 

known so as to have authority in a fluctuating money market to 

secure longer-term indebtedness in an expeditious manner. 

~ale of New BoD~S 

It is anticipated that the New Bonds would be sold for 

cash at 100% of par value, plus accrued interest trom the date ot 

the New Bonds, and at an interest rate to be determined by Socal 

Water's Board of Directors in light of market conditions at the 

time of sale. It is anticipated that the New Bonds would mature 

in 10 or more years, and would be redeemable at the option of 

$oCal Water at any time, subject to certain restrictions described 

as follows. Prior to· maturity, the New Bonds xnay be redeemable at 

a price based upon the principal amount, accrued interest and a 

premium. The premiUlll. would l:X: a percentage' of the principal 

amount and the premium would decrease everytwel ve months from. the. 
, . . . 

date the New Bonds were first issued and.would.d.ecline in total to: 

zero by the year of :maturity • 
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SoCal Water believes that the New Bonds might not be 

redeemable until some time close to their maturity. In its 

application, SoCal Water stated that any redemption may not be 

possible in less than five years before their normal maturity 

date. The redemption has to be tor the purpose of or in 

anticipation of refunding the New Bonds by the use directly or 

indirectly, of funds borrowed by SoCal Water at an annual cost 

less than the annual cost of money of the New Bonds.. .A sim.ilar 

restrictive redemption provision has been applicable to· SOCal 

Water's prior issues of debt securities. SOCal Water believes that 

present and anticipated market conditions arc not more favorable 

for marketing the New Bonds without the a~ove described non­

redemption feature, than they were at the time of issuance of 

prior debt securities. 

Sale of Oebenture~ 

It is anticipated that the Oebentures would be sold for 

cash at 100% of par value, plus accrued interest from the date of 

the Debentures, at an interest rate to be determined by SoCal 

Water's board of directors in light of market conditions at the 

time of sale. It is anticipated that the Debentures would mature 

in 10 or more years, and would be redeemable at the option of: 

SoCal Water at any tilne, subject to certain restrictions descr.:Ll:>ed . 
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as follows. Prior to maturity, the Debentures may be 

redeemable at a price based upon the principal amount, accrued 

interest and a premium. The premium would be a pe~centage 

of the principal amount, and the premium would decrease every 

twelve months from the date the Debentures were first issued and 

would decline in total to Zero by the year of maturity. 

SoCal Water believes that the Debentures might not be 

redeemable until some time close to their maturity. In its 

application, socal Water stated that any redemption may not be 

possible in less than five years before their normal maturity date. 

The redemption has to be for the purpose of or in anticipation of 

refunding the Debentures by the use directly or indirectly, of 

funds borrowed by Socal Water at an annual cost less than the 

annual cost of money of the Oebentures~ A similar restrictive 

redemption provision has been applicable to SocalWater's prior 

issues of debt securities. SoCal Water believes that present and 

anticipated market conditions are no more favorable for marketing 

the Oebentures without the above described non-redemption feature 

than they Were at the time of issuance of prior debt securities. 

Each series of debentures, if issued, would be issued in 

accordance with the provisions of an Indenture to be executed and 

delivered by SoCal Water, forms of which have been filed with the 

Commission. The Indenture would set forth', among other things, 

the aggregate principal amount, interest rate, conversion factors:,.. 

• redemption and sinking fund requirements and. the maturity· date" of 
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that series of the Debentures. SoCal Water requests authorization 

to execute and deliver each Indenture in a form which the company 

Delieves appropriate and which reflects the terms of the 

Oebentures. 

Sale of Note§ 

In the past, SOCal water has issued notes at a cost of 

issuance substantially lower than that incurred in the issuance of 

bonds or debentures. The maturity of Notes issued, under the 

requested authority WOuld be 10 years or lonqer. They mayor may 

not be callable by Socal water. The Notes would De issued under a 

Loan Aqreement or Loan Agreements which will be substantially 

similar to aqreements previously filed with this Commission • 

SoCal water requests authority to execute and deliver these Loan 

Agreements in a form whiCh the utility believes appropriate and 

which reflects the agqrcgatc principal amount, interest rate, 

final maturity date and other items of each series of the Notes. 

Competitive Bidding Bule 

Under the provisions of Commission Resolution F-616 

dated october 1, 1986, SOCal Water's proposed issue and sale of 

its Debt Securities is exempt from the Commission's Competitive­

Bidding Rule because tbe ag-qreqate principal: amount is less than '. 

$20,000,000. 

TJse of Proe~~ 

In the application, Socal Water indicates. that the' 

• estimated $18,000,000 from the proposed saleo! the Debt 
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Securities would be used for the retirement and discharge of all 

or a portion of the utility's outstanding short-term bank loans. 

The balance, if any, would De used for he reimbursement to Socal 

Water for capital expenditures in 1$089 .. 

CODstruction Buggets 

For the years 1989 and 1990, SoCal Water's estimated 

construction budgets, tiled by the utility by letter dated 

December 7, 1988 with the CACD, are summarized as follows: 

ConstructioD Budgets 

Land 
Water Supply 
Street Improvements 
Distribution Improvements 
Miscellaneous 
Contingencies 
Meters 
Services 
Minor Main Replacements 
Office Equipment 
Transportation Equipment 
Other Equipment 
Electric Plant 

Total 

~ 

$ 0 
6,082,000 

665,000 
4,823,200 
4,ll9,lOO 

250,500 
1,199',600 

696,300 
l82,400 
76,000 

623,400 
l48,300 

l,052,000 

$24,457,800 

$ 20',000 
6,207,200' 
l,lO5.,OOO 
4,861,2"00 

542',200 
200,000 

l,304,100 
692",200 
187,600 

27,lOO 
377,700 
l36,500 

1,071,000 

$21,36l,800 

The commission Advisory and compliance Division CCACD) 

Water Utilities Branch has reviewed SoCal Water's construction 

budgets and it has concluded that the requested issuance of Debt 

Securities by the utility is justified, in ordex::'to retire 

outstanding short-term bank loans and hel~ to meet capital 

requirements for future construction for the whole company _ 
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However, SoCal Water is placed on notice by this decision that the 

Commission does not find that its construction program is 

necessary or reasonable for rate making purposes. These issues 

are normally tested in general rate or rate base offset proceedings. 

Cash Regui~ments Forecast~ 

In the letter dated December 7, 1988 to' the CACD, SOCal 

Water's revised estimated cash requirements ferecast for the years 

1989 and 1990 indicated that internally generated funds will 

provide about lO.3% er $5-,500,000 of cash expenditures fer 1989 

and about l8.4% or $6,000,000 fO'r 1990. SOCal Water will require 

additional funds from outside sources amounting to about 

$47,799,000 in 1989 which includes the refunding of $2'6,000,.000 in r 
short-term debt. SoCAl Water will alsO' reCJl,1ire about $26,581 .. 000 

in 1990. CACO concludes that Socal Water's proposed issuance and 

sale of its Debt Securities is necessary to help"meet'torecasted 

cash reCJl,1irements. 

. ',;' 

',' .', ",\" .. 
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Capital Ratios 

SoCal Water's capital ratios as ot September 30, 1988 

are shown below as recorded and adjusted to qivepro forma eftect 

to the transactions that follow: 

C2mR2neD~ September 30, 1988 Pro· Forma 

Long-Term Debt 40.6% Sz.O% 
Short-Term Debt 9.9% 0 

Total Debt 50.~ 52.0 

Preferred Stock 1.7 1.7 
ColXlltlon Equity 47.S 45.3 

'total J.oo.O% 100.0% 

1. The proposed issuance and sale of up· 
$18,000,000 aggregate principal 
amount of SoCal Water's Debt 
securities. 

2. The proposed estimated financinq of 
of $400,000 under Application 88-10-039. 

3. The repayment of outstanding short-term 
indebtedness with proceeds from the 
financing authority requested in this 
application. 

As indicated on Schedule VII of supplemental data 

attached to this application, the CACD has noted that SoCal Water 

presently has plans to issue approximately $8:,000,000 worth ot its 
" 

common shares, coupled with the conversion of· approximately 

$3,476,SOO worth of its convertible subordinated debentur~s into. 
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common shares. It these transactions are factored into the pro 

torma information, the capital ratios would be as follows: 

Long-Term Debt 
Short-Term Debt 

Total Debt 

Preterred Stock 
Common Equity 

Total 

47.0% 
o 

47.0 

l.6, .' 
51.4 

100.0%. 

The CACD Accounting & Finance Branch has reviewed and 

analyzed the financial data included in SoCal Water's application 

and the utility'S other financial date covered by subsequent 

letters and attached supplemental data sheets forwarded to the 

CACD. The CACD has no obj ection to the proposed issue and sale. of 

the Debt securities and recommends that SOCal Water be granted the 

authority to issue and deliver its proposed IndentUres. 

Findings of Fact 

1. Socal Water, a California Corporation, operates as a 

public utility subject to the jurisdiction of this Commission. 

2. The proposed issuance of the Debt Securities would be 

for proper purposes and not adverse to the public interest. 

3. The terms and conditions of the proposed ~nQenture are 

reasonable and not adverse to the public interest. 

4. SoCal Water has need tor external funds. tor the. p~ses 

set forth in the application • 
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5. The proposed issue of Debt securities is not required t~ 

be issued throught competitive bidding. 

6. The Commission does not, by this decision, determine 

that SOCal water'S construction program is necessary or reasonable 

for rate makinq purposes. These issues are normally teste4'in 

general rate or rate base offset proceedings. 

7. There is no known opposition to the application and n~ 

reason to delay granting the authority requested. 

~)Jclusi9ns of Law 

1. A public hearing is not necessary. 

2. The application should be qranted to the extent set 

forth in the order that follows • 

The proposed Debt Securities are tor lawful purposes 

and the money, property or labor to be obtained, or paid tor, by 

them is requ.ired for these purposes. Proceeds from the Debt 

Securities may not be charged to operating expenses or income. 

The :following order should be ettective on. the date of 

siqnature and payment ot the tee set by Code Section ~904Cb), t~ 

enable SoCal Water to expeditiously proceed with its financing. 

QEll:&B 

IT IS ORDERED that: 

1. SOuthern california Water Company (SoCalWater), on or 

after the effective date ot this order and onorbetore Oee~r 

31, 1989, may issue and sell up to $18:,000,000 agqregate p:rincipal 
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amount of its First Mortgage Bonds, and/or Debentures and/or Notes 

(Debt Securities) by private placement on terms and conditions to, 

be negotiated with the investors. 

2. SOCal Water may execute and deliver a supplemental 

indenture or i~dentures (Indenture) and/or a loan agreement or 

agreements (Agreements), in formes) substantially similar to those 

on file with the commission, in connection with the Debt 

Securities. 

3. SoCal Water shall apply the net proceeds from the sale 

of the De~t securities for the purposes set forth in the 

application. 

4. SoCal Water's proposed issuance and sale of t,he Debt 

Securities is exempt from the Commission's competitive Bidding 

Rule under the provisions of Commission Resolution F-616 dated 

October 1, 1986, because the aggregate prinCipal amount of these 

Debt Securities is less than $20,000,000. 

S. Promptly, after executing the Indentures and/or 

Agreements pertaining to the issuance and sale of the Debt 

Securities, SoCal Water shall file copies of these documents and a 

written report with the CACD, showing the interest rate 

ana. the cost of money to the company based on the I>rice, interest 

rate and other terms concerning the Debt Securities. 

6. SoCal water shall file the reports. required by General 

Order Series 24. 
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7. The application is granteci ~s-,.s.et.....forth."·above. 

The authority qranted'i~.h~reinshall become effective when 
~ . . 

SoCal Water pays $l5,OOO, the tee set Code Section 1904(b).· In 

all other respects, this order is effective today_ 

Dated __ J_A_N_2_7_198_9 ___ , at San franciscO', California. 

Go. MI'lOlEtL. wm< 
P:esic!ent· 

. FRmERIC:< ·R .. to'OA. 
S'rANI:ZlW. :HCtE'l'r. 
JOHN B~ C&.NUN 

Cotrnissione:s . 

• ........ : " '·'.;·.c, 
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amount of its First Mortgage Bonds, and/or Debentures an~~r Notes 
" ~ .. (Debt secur~ties) by pr~vate placement on terms and c ~~t~ons to 

be negotiated with the investors. 

2. Socal Water may execute and deliver 

indenture or indentures (Indenture) oan agreement or 

agreements (Agreements), in formes) subst tially similar to those 

on tile with the 

securities. 

3. SoCal Water shall apply e net proceeds from the sale 

of the Debt Securities 

application. 

4. Socal Water's pro osed issuance and sale of the Debt 

Securities is exempt fro the Commission's Competitive Bidding 

RUle under the provisi Commission Resolution F-616 dated 

aggregate principal amount of these 

Debt Securities is ess than $20,000,000. 

5. after executing the Indentures and/or 

Agreements pert ining to the issuance and sale of the Debt 

shall file copies of these documents and a 

written re~ with the CACD, sbowing showing the interest rate 

and the co t of money to the company based on the price, interest 

rate other terms concerning the Debt Securities •. 

50Cal Water shall file the reports.requir~d:by'~eral 
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