ORH@HNA’“‘
Decision No. __ 88430 JAN31 1978 = |
BEFOR” TEE PUBLIC‘UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the matter of the Application )

of SOUTBWEST SUBURBAN WATER, 2 ) ‘
California corporation, to execute ) ‘ :

an Eleventh Supplemental.rrust ) Application No. 57732 .
Indenture and to issue $3,000,00C ) (Filed December 7, 1977)
principal amount of First : ) o
Mortgage Bonds. ).
)

0 P I N ION.

SOuthwest Suburban Water (Southwest Suburban) requeqts
authorxzatzon from the Commzss;on (a) to issue and oell $3 000 OOO
aggregate principal amount of its Series H. 8—5/8V Fxrst Mo:tgage
Bonds due July 31, 1998, (b) to execute and deltver an Eleventh
Supplemental Trust Indenture and (c) toﬂexecute and dellver a
- Purchase Agreement.

Southwest Suburban is a Caleorn;a corporatlon fuxnxsh g?jf<~

public ut;lz.y water sc:v;ce to approx;mately 60 100" general
metered customers in the CQuntmes of Los Angeles, Orange and
San Bernardine. The company is a wholly-owncd Subsmdlary of
Southwest wWater CQmpany (Southwest) whxch acqumred all of oouthwest
Suburban's outstandxug capital stock pursuant to authorzty gxantcd
by the Commission in Decision No. 84466 dated’ May 28, 1975 mn
Application No. 55655. By Decision No. 86063 dated July 7, 976
in Apolzcatmon No. 56529, Southwest was authorxzed to. transﬁeg lto
public utility water systems to~Southwest Suburban, and the 3arent
company was relieved of its public utxlmty obl;gatzons. S

For the ten months ended 0ctober 31, 1977 SOuthwest
Suburban reported ooeratmng revenues of $6 517 900 deprecxat;on
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expenses totalling $563, 941 and net income of $388,504 Ethbmt E
attached to the application contains' 2 balance sheet dated
October 31, 1977 Whlch is summarxzed as- follows-: ﬁ'

Assets - f”g " Amount’ o
Net utility plant | \f: ’ -J$25 995\522Lf1”
Investments . q 2,392, 668 .
Current assets . - R ‘2, 999,829 -
Other assets: ‘ U 619330

Total | o TEzoon 355
Liabilities and CQEital“_ i‘ T S
Long-term debt . : . $ 8, 636 OOOZin*
Preferxed stock | - © 3,982,267 .
common stock equity - 8,410,227 .
Advances for construction - 4,315,861 . -
Contributions in aid of constructzon 2,675,423

Deferred income taxes _ ' 624, 267‘ 
Current liabilities ' 2, 849‘164;“

Othex liabil;ities C L B 514 40 S
Total | |  SIT5oTsas

Undex the terms of a pr;vate placement arranged by -
Kidder, Peabody & Co., Incorporated Southwest Subuxban proposes o
to issue and sell $3,000,000 aggregate prmnozpal amount of xt¢ _
First Mortgage Series H 8-5/8% Bonds due July 31, 1998.‘ The - bondvn‘
wouid be secured by an Indenture as prevxously supplemented and a‘
Provosed Eleventh Suoplemental Trust Indenture whlch xs requlred
in order to create the new series and to further secuze the ’
payment of principal on all bonds outstand;ng.‘ The bonds woulé be
subject to 3 ten-year regtrzcted redempt;on provzsxon and sznk;ng'
fund payments of $175,000 annually would be requ;red commenc;ng
July 31, l1983. Southwest Suburban also proposes to execnte a .
Purchase Agx xeement with the prospectlve buyersAconszstxng of uWO
iasurance compan;eu as follows-
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companyv woo Amou&t

Nationwide Life Insurance, Company : ‘ $2 0007 000
American United Life Insurance Company ' 1,000,000

Total S l§§fﬁﬁﬁfﬁbﬁg ;

Proceeds derlved from che sale, wh;ch is tentatzvely

scheduled in July 1978, would be used for the followmng purposes-y .

August 1, 1978 to December 31 1978 ‘ Amount
Retirement of Series E ~~3/4A Bonds due .

July 1, 1979 sl,osqﬁooq“
Repayment of short-term constxuction'loans | 600,000 . . .
Plant additions and be:texmen:s , ‘ - 268,000 f

Year 1979 . ,5 N ‘
Plant additions and betterments $ 857,000

Contingeacy for additional capital
expenditures related to Safe Drinking o
Water Bond Act ‘ L 241,000 -

‘Total | - . $3,000,000°

aN

ST

~Pending full use of the bond pzoceeds fox the purposea."'(

specznzed the companv plans to invest the unexpended balance 1n
interest bearing short—term sccurztmcs.‘ The Orzgznal Indenture

equzres that Southwest Suburban s net xncome, as defxnud theremn,_‘ -
nuzt be egual to at least two times one year s 1ntexest churges on

a.l Pirst Mor"gugc Bonds and 1.75 times one-yea*'s lnteregt

¢charges on all ;ndeb*edness. This requlrement ‘would be. elxmznated

in the Eleventh Supplemental Trust Indenture wzth regard to the
Series H Bonds orly, and the bondholders would execute 2 walvcr
congentxng to the sale of the Serxes b Bonds.
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Southwest Suburban's capxtalazat;on as of 0ctober 31
1977 and as adjusted to give effect to the proposed bond 1ssue
is summarized as follows:

. | October 31, 1977 Adjusted" _
Capitalization Amount Percent  Amount . Percent - .

Tong-term debt $. 8,636,000 41.06%  $10,580,000  46.06%
Preferred stock 3,982,267 18.94 3,982,267 = 17.34.
Common equity ° 8,410,227 40.00 8,410,000 = _36.30

Total 321.028,49% 100.00% 322,972,267 555-55%7;

In support of the application, Southwest Suburban state51
that pravate placement under market condztzons ex;st;ng toward theh"
end ¢f 1977 offered an opportunaty to sell long-term debt at a ,
moze favorable interest rate and on better terms that mmght other- -
wise be available in July 1978. Except for a placement fee of
$50,000, the present commitment to purchase the 8-5/8% Ser;es H .
Bonds in July 1978 does not require addltmonal payments in the
form of standby or loan fees. Upon completzon of the sale, B
Southwest Suburban anticipates that its capital- requmrements would
be satisfied through 1979, and an immediate need to refxnance  ‘
maturing long-term debt issues would be eliminated: because none
would be due prior to 1993. The company further asserts that B
short-term loans through July 1978 would be avaxlable at 1ower
interest rates in anticipation of the proposed bond sale and that
thereafter, the need for borrowing short-term money at znterest
rates above 8-5/8% would be substantially reduced :

* The Operations Division's review of Southwest Suburban g
capital. budgets for 1978 and 1979 indicate that the major portzon
of planned expenditures relate o lowermng well depths and o
improving the water system to meet Department of Health requxrements.
TheOperationsD;vaszon concludes that. the budget estamates are
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reasonable; such conclusion should not, however, preclude a: furtherﬁ;”‘l'”‘
determination of the reasonableness of constructxon expendxtureo
in any future rate proceeding. ‘
The Finance Division observes that rnterest rates are;
again moving upwarxé as zndxcated by recent’ rncreaees in the
prime rate: and the discount rate to respective ! levels of 8% an
6=1/2%; moreover, Aa-rated bonds which are of hxgher quallty than
those of Southwest Suburban are now yreld;ng close. to 8.8% ‘
compared to the 8.625% rate negotiated for the proposed Serles B
issue. These factors, coupled: with the favorable eEfect on tho
company's cash flow through 1979, leads to the F:nance Drvlsron s
conclusion that the terms of the fznancxng are reasonable. . |
dfter consideration the Commzsszon frnds rhat-*"

1. The proposed bond issue is for proper
purposes.

2. The ten-year restriction on redemptron of the
proposed note results in a lower interest .
cost than would otherwise be incurred by the-
applicant in the absence 0L such a prov;sxon..

The proposed Eleventh Supplemental Trust
Indenture and the proposed Purchase Agreement
1 not advexse to.the public rntereot.-

The money, property or labor to be procured
oxr paid for by the bonds herein authorized
is reasonably reguired for the purposes
speczfred hereru, which purposes are not,.
in whole or in part, reasonably chargeable
o ooerat:z.'xg expenueo or £o income.

There is no known opposition and thorc %S no reason to _"
delay granting the authority requested - On the’ bas;s of tho »
foregoing findings we conclude that tho applrcatxou should be’
granted. A public.Hearrng is not neces;ary.‘ Thc authorxzatmon

a
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herein granted is for the purpose of this proce¢ding obly ﬁndbié.'5’
not to be coastrued as indicative of amounts to‘be‘inéluded‘in
proceedings for the determination of just and xeasonable’ rxates.

ORDE

IT IS ORDERZD that: | |

1. Southwest Suburban Water may issue and seil its Firet
Nortgage Series X 8-5/8% Bonds due July 31, 1998 in an aggregateb
principal amount not exceeding $3,000,000.

2. Southwest Suburban Watexr may execute and deliver an
Eleventh Supplemental Trust Indenture and a Purxchase Agreement
uubsrantrally in the forms attached to the applrcatzon_as

s A and B, zespectively. ' o : «

3. Southwest Suburban Water shall apply the proceeds ;

xon the sale of said bonds to the purnoscs gpecxfred in the
uppl ication. ‘ : o

4. Southwest Suburban Water shall file with‘tbe COmm£SSion~;
a report, or reports, as required by General Oxder No; 24eB;'which
order, insofar as applicable, is hcreby made a part of thxs order.

5. This oxder shall become ef‘ect;ve—when Southwest Suburban
Water has paid the fee prescribed by Section 1904(b) of
the Public Utilities Code, which fee is $2,966.

, Dated at San Diego , Caln.form.a, thrs 3[42 . day
JANUARY . 1978, S

of

PUBU@

Y
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' Coﬁml gioner Vernon Lo Sturgeon. boing
necessarily abseat, did not.participato
ia the disposition’ ot thas procoedinsu




