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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOKNIA

In the llatter of the Application
of SOUTHERN CALIFORNIA WATER
COMPANY for an order authorizing
it to issue and sell shares of
Common Stock pursuant to Southern
California water Company Iavest-
ment Tax Credit Employee Stock
Ownership Plan.

Application 83-05-13
(Filed May 6, 1933,
amended June 8, 1983)
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OFPINION
Southern California Water Company (SCWC) requests in its

application, as amended, authority under Public Utility (PU) Code

Sections 816 tﬁrough 830:

1. To establish the SCWC Payroll Basec Tax Credit

Employee Stock Ownership Plan (Payroll Plan):
and

To issue and sell 25,000 shares of its $5 par
value Common Stock, under the Payroll Plan and
the SCWC Investment Tax Credit Employee Stock
Ownersnip Plan (ITC Plan).

Summary of Decision

This decision grants SCW( the authority requested in its
application.

Notice of the riling of the application and the amenament
appeared on the Commission's Daily Calendar of May 10 and June 14,

1983, respectively. No protests have been received.
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SCWC is & public utility providing water service in
various areas in the Counties of Contra Costa, Imperial, QOrange,
Sacramento, San Bernardino, Ventura, Santa Barbara, San Luis
Obispo, and Lake. The utility also renders a small amount of
electric service in tne Vvicinity of Big Bear Lake in San Bernardino
Counsty.

SCWC proposes to estaplish the Payroll Plam and to issue
ane sell 25,000 snares of its common stock under the Payroll Plan
and the ITC Plan.

The Commission oy Decisiom (D.)89133, cated July 25, 1975
in Application (A.)58175, granted SCWC cne authoricty to establish
the ITC Plan and to issue and sell 25,000 of its common stock for
the Dasic purpose of provicing SCWC's eligible employees wizh an
opportunity of becoming stockhoiders or SCwC., To achieve tnis
purpose, SCWC implemented the ITC Plan and encered into the
Southern California Water Company Invescment Tax Credit Enployee
Stock Ownership Plan Trust agreement (Trust Agreement) with First
Interstate Bank of California, as Trustee (T%us:ee). SCWC took
advantage of the additional ome percent of investment tax credis

-

for conctrioutions to an employee trust as provided by the Tax

kKeduction Act oI 1975, as amended, (Tax Reduction ACT) by issuing

21,748 shares of such stock pursuant to the ITC Plan. Under

the Tax Recuction Act, however, the authority o take additional
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investment tax cregit ror contributions to employee trusts ends
with the 1922 tax year. »seginning with tne 1983 tax year, the
Econonmic Recovery and Tax Act of 1982 (ERTA) permits a crecit on a
corporation’'s federal income tax return in awounts up tO a Cerstain
speciried percentage of a corporation’'s payrolil ir suen funds are
contributed to an employee trust. To take agvantage of this tax
credit ang TO further promote employee stock ownersnip, SCWC
proposes to establisn tne Payroll Plan and to amend cthe Trust
Agreement to conform it to the provisions of the Payroll Plam.

The I7C Plan conzZerms o the Tax Recuction Act., Tne

Payroll Plan conforms to ERTA and will permit SCWC to take *ull

advantage of the tax credits proviced thereby. Under both the 17¢,

Plan and the Payreoll Plam, a contripution will be made in common
stock, (or cash to be used to purchase common stock), and che
common stock, in turn will be allocated to the accounts of all
eligible employees. The common stock will be held in an account
until the employee retires or otnerwise terminates employment
following whicn time it will be distributed to the employee.
Neither plan requires any contribution on the part of the employee
nor 4o sueh plans arrect any benefits to which the employee may be
entitled under tne SCWC's pension plan. Administration ¢costs are

primarily paic¢ Zrom divicends. A copy of the ITC Plan and Trust
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Agreement were attached as Exhivits 5 and C, respectively, to
A.58175. A copy of the Payroll Plan and the proposed amendment
to the Trust Agreement are attached as Exhibits B and C,
respectively, to the application, as amended.

Employees eligible to participate in both plans incluae
employees who are age 25 and older and have three or more years of
sexvice with the utilicy.

Under the ITC Plan the basic contribution to the Trustee
will equal 1% of the qualified investment in plant additions of
SCWC in accorcance with the federal tax return to be filed for the
1982 tax year. For subsequent tax years, contridutions under the
Payroll Plan will be pasec on prescribed percentages of annual
compensation o2 all covered employees. For purposes of calculating
the contributions uncer both plans, common stock contributed by
SCWC shall be valued at the price equal to the average of the mean
between the pid and asked prices of tne stock on the 20 consecutive
trading days preceaing the date of transier or allocation of the

stock.

In addition to approving the ITC Plan and its Trust

Agreement, D.39133 authorizec the issuance oI 25,000 shares of

coépon stock under the ITC Plan. To date, SCWC has issued 21,748

shares. The utility anticipates that the remaining shares will be
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insufficient for the contribution in respect to the 1982 tax year
under the ITC Plan. Conmsequently, a small portion of the addi-
tional authorization of 25,000 shares of common Stock requestea

in this proceeding will be issued under the ITC Plan. SCWC expects
to issue the remaining shares under the Payroll Plan.

SCWC estimates that the ITC Plan and the Payroll Plan

will cause a reduction in federal income taxes payable of

approximately $343,750 over the next five years and therefore will
conserve a Like amount of cash which would be used for che
construction, completion, extension or improvement of its
facilities. SCWC states that the ITC Plan and the Payroll Plan
will benezit employees. Tne plans also benefit ratepayers by
increasing the amount oI cash wnich would be made available Zor
financing SCWC's construction program.

SCWC's capital ratios as of Deceuber 31, 1982 ana as
adjusted to give effect to the proposed issuance of 25,000 shares
of Stock, assuming mnet proceeds of $15.(0 per share are suamarized

as follows:

Conponent December 231, 1932 As Adjusted

Long=Term Debt &9% 487%
Bank Loans (Short-term) 5 5
Preferred Stock 12 12
Common Equity 33

Total
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Tne Revenue Requirements Division has reviewed the
application and concludes that the ITC Plan and the Payroll Plan
will provide SCWC with the opporctunity to generate additional cash
internally. The Division concludes that SCwC's requests are
reasonable and should pe granted.

Findings of Fact

T. B8CWC is a California corporation providing water anc
electric public utility service subject to the jurisdiction of
tais Commission.

2. The proposed Fayroll Plan and Trust Agreement would be
for proper purposes and would not be adverse to the public
ingerest.

3. The proposed issue and sale of 25,000 shares of common

$TOCK uncer the Payroll Plan and the ITC Plan would be ror proper

purposes.

4. SCWC has need for the funds for the purposes set forzh

in this proceeding.

5. The money, property, or lapor to be procured or paia for

by the proposed equity securities issue is reasomably required for
the purposes specified in the application. Proceeds from the
security issue may not be charged to operating expenses or to

income.

6. There is no known opposition to this proceeding and no

reason to delay granting the authority requested.

b
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Conclusions of Law

7. A public hearing is not necessary.
2. The application should be granted to the extent set Fforch
in the order which follows.

S5CWC requests this order to be made effective on the date
of signature to enable it to proceed with the inplementation of its
ITC Plan and the Payroll Plan, anc to issue its common SCock
expeditiously.

in issuing this order, we place SCWC anc its snare-
holaers on notice that we do not regard the number of shares ouct-
standing, the total par value of the shares, nor the dividends paid
as measuring the return it should be allowed ©o eayxn on its investe
ment in plant, and that the authorization herein granted is not to-
be construed as a finding of the value of the SCWC's stock or
properties nor as indicative of amounts to be included in
proceeaings for the determination of just and reasonable rates.

ORDER

IT IS ORDERED that:

1. Seuthern California Water Company (SCWC) may execute and

deliver documents necessary o establish the Southern California

Water Company Payroll Based Tax Credit kmployee Stock Ownership
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Plan (Payroll Plan), including the proposed amendment toO the
Southern Caiifornia Water Company Investment Tax Credit Employee
Stock Ownership Plan Trust Agreement petween SCWC and Firsc
Interstate Bank of Calirornia as Trustee.

2. SCWC may 1ssue and sell Trom time to time up to 25,000
snares orf its 35 par value common stock in addiction to tne shares
authorized by D.39133, to pe ofiered to the Trustee of the Souther:
California Water Company Investment Tax Credit Employee Stock
Qwnership Plan (ITC Plam) or the Payroll Plan at prices to be

determined in the manner described in Exhibit B attached to the

application in this proceeding.

3. SCWC shall use tne net proceeds derived from the issuance

and sale of the common stock for the purpose of the comstruction,
completion, extension, or improvement of its facilities.

4. On or before the 25th day of the month following each
calendar quarter, SCWC shall file with the Commission a statement
for The precediny quarter snowing the number of shares of common
$tock purchased uncer either the Payroll Plan or the ITC Plan, the
gross proceeds received, and tne expenses incurred vy it in con-
nection with the issue and sale of common stock. These filings

shall be in lieu of reports required under General Order Series 24.
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5. The authority granted by this orcer to issue stock will
become erfective when SCWC pays $750, the Zee set by the PU Coce

Section 1904.1. 1In all otner respects this order is effective

today.

Dated JUL 2 0 1983 , at San Francisco, California.

LEONARD Y. C2rzs, JR.
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Agreement were attached as Exhibits 5 and C, respectively, tro
A.58175. A copy of the Payroll Plan and the proposed amencment
to the Trust Agreement are attached as Exnibits B and C,
respectively, to the application, as amendec.

Enployees eligible to participate in both plans incluce

employees who are age 25 and older and have three or more years oI
/
)

service with the utility.

Under the ITC Plan the basic contribution to the Trustee
will equal 1% of the qualified investment in plant additions of
SCWC in accorcance with the federal tax return to be filed for the
1982 tax year. For sudsequent tax fears, contributions under the
Payroll Plan will be pased on prescribed percentages of annual
compensation of all covered employees. For purposes of calculatinﬁ

the contributions unger both plans, common stock contributed by

SCWC shall be valued at the fprice equal to the average of the meaa%‘ //é/

between the oid and asked prices of tne stock on the 20 consecutive

trading days preceaing the date of transier or allocation of the

In addition to approving the ITC rlan and its Trust
Agreement, D.89133 authorized the issuance oI 25,000 shares of

common stock under the ITC Plan. To date, SCWC has issued 21,748

shares. The utility anticipates that the remaining shares will be
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Tne Revenue Requirements Division has reviewed the
application and concludes that the ITC Plan and the Payroll Plan
will provide SCWC with the opportunity to generate additional cash
internally. Tne Division concludes that SCwC's requests ee:z::?‘ //¢/
reasonable and should be granted. |

Findings of Facet

1. SCWC is a California corporation providing water anc
electric public utility service subjéct to the jurisdiction of

tnis Commission.

2. The proposed Payroll Plan and Trust Agreement would be

for proper purposes and wouwld not be adverse to the public

interest.

3. The prOposzz/issue and sale of 25,000 shares of common
1

s$tock unaer the Payr

Plan and the ITC Plan would be xzor proper

purposes.

4. SCWC has need rfor the funds for the purposes set forth
in this proceed?ng.

2. The money, property, or labor to be procured or paid
by the proposed equity securities issue is reasonadbly required
the purposes specified in the application. Proceeds from the
security issue may not be charged to operating expenses or to
income.

6. There is no known opposition to this proceeding ang no

reason to delay granting the authority requested.
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