
• 

• 

Declsion 92-01-02'6 ' 'January, 10; 1992 

BEFORE THE pU~Lic uTiLITIES C()IDnSsIoN OF THE STATE' 6FcA1I~H)RlfIA ' 

In thbombatter of the AtPplic(at3i309:n~) 'j 
of Su ur an Water sys ems U,' -n 
f6~cAn order, (6) auth6ri~ingit to 
is~ue and ~el1 rtot ekceedin~ , 
$0,000,000 principal amount of its ) 
First Mortgag~ Bonds, se:ries. B! ',and ) 
(~) authori~ing it ~? ex~cute and ) 
deliver a Second Amendment and ) 
Suppl~ment to its existing Indenture I 
of Mortgage and Deed of Trust 

OPINION 

Summary 6f Decision 

Application 91-11:":028 
(Filed November 7, 1991) 

This decision grants Suburban Water System's (Suburban), 
request for authority to issue and sell not exceeding $8.()(Hf,O()O 
A99'regate principal amount of its 9.09% First MortgAgeB9nds, 
s~ries B, (Debt securitie~) as described in Application 91-11-028 
(Application). As part of ' thIs Applica.tlort, Suburban also requests 
the authority to exetute and deliver a second Amendment and ' 
supplement (Second Supplement) to the Indenture of MortgAge and, 
Deed ot Trust da~ed October 1, 1986, (Indenture) to the security' 
PAcific National BAnk as Trustee. This authority is granted ui'lder 
Public Utilities CPU) code §§ 816 through 851. , 

Notlce of the filing of the Application appeared on the 
Commission's DAlly calendar of NOVember ~S, 1991. No protests have 
been received. 

Partial ~nlal of Application' 
Suburbanis request to amortize the costs of issuance of 

the Debt secu~itles over a period of thirty years is denied. Th.' 
Commission Advisory arid Compliance Division (CACD) recQJ'[linends that 
the issuance costs be tested in the utility'S cost of capital 
proceeding and not be treated as an operating expense. The 
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commissiQn'has considered CACD'S ieCOnlm~rtdati6n and/' _finding it' 
reasonable, wi)l adopt it as 'stated abov~~ . . -'. '. 

Further, Suburbatl/s proposal in the Applicati6n,toOusea 
p6rtiorl of the funds for r_~payrnent 6f:J..ts teiund contraots, :18 
denied. water utilities 'are ailow~d to recOup these costs from .. -
their"clistomers through depr~clati6n expense. cJ\conotes that it 
is not theCommission'.spolicy to allow the utilities to u'se funds 
obtained from long-term debt for items which are compensated As 
operating expenses. We concur with 'CACD's recomm~ndation. 

,Background 
Suburban, it California corpOrat iOfl , operates as a pUblio' 

water utility subject to the jurisdiction of this C6.tnmissioil. 
Suburban provides wa.terservite to cus"toinars in pOrtionsot 1.6s 

An9~les and Orahge tountles. 
For the twelve-month period ended October 31, 1991, 

. subu:rban iepOrtedthat it generated t6t~~ 6peratingrevenues of .. 
$21, 191,86t,and net income of $2,515,0974s shown in 8upplemEmtal·. 
data to th~ Application supplied to CACO. " . 

Also shown in the supplementa.ldata·is suburbailis 
unconsolidated Balance sh~et at oCtober jlj 1991, summarized as 
follows. 
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Assets 

N't Utl11ty~lant 
Cu'rrent Assets, 
Other As~etS/D.fe~red Charges 

Total' 

Liabilities and Equity 

C6mrnonStockEqulty .' 
Cumulative preferred Stock 
LOng-Term Debt 
Current LIabilities 
Total Othar Liabilities and 

Deferred credits 

Total 

Debt Financing 

$46,931,005 
3,426,647 

'2,751/957 

$53,109 / 609 

$17,468,048 
~/982,267 

13,200 / 000 
4,707,524 

13,751 1 770 

$53,109,609 

Suburban requests authority to issue and sell not 
exceeding $8,000,000 principal amount of its 9.09% First Kortgag-e 
Bonds, series B. The Debt Securities are to be 'Issued in " 
accordance with, secured by, and ha"e tertnsand conditions as set 
forth in, the Indenture, as amended and supplemented. 'The second 
supplement, which will be executed and delivered simultaneouslY 
with the issuance of the Debt Securities, will set. forth, among, 
other things, the aggregate principal amount, interest rate and 
maturity date of the .erles of Debt securities. 

Suburban has not, at the present time, entered into any 
contract for the purchase-and sale 6f the Debt securities. 
suburban plans to place the Debt Securities privately with an 
accredited institutional investor. 

Description 6f the FirtAncing and Manner of Issuance 
Suburban proposes to sell up to $8,000,000 aggregate 

principal amount of.its Debt securities for cash at 100\ of the 
principal amount therof plus accrued interest. The Debt Secu'rities 
are to mature in thirty years. 
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Suburban" p~6p<>ses that the terms -arid. co-ilditibnsoi th~~C:', 
Debt securitles wil'l provide for an int~re'st ~ate 6i9 .'09 perc'eilt'" 
and a make-whole optional redemption price equal to the g-ie'aterof 
(i) par or (il) ,the present value of all remaining int~rest and - •. 
principal. payments; with such pres~nt value to 00 deter~irled ushl~{ , 
a distount rat' equal to the-yield on u~S. ~reAsury securities,' 
haVing-a maturity date corr~sp<>nding with the average life of the 
Debt Securities being- prepaid plus 0.5 percent. 

suburban r~quests that the costs 6£ issuance of 'the Debt 
securities be aniortiied oVer a periOd of thIttyyears. Issuan~e 
costs are normal.ly included in the embedded cost of debt 
calculation in the cost of capital 'determination and are not 
treated as an. operating expen8~. The'refore,cACD recommends 'that 
suburbail#g request to expense the issuance costs over thirty yaars 
be denied. The Commission concurs and will. Adopt CACD's 
recommendation. Further, suburban is placed on notic~ by this . 
decision. that the comrnissioil does not find that the 'issuance costs . . . . .. ' 

are necessary or reasonable for ratamaklng purposes. , These arE! 
issues normally tested in general rate c~se or cost of capital 
proceedln'gs. 

Exemotion from Competitive Bidding 
Suburban notes in its Application that the !ssuanceand 

sale of the Bonds is exempt from the commissiOl1#s Competitive 
Bidding Rule set forth in Decision. (D.) 38614, as amended by 
D.49941, 0.75556, and D.81903, and by Resolution Numbers F-591 
and t-616. CACD has reviewed suburban#s r~quest and has'determined 
that sInce the principal amount of the Debt Securities is less than 
$20,000,000, the exemption is warranted. tACD recommends that 
Suburban's request be g-ranted. We concur with CACDts 
recommendation. 
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construotiort Budgets 
" 

-;,-

Suburba~/8 estimated constructiort budget, as 8ummari~ed ' 
and included in Exhibit B to the Application, is shown 'below. . 
Suburban estimates that expel'lditures requi~ed fOr this,c6nsttuotiOl\ 
pr~~raM~or t991 through 1993 will approxi~ate ~8t30~,oo6. 

Bartolo project 
Other construction -

projects* 

Total 

i99.1 
(Thousands of 0611ars) 

$1,()OO 

1,434 

$2,434 

$1 / leO 

2,445 

$3,e~5 

$ 250 

1,793 

$2,043 

* Includes completions, exterisions and irnprovement~ 

CACD has reviewed subur'ban' s Application and construotion 
budget. tACO concludes that the proposed finartcing is necessary 
for Suburban's const~uction program. CACQ has no objection to 
Suburban's proposed issuance and sale of its Debt securities as 
requested in the App1icationJ however, SubUrban i~placed O~ notice 

,by this decision that the Cornrnis$ion does not find that its 
construction program is necessary or reasonable for ratemaking 
purposes. These are issues normally tested in general rate case or 
rate base offset proceedings. 

capitalization Ratios 
Suburban's capitalization ratios as of October'l1, 1991, 

and after giving pro forma effect to the proposed financing, are As 
follows! 
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. ' CompOnent ~.; 

LOfig-'rerm D~bt 
preferred St6ck 
co~On St6ok'and 

RetaIned Ea:i'nings 

Total 

. ~-

- - -

Qctobet 31.1991 
38.1\ 

$0.4\ 

100.0\ 

.. '... 

'pro Forma -

48~6" 
·9.5" 

41.-9' ' 

HiO :0\ 

These capitalization ratios give pro formaeflect. to "the 
proposed sale of up to $8,OOO;0()O aggie-gate principal amountoi the 
Debt Securities and retirement o£ $9()O,O{)O of Series A Bonds' 
th1'oughsuburban J s October 1/ 1992', sinkitlq fund payment. 

Suburban ls'placed6n notict.t by this dE!cisi6n that the· 
Commission does not find that suburban's capital ratios ate 
necessary or reasonable forratemaklng purpOses6 Those ar~ 'issues' 
normally tested in general rAte case otcost of capital 
ptOceedirlCls • 

cash ReqUirements Forecasts 
SubUrban's cash :requirements~-included as part 6f the 

supplemental data st.ippliedt6CACD; are shown as follOws,' 

Components 

Funds Needed tor 
capital Additions 

Long-Term Debt 
Maturities 

IncreAse (Decrease) 
in cash Reserve 

Lesst 
Estimated cash 
f~om Internal Sources 

Additional Funds 
Required from Outside 
Sources 

$ 3,253 

906 

( 395) 

2,559 

$ 1,200 

- 6 -

$ 3,925 

900 900 

4,.93 (1,830) 

4,009 213 

$ 5,200 $ ·900 



• 

• 

CACD hlu~analyzed suburban's· cash requi'remen'tsf6recasts· 
for, i991 and 199~, aJld has conoluded that internally generat~d> 
funds will ot)ly provide 69.1\ or $2,558,0000.£ Suburban'sca.sh· . 
re4uiremerit* lor 1991 j 43.S\ or ~4~009,OOO £61'1992, and i~~lt or 
213 j OOO for 1993. CACD therefore concludes that the proposed 
bOrrowing by Suburban is necessary to help meet forecasted cash 
requirements which include capital expenditures. 

CACD has reviewed ,the Application and has cOncluded that 
the propOsed finanoing is reasonable and that the authOrity should 
be granted. The Commission has considered CACD's recominendations, 
and finding them reasonable, will adopt them as stated above •. 

useo! proceeds 
In its Application, suburban proposes to use the net 

proceeds lor the sale of the Debt Securities fOr the following 
purposes 1(1) redemption and retirement, through annual sinking . 
fund payments of $900,000, o£ pOrtions of Suburban'S series A Bonds'· 
isj~ued under the Indent\u~el (2) COnstruction, completion, extension 
and improvement of Suburban's facilities; and (3) repayment,Pi 
refund contraots. 

CACD has reviewed the uses requested by Suburban and 
recommends that the uses related to sinking lund payments and 
construction expenditures are for proper purposes. However, CACO 
does not recommend that Suburban be allowed to use a portion 6fthe 
funds obtained from the·Debt Securities for repayment of its refund 
contracts. Water utilities typically receive advances from 
developers to construct main extensions to a devel(>pment in o.rder 
for the developer to obtaiil water. Each year the utllityis 
required to make a percentage refund back to the developer to pay· 

. off these advances. Atth·e same time, the utility is allowe'd to 
recoup the payment of the advances through depreciation expense, 
from its oustOmers. It is not the commission's policy to allow the 
utility to use long-term debt for items which are compensated as 
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~Hr.E!c.tiY or inditebtlyrelated to operat~ng ~xpenses •. -The -'-', ,_ 
COlMlisslon has considered CACO;'S recommeridations,'an'd finding them 
rea~onable, will adopt them 'a~ stated'aboVe.· 

Findings of Fact 
1 •. Suburban, a California corP6tat'ion,' operates as a . -

pubi!c wat~r utilit~ subject t6 the jurisdiction of thl~ 
Commission. 

2. suburban needs external funds for the purpOses set 
forth in the Application, 

3. The proposed issuance and sale of the Deht 
Securities, as outlirted in this decis~on, are for proper purpose-s 
and ate not adverse to the pUblic interest, with the exception of 
the proposed use of the funds to refund !.tscontractrepayments. 

4. The proposed second supplement Is not advers~ to the 
public interest. 

S. The propcufed Debt securities are exempt from the 
Commission's cornpetitlv~ Bidding Rul~ undltr Commission Resolution 
NO. F-616, 

6. The pk.-oposed redemption provisIons pertaining to the 
Debt securities are reasonable. 

7. The money, property, or labOr to be procured or paid 
for by the propOsed financing is reasonable and required {or the 
purposes specified in the ApplicAtion. 

S. The Commission does not, by this decision, determine 
that Suburban's constructiOn program is -necessary or reasonable for 
ratemaking purposes. These issues are normally tested in general 
rate case or rate base offset proceedings. 

9. The Commission does not, by this decision, determine 
that suburban's capital ratios and debt costs are necessary or 
reasonable lor ratemaking purposes. These. issues are normally 
tested in general rate case or cost of capital proceedings. 
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" "." .• " -,"~ "'--~" 10.\;sJb:u"rba:~cm~y"n()t~~fo"r-rAt~makirig·p~i~s~s:l'·~mo¥tt~~~~~·~" 
" the ~febtO -isa\i~t\6~"'"C6stBo've'r ;a '~eriod 6£ :thlrty years'\~$ An 

'o~eratinq expense." " " "" ' . " ." " 

11/ Thete' is" no known6ppOsition" to the J\ppl1~ation' arid 
j .- - - - ~: - .. . ". '- . . : - ~ - ~ . . . .:. - . 

no ieasoil to d~lAY ~tantlng the "authority reqi1ested. 
12. 'Sub'lltban has paid the f~e' set by PU-Cod~ S 1904(b)~ 

." . - . . 

COrie iUB ions" 'o[ Law 

the extent· set 
'1. A public hearI~q Is not necessary."" 
i. The" Appli,cationsh6Uld be granted to 

forth in the 6rder that follows. 
j. The propOsed '~'~curity issu~ ,and relat'ed Aqreerner\t~"" ' 

" are for ia~ful purpos es 'and the inoney, property" or labOr to' be 
obtairi~d by "them' Is.requir~d·· for these purpOses.' p~6ce~ds. fronlthe" ' 
£in~ncin9 mAy 'not becharcied to operating expenses or !'ilcome',not 
for the' refunding 6£ corttr~ot repayments. ."", ", """" " 

" '4'. ; 'l'hetollow~n~6i-der sh6uld "be etf~ctJ.v~{6h the dAte-
. "ai signature tOeilable suburban to proceed expeditiously with its 

.finanoing • 
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ORDER 

IT IS ORDERED that. 
1. 'suburban watet Systems (Suburban), on or after 'the' 

effective date of this order and before December 31, 199~, is 
authorized to issue arid sell up't6$S,OOO,OOO aggregate principal 
amount of its First Mortgag~ Bonds, Series B (Debt securities). 

2. suburban may execute any and all relateddocum~nts 
required for completion of th~ propos~d financing. 

3. Suburban shall apply the net proceeds from the sale 
of ' the Debt securities to the purposes set forth in this decisi6n. 

~ - -" 

4.· Suburban shall not, for ratemaking purposes, amortize 
the debt issutincecosts Over a periOd of thirty yeats as'an 
operating expense. . . , 

5. The Debt securities areexernptfrom, th~ cominiss.1on'j's 
Competitive Blddlng R~le set forth in '"Resolution F-616, dat~d·· , 
October 1, 1986. 

6. Suburba~ shall~ubmit copies 6f the second ArnendfuEmt 
and supplement to the ritdenture of Mortgage and Deed of Trust t6: 
the Commission Advisory and compliance Division (CACD) withiri 
fifteen dAys after executton. 

7. suburbanshail submit copies of the contract for the 
sale of the Debt securities to CACDwithin fifteen days o£ the ' 
execution of the contract. 

; 8. suburban shall fIle the repOrts required by General 
Order series 24. 

9. The Application Is granted as set forth above. 
10. Suburban shall- submit an original and four copies 6£ 

the reports required by ordering paragraphs six through eight- to 
CACD with a transmittal letter stating the application and d~6igion 
numbers. parties need not be served with copies of the reP6rts 
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,', .' '" ,-\li\le88·-th~ey·cCin~a9t:'Su}jui·ban ~in--,,'ritin9~to -requ-est 8uQll- serviice~'-: ,~: -
, when 8e'rvoi~els ~a(feo"j\' pArtl~'~ wh6requestc6pies . of 'the~ep()tfs', '" 

S~bu~ba6'8hal1' atta~oh. io iis ;teP6tk-'a ~eittti¢at6 showing a~r;f¢e 
hymaif'upoil :;afl.~c'th()se 'req\1e~'tin~copieB'i' The' Diiector "of CAc'i) , '.'. , 

.' 
'", '", 

's'hall send theorlqin'al a:rid 6ne copy of eaoh repOrt to the DOcket 
, Ofllce~ £6r' ill'ir\gi' 

, 1:'h~ :,auth9rity grailtedby this order to issue SertesB 
Bonds wffl be eife'i}tlvet6dayA$Suburban has pr~vi6usly paid , 

" $~,oo6.oo/" th~> ie~ 's'~t' by·PublicUtil.itie~ CodeS 1904(b).', Iil all 
other 't'el;pects ,'thIs '9rde~ ,'.1s,'ef£ective today. . " 

. ~ .' 
,', 

Dated jAnuary 10; i991, at san Francisco, Calilo'rnia. 

- 11'~ 

Daniel Wm. Fessler 
president 

John B. ohaniAn 
patricia )of. Eckert 
Norman.Di Shumway 

- commissioners, 


