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Decision No. /&2 u” .

BIFORZ THE RAILROAD COMMISSION 0F THE STATE OF CALIFORNIA

A}

In the Mattor of the Application of

S&NTA CRUZ CCUNTY UTILITIES,
(2 corporation), for authority to
sell 1ts clectric and water systens
and properties to Public Utilities
California Corporation(a corporation),
and for euwthority for Pudblic Utilities
California Corzporation to buy saild
syctems and propexrties and to ilssue
shares of its capital stock of the par
value of $140,000. and its first morxt-
gage gold bonds of the face amount of
$140,000., and e promissory note for
the amournt of capital additvions mede
between April 6, 1827 and the date of
the trensfer of The properties.

Application No. 14024.
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Zells and Orrick, by T. W. Dahlquist and Hillyer Browza,

Tor Public Utilities California Corporation and

Santa Cruz County Utilitles;
Bert B. Snyder, for San Lorenzo Valley Chaxber of Commerce;
m. J. Locke, for The Brookdale Club, a corporation..

IY TZE COrMISSION:

~Santa Cruz County Utilitlies asks permission to sell

its public utility business cnd propertles to the Public Utilitles
California Corporatiqn, and sell 1ts nonoverative reel »roperty de-
scribed in the indenture filed December 9tk, to H. Z. leGinty. Tre
Public Ttilities California Corporation asks permission Yo purchase said
public utility sroperties and issue in payment therefor $£140,000.00 of
ctock and $140,000.00 of first mortgage six percent bonds. It alﬁo
25Ks pexmission Yo issue & one year six pexcent note egqual in face
anount to the cost of additions and betterments installed by the Santa
Cruz County Utilities from April 6, 1927 %o the date of the transfer
of the properties, and to execute a mortgage to secure the payment of
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on suthorized bond issue of $1,000,000.00.

The Santa Cruz County Utilities is the owner of and operates
an electric light and power plent in the vtowns of Bouldex Creek and
Srookdale and & water works system in the towns of Bouldexr Creek, Ben
Lomond, Brookdale and in the vicinities thereof.

The coxmpany as of May 1, 1927 hed outstanding $75,000.00 of
stock divided into $25,000.00 of preferred and $SQ,000.06 of common,
and $37,500.00 of seriel bonis. AS of the same date it reports

$15,000.00 of notes and §6,743.03 of accounts payable. Substantially

all of *he stock isiowmed by J.C.Eughes,and his wife, Jessle F: Hughese.

It appears “hat om April 6, 1927 the Sante Cruz County Utili-
ties granted to W.B.Fostay Compneny a slxty day optlon to purchase its
vusiness, btogether with all its franchises and pkysical properties,‘
both real and mixed, for the total purchase price of {125,000.00, and
the assumption by W. B. Foshay Compexy oL the payment‘of $37,500.00
of Bopds. We B. Foshay Company has concluded to acquire‘the Proper-
tiec for the consideration mentiomed and has assigned 1tis agréemant
4o the Public Utilities Comsolidated Corporation. They have caused
£o be organized under and by virtue of the lews of this state the
mublic Utilities Californic Corporation wkich has an authorized
stock issue of $%00,000.C0 éivided into 3000 shares of the par value
of $100. pexr share. All of the stock 1s commone

The Senta Cruz County Utilities proposés to selllall of ivs
yroporties excopt épproximately 185 acres of nonoperative land, to
Public Utilities California Corporation. The 185 aeres of land will
be transferred to H. E. McGinty in order that the proﬁosed mortgege
of the Dublic Utilities Califoranfia Corporation will not become a lien
on such propertics.

mestimony was submitted by The Loveland Engineers, Inc. and
by the Cormission’s englneers showing thelir estimates of the cost
to reproduce new the operative and nonoPorétive properties of Santa

Cruz County Ttilitles. Tme Loveland Engineers also submitted
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testimony showing their cotimate of the historicel cost of the pro-
verties including present valwe oOF land and their estimate of the
sound value of such properties. They submitted the following es-
which are as of April 30, L927;-
$o roproduce the propextlies mew . . o . .« - £356,112.00
Cost to reproduce the properiles new less
depreciation calculated orn six percent
Sinking i"md baSiS - L) - - - L] - - . - - - L - - 312’079.00
wotimated historical c¢ost new of the propor-
ties including present value of land « « « o . 202,376.00
Estimated historical cost new less deprecla-
tion calculated on a six poercent sinxing

md b&sis - - - - - - - - * L ] - L] - - - - - ' 266’352000
Tstinated sound value of »ropexties « « + » - - 297,000.00

mhe Commissionts engincers estimated the reproduction ¢ost
rew of the operative and nonoperative physical properties exelusive
of materials and supplies at $295,751.00. Tor the same Ltems of
property covercd by the COmmiSSioﬁ's énsincers The Loveland Znglneers
submitted an estimate of $304,3085.00. The reproduction cost new
1ess depreciation calculated on & Tive percent sinking fund basls
15 reported by the Commissionts enginea&s at 525L,684.00 and on &
streight line basis at 3225,152.00. In %thls cornnection it should be
said that the Commission's enginear§ included in thelr figures no
allowance Tor intanzible Ltems of properiy such as developument expense,
water rights or going concern valuee. The Lovelend Ingineers included
{1 their estimates a total of $46,818.00 for such purposes. ’
T+ was stipulatod 2t the hosring that the Commission might
conslder in eviderce the annual reports filed by the Santa Cruz
County Utilities. An estimate of the rcvenues and expenses for
1628 was submitted by F. T. Xeys who will be the operating‘manager
£ the Dublic Utilitics California Corporation. Tis testinony,
nowever, saows that his estizate is not based upon a careful survey
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of the territory or on a famlliarivy >0 thae oroverties. We 4o




d
not believe that the properties for 1928 will show {l7,970.00,
the amount estimated by F.J.Xoys, available for depreciation,
interest, Tederal income tax, dividends and surplus. Hls es-
timate for state taxes is obviously too low.

We are here concorned with the transfer an§7capitaliza-
tion of public utility propertles whose capitalization and rates
nave been fixed by former oxders of the Commission. True, since
the issue of the stock and bonds authorized by the Commission
the coxmpany bas acoulred additional properties Tarough the Issue
of short term notes, through accounts payable z2nd through the
investment of reserves and suwrplus. But even giving considera-
<lon to such additionmel investments, the cost of <“he property
which we feel should form the baslis for the capitallzation thereof,
giving due regard to esrmings, is much less than any of the val-
vations submitted. The veluations submitted, conslidered in con-
nection with the carnings of the properties, are such that In ocur

opinion they cannot be used as = basis for the capitelization of

the properties. This beirg the case, there is no need to make
further comment On tThel.

Public TUtilitilies California Corporation asks, as sald,
veraission to issue $140,000.00 of stock snd $140,000.00 of bonds
for the properties of Santa Cruz County Ttilities =sc the same
existed on April 6, 1927, and to issuo a one yoar six percent

note egual in smount %o the cost of the additions and betiterments

from sald date to the date of the transfer of the properties.

After conclidering the »ecord in thls procesding we are oL the
opinion that the Sante Cruz County Utillties should be permltted
©0 sell I%s public utility proverties to the Public Ttilities
California Corporation, which corporation should e permitted

$0 acquire sald pnroperties and issue in payment for the proper-
ties, a5 the same existed on April 6, 1927, free and clear of
all liens and encumbraﬁces, not exceecding $90,000.00 of first

mortgege six percent 20-year bonds and not exceeding $60,000.00
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of common stock. The szid bonds and stock represent the total
consideration which the Public TUtilitles California Corporation
may pay for said propertics.

Some of the consumers of Santa Cruz County Utilities were
reprecented at the hearings and took exceptionm to certaln of the
veluation figures submitted, particularly the reported present
valuwe of lands. In our opinion 1t is not necessary that the
Commission, for the purpose of this proceeding, detormine the
present value of the lands of Sante Cruz County Ttilities, and
therefore no specific finding need be mede as to sald Q&lue.

Taere was Llled with the Commission on November 17th &
copy of the vropesed moritgage of Public Utilities California
Corporation. This moxrtgage was reviewed by the Commission
and cexrvaln changes suggeste&. The changes were nmade by ropre-
sentatives of the company and a revized copy filed on December
30th. The revised copy is in satisfactory form and its exe-
cutlion, we believe, should be authorized.

Whea Public TUtllities Celifornis Corporation has filed

a statement saowing the cost of additions and betterments for the

properties i 0f Santa Cruz County Utilities from April 6, 1927
to the date of the trancfer of such proverties, considoration
Will be glven to authorizing the lssue of the one year note ro-

Terred to in this application. -
OQ2DZIR

Santa Cruz County Utilitlos having asked permission to
sell L{ts public utility propertics to Public Utilities Californis
Coxporation and to sell 1ts non public utlility real property de-
scribed in this applicationm to Z.E.leGinty, and said Public Util-
ities California Corporation havihg asked 9ermis$ion to purchdse
the public utility properties of Santa Cruz County Utilities and
to Issue in payment therefor $140,000.00 of common stock and
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$140,000.00 of bonds and & promissory note, 2 public hearing
having been held before Examiner Faonkhauser and the Commission
being of the ovinion that the Public Utilities Califormia Coxr=
poration should be permitted to 1ssue $90,000.00 of bonds and
$60,000.00 of stock and that the money, property or lador to
be procured or pald for by such issue is reasonsbly required by
safld épplicant, Public Utilities Celifornia Corporation, and
thaet the expenditures hereln authorized are not in whole or in
part Teasonadly chargeable to operating expense or to incone,
and that tpis application insofar as it involves the issue of -
850,000.00 of bonds and £80,000.00 of stock, should be dis-

missed without »rejudice; thereofore,
IT IS HZREEY QORDIRED as follows;-—

l. Saate Cruz County Utilities may sell and transfer
the propexrties described in Exhibvit "C™ and In the Indenture
£1led on Decomber 9, 1627, to the Public Utilities Callfornia
Corvoration and may if, ac and whem said Public TUtilitles Cali-
rornia Corporation acquires sald properties, discontinue its
public utlility cervice. Senta Cruz County Utilitles may also
sell the nonoperative real property described in the indenture
filed December 9, 1927 to H. E. MceGinty.

2. Public Utilities California Corporation may acquire
said public utility proporties and issue in payment for sald
rpublic utility proper?ies,_as vhe same existed onm April 6, 1927,

provided said properties are acguired free and clear of all llens

and encumbrances, not exceeding $90,000.00 of first mortgage

six percent 20-year bonds snd not exceeding £60,000.00 of common
stock, the issue of sald bomds and stock beimg the only con~

sideration that may be paid for said properties.
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3. This application insofar as it involves the ilssue of

350,000.00 of bonds and $50,000.00 of common stock be, and the
same is herebdy, dismissed without pre judice.

4. Dublic Utilities Califormia Corporation may execute a
mortgage substantially in the same form as the mortgageffilgd in
this proceeding on Decembexr 30, 1927, provided that the authority
her$ig griyted to execute sald mortgage is for the purpose of thls
proceeding only, and is granted insofer as this Commission hes
Jurisdiction under thé teyms of tae Public Utilities Act, and is
rot intended as an approval of sald portgage as to such other
legel requirements to which said mortgage may be subdbject.

5. The authority herein granted to isshe bonds will become
effective when applicant, Public TUtilities Callformie Corporation,
nas paid the fee prescrived by Section 57 of the Pudblic Utlilitles
Act, which fee is $90.00, and when said applicant has executed
tre mortgage referred o hereiln.

6. Within ten days after the transfer of the properties
nerein authorized, the Santa Cruz County Utilities shall file with
tae Commissionm a statement showing the date on which the proper-
ties were trensferred and +the date on which it relinquished possess=
lon of Tre sume.

7. Within sixty deys after the transfer of the properties
herein authorized, Public Ttilities Callifornla Corporation shall
£1le with the Comzission a certified copy of the deed and any
other instruments‘of conveyance under walch it acquires and holds
title to sald properties, and also iwo certifiied coples of the
nortzage whick it is hereln authorized to execﬁte.

8. Public Utilities California Corporation shall keep such
»ecord of the issue, sale and delivery of the stock ané bonds
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nerein autborized and of the dispositlon of the proceeds as will
enable it to file on or before the 25tn day of cach month a verw
ified report, =s required by the Rallroad Commission's Feneral

Order No. 24, which order insofar as applicadle, is made a part.

£ this order.

DATED et San Frencisco, Califormia, this 4 -~ day of
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