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Decision No. 393333 .

BEFORE TEE RATILROAD COIMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Applicatiom of

. LOS ANGELES COUNTY WATER WORKS

for authority to exerciss its fran-
chlse »lght, to sell its properties
and to discontinme pudblic utility
service, and of Gerdema Valley Water
Company to purchase the sald properties
and to assume the said pudlic utility
service, to issue bonds, preferred
stock and common stock in payment

for saild properties.

Application No. 13914.

3 Nl Mt Nt W N Qoo Ve e Vo B e

MecAdoo, Neblett & O'Conxor,
by Williem E. Neblett, for applicants.

BY THE COLMISSION:

CPINION

In this proceeding the Rallroad Commission is asked to
enter its order authorizing the Los Angeles County Veater Works to
oxerclise the rights and privilegés granted it by Ordipance No. 906
N.S. of the Board of Supervisors of Los Angeles County; to sell and
transfer its properties to the Cardena Valley Water Company, a new
corporation, and to discontinwe public utility service. The Com~
mission ls further asked to authorize the Geardena Valley Water Com-
peny to purchese and operate the propertie:s:'dr Los Angeles County
Water Torks,to execute a mortgege and/or desd of trust to secure
the payment of ax authorized bond issue of 3500,000.00 and to issue
$125,000.00 of first mortgege six and a half perocsnt 20-year ma.;fg,
$30,000.00 of seven percent cugulative preferred stock and $85,000.
_of" common stock for the pnrpose-oz‘: ecquiring the proper'tios‘and

‘paying debts of Los Angeles County Water Works and paying for addi=-
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tions and Improvements to sald properties.

The Los Angeles County Water Woris owns and operates a
public utility water system serving the unincorporated towns of
Gafdena and Moneta and adjecent territory in Los Angeles County
end also e portion of the City of Los Angeles in the so-calied
tghoestring strip®™. The service area ls bonnded on the north
by Ballona Avenne; on the south by Electric Street(182nd Street),
on the west by Arlington Street and on the east by Figueroe Stréet.
At the ead of 1926 there were, according to the record, 1799 services
attached to the water system of Los Angeles County Water Works.

For the reasonm that not all of the services are metered, it has
been impossidle for the compeny to furnish a record of its water
sales. Both the increase in services and the operating reveniss
indicate an increase in the compeny's business. The number of
services in 1922 are reported at 1242 and the operating revenne# ‘
at $22,819.00; while for 1926 the number of services, as said, are
repérted at 1799 and the operating revenue at $37,575.00,

The estimated historical cost of the pfoperties and the es~
timated reproduction cost thereof are reported in applicant's Bx-
bibit "F™ as follows;- )

Estimeted originel cost:

Plant as of December 3L, 1928cacaccscscsese$246,539.00
Proposed improvements ..veccecccocccsssess . 09,100.00

Organization 6XpenSeSeccvescacevesccssccae 2,500.00
Total‘--.-.......... &288,13 L ]
Estimated reproduction cost:
Plant as of December 31,1926cseccescesees $304,722.00
Proposed IMprovemontSececcscescsceaasecss . 09,100.00
Organizetion oXponSCeccseccecsscscaccrses 2,500.00
Tot&l¢........-.-... 'uf 9 -2.
LESS accrued deprecietioleccscecccccseseannes 60,335.00
Estimated reproduction cost less accrued
deprecietiofecescrcccscrsnsces _5286,057.00

If the depreciation annuity is calculated on a five percent
sinking fand basis, the amount in the depreciation reserve(applicable
o original cost) is reported at‘$42,512.00 and 1f calculated on

six percent basis, §$39,452.00. The compeny in its Exhibit No.2 shows

a depreciation reserve of $29,340;919
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In Decicion No. 17208 dated August 11,192&(Vol.28,0pinlons
and Oxders of the Railroad Commissiom, page 451) it appears that
the engineering department of the Commt ssion estlma.:b.d the originel
cost of the properties of the company as of Decemter 31, 1925, at
$227,443.00. Ldding the met cost of the additions and betterments
installed during 1926 to the $227,443.00 mekes a total of $243,933.
as compared witk the compa.ny'é estimate of $246,539.00. '

Trhe analysls of the eviience shows thet the net income, that
is, the amount available for interest, amortization of dedt discount
and expenss, interest on the depreciation reserve, dividends and
surplus 1s estimated at $14,500.00.

Exhidit No. 2 shows that the Los Angeles County Water Works
on August 31lst had outstanding $64,500.00 of common stock, $40,000.
of six percent bonds, and had current liabilities of $80,655A08,
such ourrent liabilities consisting of $47,821.13 of notes payable
and 332,813.95 of accounts payeble. Its current assets ere re-
portéd'at $11,932.47, whick, ceducted from current liadbilities,
leaves net current liadbilities of $€8,702.61.

To acquire the properties of lLos Angeles County Water Works,
pay 1ts debts and provide $30,000.00 for additioms and betterments,
the Gaxrdens Valley Water Cémpa.ny asks permission to issue and sell
at 94 and accrued interest $125,000.00 of six and one half percent
20~year bonds, $30,000.00 oi" soeven percent preferred stock at par,
and $85,000.00 of common stock, presumably at par. Had the pro-
posed capitalization been outstanding durihg the current year, the

campany wounld earn less than two percent on the $85,000. of coxmon

stoocke.
| While there 1s no guestionr but that the properties of Los

Lrgeles County Water Works should be re-financed they should, in

our opinion, be re-financed on & basis different from that proposed

in this proceeding. Too much emphasis is being placed on the

romber of times the net earnings of a property may exceed bond in-
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terest or dividends on preferred stock. It is just as important,

if not mere so, to capitalize a Troperty so that it can show reas~
onable earnings on common Stocke. The records of this Commission
show conclusively that compenies which have hesn able to obtain

some of their construction funds from the sele of common stock, hawe
been able to sell readily bonds or preferred stock and rumigii/%:;s-
factory sexrvice.

It should also be remembered thet we are not concerﬁcd here
with a property to be comstructed, dut with a property which has
'been ir operation {or years and that the rates of the Los .Angoles
County Water Works have only rectatly been determined by the Com—-
mission. It is our conclusion that the capitalization of the

properties in question should bearr some relation to their earnings

as well a8 the cost or the wvalue vhereof, and that a form ¢! capi~

talizationr which on its face seex: to preclude the raising of some
of the construction funds througk the issue of common stock is not
in the public interest and therefore should not be authorized by
this Commissione We therefore bdelieve that this epplication,
insofar as it ipvolves the transfer of properties, the cessatiox;,
of pudblic utility service, the issue of stocks énd bonds, and thn
execution of & mortguge, should be denied without prejudice.

Los Angeles County Vater Works asks pexrmission to axorcid&
the rights and privileges granted %to it by Jdrdinance No. 906(:{&&'
seriesy of the County of Los Angeles. This ordlnaxce perm‘.i:s
the company to maintain a system of water pipes under and across
certein public highways in said county. A map showing the terri-
tory covered by the ordinenmce has bheen filed in this proceeding
as Sxhivit "D, It is alleged that the coupany at the time 1t
obteined the franchiss (Aagoes 20, 1923) was not aware that &
cortificate declaring pﬁblﬂ.c conveniencé and necessity require the
exercise of the rights and privileges granted by saild franchise
would be required. No one appeared to protest the granting of
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the cextificate. It should be understcod, however, that the cer-
tificate is er:tectivé as of the date of tl;e supplemental ordexr re~
terred to in the following order. It should also be understood by
Los Angeles County Water Werks that it mnst give satisfactory ser-
vice thoughout the territory cevered by the franchise, if it expects
this Commissionm to prevent other utilities from operating in the

territorye.
ORDER

Los Angeles County Water Works baving asked permission to
exercise such rights and privileges as were granted to it by ordi~
nance ﬁo. 908(New series) of County of Los Angeles and %0 sall 1its
propertios to Gerdena Vailey Water C:ompé.ny, and thereafter discon-
tinue pudblic utility service, and Gardena Valley Water Company
hevirg asked permission to purchase sald properties, to lssue
$125,000.00 of bonds, $30,000.00 of seven percent cumlative preferred
stock and $85,000.00 of common stock, and execute a mortgage and/for
deed of tmst, a public hearing having been held before Examiner
Fankhesuser and the Commission baving considered the evidence sub~
rmitted and being of the opinion that this application insofar as
{1t {involves the transfer of properties, the discontinuancs of public
utility service, the purchase of said properties, the issue of sald
bonds and stocks and the executlon of sald mortgage and/or deed of
trust, should be denfed without prejudice, and that Los Angeles
County Weter Works should be glven permission to exefcise the rights |
and privileges grented to it by said ordinanco No. 906(Now series)
subject to the conditions expressed 1n the roregoing opin.ion and

in this order, thoreflore,




IT IS HEREEY ORDERED that this application insofar as 1t '
irvolves fhe'transrer of the ‘propertios of Los ingeles County Water
Works, the discontimuance of public utility service by sald Los
Angeles County Water Works, the purchase of said properties and the
assumption of public utility service by Gardena Valley Water Company,
the issue of $125,000.00 of donds, $30,000.00 of seven percentcumm=-
lative preteri-ed stock, %85,000.00 of common stock and the exscution
of a mortgege and/or dee& of trust by sald Gardena Valley Water Com-
pany de, and the same is hereby, denlied without prejudice.

TEE RATLROAD COMVISSION OF CALIFORNIA EEREBY DECLARES tiat
public convenience and necessi'&y require'the exercise by" Los A;ngelos
County Water Works of the rights and privileges conferred by Ordi-
rance No. 906(New Series) of the County of Los Angeles, adopted
August 20, 1923, provideci that Los Angeles éounty Water Works shall
first have filed with the Railroad Commission a stipulation dﬁly
authorized by its Board of Directors, declering that Los Angeles
County Water Works, its successors and assigns, will never claim
bafore the Rallroad Commission or any court or other public body,

2 value for said rights and rrivileges in excess of the amount actu-
ally paid to the County of Zos Angeles, as the consideration for the
grent of suck franchise, which emount shall be set forth in the stip-
nlation, and shall have received Zrom the Railrcald Commdssion a sup-
plemental order declaring that suck stipuletion bas been filed in form

satisfactory to the Reilroad Commission.
S

z! : DATED at San Mcisco, Californis, this é day of
Covoben, 1927. .

Rl At -—6//

L Cuilibsstf

/ Commissioners.




