
Decision No. 190G~ • 

BEFORE 'I'HE RAILROAD COMMISSION OF TEE STATE OF CALIFORNIA 

In the Matter ot t1l0 Application ot ) 
LOS ANGELES COUNTY WATER WOEKS ) 

tor authority to exercise its 1'ran- ) 
chise right. to sell its properties ) 
and to d1scont1nn8 publ1c ut1l1t7 ) 
serVic8, and ot Gardena Valley Water ) 
Company to pnrchas6 the said properties ) 
and. to asSUlX18 the sc.:1.d public ut1lity ) 
service, to issue bODd$~ preferred ) 
stock and common stock in peyment ) 
tor said propert1es. ) 

Application No. 13914. 

~~doo, Neblett & O'connor, 
by William H. Neblett., 1:or applicants. 

BY' T1m COlomSSION: 

OPINION 

In this proceedillg the Re.1l:road Comm.1se1on is asked to 

enter 1 ts order authoriztng the !.os Angeles County ~rate:r Works to 

oxerc1se the rights and priV1leges granted it by Ord1nance No. 90S 

N.S. ot the Board ot SuperVisors 01' Los Angeles county; to se~ and 

trans1'er its properties to the Gardena VaJ.le:r Water company, a new 

oorporc.t1on~ and to discontinue public t\t111ty service. The Cam-

:dss1on is further asked to authoriza the Gardena ValleT Water Com-
. , 

ps.ny to purchase and oper~lte the propert1e:s. or Los .Angeles County 

Water Works, to execute e. mortgage a:n.d/or de'sd of tra.st to secure 

the payment 01' an authorized bond issue of ;~OO,OOO.OO and to issae 

$125,000.00 ot first mortgage six aXld. a halt perctJllt 20-yea%' bOndt~~ 

$30,000.00 or seven percent ~~t1ve preferred stook and $85,000 • 

. o~common stock tor the pu=pose or acqu1ring the properties and 

paying debts o't Los Angeles County Water Works and paying tor add1-
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t10ns and improvements to said properties. 

The Los Angeles County Water Works owns and operates a. 

public utility water system. serving the un1ncorJ)orated. towns ot 

Gardena and Monettt and adjacent territory' in Los Angeles county 

and also a portion of the City or Los ~lea in the so-called 

~he serVice area is bounded on the north 

by Ballona Avenue, on the south by ElectriC Street{182nd Street), 

on the west by Arlington Street and on the east by Figueroa Street. 

At the e~d ot 1926 there were, according to the record. 1799 servioas 
attaChed to the water syst~ ot Los ~les County Water Works. 

For the reason that not eJ.J. or '~he serVices ere metend, it hag 

been impossible tor the comp~ to furn1sh a record of 1 ts water 

sales. Both the increase in services and the operat1llg reVen:l~8 

indicate an increase in the company's business. The ntllllber o~ 

serVices in 1922 are reported at 1242 and the operating revenue~ 

at $22,819.00; while for 1926 the number or service-s, as said, aro 

reported at 1799 ,and the operating revenue at $37,675.00. 

The estimated histor1ee.l. cost ot the proper't1es and the es-

timated reproduotion cost thereot are reported 1n applicant t. Ex-

hibit ~ as tollows;-

Esttmated original cost: 
Plant as ot Dece~r 3~, 1~26 •••••••••••••• $246,539.00 
Proposed tmprovements •• w ••••••••••••••••• ' 39,100.00 
Organization o~enses ••• _................. 2,500.00 

Total............... ~288,~39.60 

Estimated reproduction cost: 
Plant as or December 31~1926 ••••••••••••• 
Proposed 1mprovements •••••••••••••••••••• 
Organization expense •••••••••••••••••••• 

Total ••••••••••••••• 
LESS accrued depreciation •••••••••••••••••••• 

Estimated reproduction cost less ac~ed 
depreciation •••••••••••••••••• 

$Z04,722.00 
39,100.00 

2,500.00 
$m,3§2.~ 

60,335.00 

~286.05?OO 

It the depreCiation annuity is calculated on a tive peroent 

sinId.llg tund bas1&, the a:mount in the depreciation reserva(appl1cable 

to or1ginal cos,t) is reJ?orted at $42,512.00 and if' calculated on 
~ 

six percent baSiS, $39,452.00. The comp~ in its Exhibit No.2 shows 

a depreoiation reserve ot $2$,340.91. 



In Decision No. ~72oa dated A~~st 1~r192&(Vo~.28.0~1nion8 

and orders of the Railroad Commission, page 451) 1t &.ppeara that 
'the eng1lleer1lxg department o"r the Co:mm1ss1.0Xt est1me..~ the original. 

CO$t ot the properties ot the eompall,l" as ot Decem.b,er,3l, 1925. at 

$227,.443.00. Adding the nat cost or the additions and betterments 

installed Qul-1ng 1926 to the $227.-;'4{).OO makes a tot:).l. 01: $243,933. 

as compared with the company's estimate ot $246.539.00. 

The a.nalys1s ot the eVirienoe shows that the net income, that 

is. the amount available tor 1nterest, amortizat10n ot debt d1$co~ 

and. expense, interest on the depreciation reserve, div1dends and 

surplus is est1matect at $14,500.00. 

Exh1b1 t No. 2 shows that the tcrs .Angeles Count,. Water Works 

on August 31st had outstanding $64,500.00 ot common stock, $40,000. 

or six percent bonds, e:c.d had current l.ia.bil.1 ties ot $80 ,o~,;..OS, 

suell our~nt 11ablllt1es consisting ot $"'2',821.13 ot' noteE~ pe.ye.ble 

end. $32,813.95 ot accounts payable. Its current assets el.X'8 r$-
. . 

ported·a~ $~.932.47, which~ ceducted tr~ ourrent 1iabil1ties, 

leaves net ~ren~ liabil1ties or $08.702.6l. 

To acquire the properties ct Los Angeles County Water Works, 

~ its debts and provide $30,000.00 tor additions and b&ttor.men~a, 

the Gardena. Val~e~ Water COIIlpe.ny- asks perm1ss10n. to issue and se'll. 

at g~ and accrued 1nterest $125,OOO~OO ot six and one haltperoent 

20-year bonds, $30,000.00 ot seven percent preterred stoCk &t par. 

and $85,000.00 or cO%lml.on stock, presume.bly at par. Had the pro-

posed capitalization been ontstand1ng during the current y~ar. the 

oompanY' would earn less than two percent on the $85,000. ot COJ:1lJZ1on 

stock. 
Wh1J.e there is no question but tho.t the properties ot Loa 

~les CountY' Water Works should be re-t1ll8.llced they shoUld, in 

our opinion.,. be re-t1nanced on a 'bas1s d1tterent trom. that proposed 

in th1s proceeding. 'roo much emphasis is being placed on the 

number ot t1mas the net earn1llgs ot a propert:r may exceed bond 1n-
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terest or dividends on preferred stook. It is just as important, 

it not more so, to capitaliZe a ~ropertT so that it ean show reas-

onable ee.rn1ngs on oommon stock.. The records or this Comm,ss1on 

show conc~us1vs~ that con:.pe.n1es which have been able to obtain 

some ot their construction tunds !'rom. the sale ot common stock, hale 
-' .moa 

been a.ble to :sell. rea01ly 'bonds or preterred stoak and ~iB-

factory service. 

It should also be remembered that we are no,'t conoerned here 

Wi th a propertT to be const:z:u.cte·d t but with a Pl'O~rtT whioh has 

'been in operation tor years and. t:hat the rates ot' the Los Angeles 

County Water Works have only rec~:ltly been determ1ned by the Com.-

mission. It is our conclus1o:zt~bat the cap1tallzat1on. ot the 

properties in quest10n should beal~ SOl2l8 relation to their ea.rn1l:xga 

as ?lell as the cost or the value thereot', and that. a torm. t."! capi-

tal1zat1on which on its race se~~ to preclude the ra1sing ot some 

or the construction ~d5 tbrQUSh the issue o"r common stock 18 not 

in the public interest and theretore should not be authol"izad by 
, 

this Commission. We there tore b&l1eve that t~s application, 

insofar as 1t invo~ves the transfer ot prop~rt1e8, the cessation, 

o't publ1 c uti 11 ty 3erv1c.~ the issue ot stocks and bonda~ and tl:,'~.\t 

execution or a mortgage, should 'b$ denied wi thout preju41ce. 

Los .All801es County Water Works asks :permission to exercise 

the rights and pr1 v11eg$s grent&<i to 1 t by ord1:c.e.nce No. 906{N~'1' 
" 

series}' o't the Ccn.mty o't Los Angeles. This ordinance perm1ts 

the compaDl'" to ma111ta1n 8. system. or wate:z:- pipes under and across 

certain public h1ghWS7S in said county. A. map show1ng the terri-

tOrT covered by the ordine.ne. has bean 'tiled in this procaedi:ag 

as EXhibit "1)-. It is alleged that the compa!ll'" at the time 10t 
. , 

obtained the tranch1.se (Augu~ 20, 1925) was not aware that a. 
, . 

cert1t1eate decle.r1J::rg public convenience and necessity requ1l:'e the 

exercise or the rights and pri v1lege!J granted 'by said :trench1ae 

would be required. No one appeared to protest the grant1DS or 
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the cert1t1cate. It should be. understood, however. that the cer-

t1t1eate 1& ettect1ve as of: t~.e date ot: the supplemental order re-

terred to in the :t'ollow1llg order. It should also be understood by 

Los ~geles County Water Wor~ ~hat it mast g1Te satisfaotory ser-

vice thoughout the terr1 tory covered bY' the tranch1ae., it it expects 

this Commiss1on to prevent other util1 ties trom opera t1ng 1n the 

territory. 

o R D E R 

LOs ~les County Water Worka having asked permission to 
-exerc1se such rigb:ts. and pri v11eges as were gre.uted to 1 t by' ordi-

nance No. 90e(N'ew series) ot County ot Los A.ngeles and to sell its 

prope~ties to Gardena Valley Water Compan~. and therea~erd1scon­

tinue public util1ty serVi.ce, and Gard.ena Vall.ey Water Com~eJ:ll" 

hav1l:..g asked perm1sa1oXl to :purchase sa1d pl"Opert1es, to 1ssue 

~125,OOO.OO ot bonda, ~30,OOO.OO ot seven percent cumulative preterred 

stock 8.XI.d $85,000.00 ot common: stock, and execute 8. mortgage and/or 

deed ot trust, a publio hearing having been held before' E:mlX!1ner 

F8Dkbeuser and the Commission having con~1dered the evidence sub-

mi tted and being ot the opinion that this applicat10n 1nsote.:r as 

it involves the transfer ot propert1~a, the discont1nuanca o~ publio 

utility serv1ce, the purchase ot said pl'Opert.1ea, the issue or said 

bonds and stocks and the execut10n ot said mortgage and/or deed ot 

trust, Should be denied Without prejUdic.,. and that Los Angeles 

county- We.ter "Norka should be g1 ven. parmi saion. to exefc1se. the :r1ght. 

and priv1leges granted to it by said ordinance No. g06(New series} . . "'" ,...., ~ ~". 
, .. . • ~ I ... 

sub-ject to the cond1 t10ns expressed in the foregoing op1n1on and 

in th1s order, therefore, 
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• 
IT IS HEREBY ORDERED thc.t this application inso:re.r as it 

1llvolves the transfer ot the p:opert1es ot Los .Angeles Couuty Water 

Works,. the discontinuance ot :public u'til1ty service by said Los 

.Angeles County Water Works, the purchase or said proper:bies and the 

as~t10n ot ~ublic util1ty service by Gardena Valley Water Company, 

the issue ot $125,000.00 ot bonds, $30,000.00 ot seven percent~­

~t1ve preterred stock, $85,000.00 or common stock and ~he execution 

ot a mortgage and/or deed ot tr~8t ~y said Gardena Valley Water Com-

pany be,. and the same is he~bY'~ denied Without prejudice. 

TEE RA.IL.ROAD COmcrSSION' OF CALIFORNIA HEREBY D'ECLARES that 
• • • 'I • 

publ1c co~n1enoe and necessity require the exercise by Los Angeles 

County Water Works or the rights and pr1v11egos conferred b.Y Ordi-

llaD,ce No. 906(Ne.w Series) ot the County ot Los .Angeles, adopted 

Augu.st 20, 1923~ provided t:o.at 10s .Angeles County Water Works shal~ 

first have tiled with tho Railroad Commission a stipulation duly 

author1zed by its Board ot Directors,. declaring that Los Angeles 

County- Water Works, its suocessors and ass1gn.s, will never cla1m. 

b~tore the Railroad Commiss1on or any court or other public bo~, 

a value tor said rights and !-:':i vilege s 1n excess ot the amount actu-

ally paid to the County ot Los Angeles, as the consideration tor the 

grant of Sllcl:. tranchise, which amount shall be set forth 1n the stip-

ulation, and she.1~ have received ~rom the Railroad Commission a sup-

plemental. order declaring that su.ch stipulation has been t1~ed in torm 

satistactor,r to the Railroad Commission. 

~/jlIA.k!_.A.TED at San FranCiSCO, Ca.li:f'orn1a,· this 

Q.et9~~ 1927. 

j;/;:::-: day ot 

r 1/ Commi $s1 oner s. 
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