Decision No 9 Y4

EZFORE TEE RAIIROAD COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application or
CALIFORNIA WATER SERVICE COMPANY,
corporation, Lor (1) ordlder c.n.thorizing
issue of stocks and.bondg; (2) oxder
authorizing mortgage of certain public
utility properties; and (3) Jointly
with C. B. Jackson, Chico.Water Supply
Company,. & corporation, Poxrt Costa Water
Company, a corporation, IFresno CIity
Water Corporation, & corporation, Tisalis
City Water Company, & corporation,
Electric Water Company, & corporation,
Bakersfield Water Works, a corpoxstion,
and Eermosa~Redondo Water Company, & coOr-
poration, resgpectively Lor an oxrder
aunthorizing purchase and sale of certain
public utility yro;per‘b:!.ea.
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Application XYo. 13,514

)
)
)
)
)
)

YoCutchen, Olney, Maxnon & Greene, and Garrett
MoTnerney, for applicants.

Arthur E. Garland, Deputy Commiasioner of
Corpoxations. .

E. F. Brittan, cs.ty Attorpey for City of
BaXkersfield.

I.oren A. Butts, City Mtomey for City of Fresno
and City or Tisalia. '

Je Lo .Tohnson, City Attorney for City of Stockton.
BY THE COUMTSSION:

OPINION AND ORDER ON REOIE’EMG—

on. December 35 1927 we issued our Decision Fo. 19161
hereixn, granting authority to applicant, California. Water Se:vico
Company, to issue certsin securities for the purpose or.capital-
fzing certain properties to be soquired by the purchase (also '




anthorized) of o number of water distributing systems in t‘h..'zis_.; /
state,c'l.? ‘On Jammary 12, 1928, this spplicant Tiled a petition
for rehearing, in Waich it attacked the validity of this Opder
wpon numerouvs grounds, most inportant among which 13 a direct
challenge and attack apon oﬁr policy - long adhoered to and
2ully matured - of basing suthorization foxr the issusnce of -
secu.ri'tiqs ﬁp'on the ‘actua.;lx_oost of pudlic wtility properties, or,
in 't;he case' of the refinancing oZf ezisﬁ.ng propertiea, upon the
aotdal or \es;tima.‘t'od cost, less accrued deprecistion, dut in-
cInding present "i'a_i'ge of lamd. We &4 not grant to this ap-
'plioa.n‘t;: authority 'bo 1sgus the total amownt of éé(:nri‘tie_a which
it askeé pern’zission’ to issue, but dased our order upon this
' policy. ' |

‘ Cue of the most important functions which the Tegis~
lature has entrusted to this Commission 15-.',' in our opinioxn,
this funetion of regulating and.‘"..e.;;po-rvi.s'ing the issuence of
securities by pn'ﬁ].‘i.c. wtilities. From its very inception this
Commtssion bes pursuwed & most cqnsémtive policy in 't'his regard,
sorutinizing with gi-eat care all projects calling for the dis-
tritation of such evidences of ownership or indebtedness to the
pudblic. ENot only have we heard no complaint against this pol:_!_.cy
Zrom the pudblic utility gompé.nies_o: tis State, but it appears
to have met with the genmeral approvel of both the compenies and
the pudblic. Tnder it Californie ut_ilifios ﬁave enjoyed an un-
precedented development, aLnd. the ggne;-al cc;p.ﬁd.ence in their

(L) Ikoe propertles 1in question are: C(Chico fleter Supply Company,
Poxt Costa Water Company, Fresno City Water Corporation, Visslis
Clty Water Company, Electric Water Compaxy, Bakersfield.Vater
Works, EHermosa-Redondo Water Compeny, Petalums Power axd Water
Compaxy, Belveldere Water Corporation, all being corporations,

and through C. B. Jackson she unincorporated water properties

of Chico-Tecino Water Company, W. E. White Water Compamy, and
Tuxedo Water Company, axd Pacific Gas and Electric Compaxy's
plings located at Stockton, Oroville, Redding, Willows, Livermave,
and Dixon. .




securities is disclosed by their enviable position on the .
security merkets. Our.policy in this regerd khas, in. our opinion,’
met the pragmatic test. )

In the present instance we are Aealing with an
applicent w}:'z.ich’ represents persons from witkout this. state who
are. desirous of investing in .California pubdlic utility water
systems, but we do mot Zeel that this s, in mud of itself,
cause for departing from our genersl practice inm this regard.
Our former ormder in this.case contalined no.new promouncement,:
nor &id it establiéh a new doctrine. This a.pplica.nt hag not
deex treatod., nor will it De treated, in any menner otherwise ‘
than other applicants appea.r:.ng ‘beLore this Connn:!.ssion. We
believe that an adherence %o .omr established policies'wili G
dound as well to the beneﬂt of the pudliec utility en'terpriaes
of this state as to that o: their consumers and the holdez-z
-and. purchasers of their securities. To hold otb.e::wise would
iz our opinion, throw open the - aoor to 2othods of rinancing
which we consider %o be wnsafe as well as wasowmnd, and. :or -
this Commission now to 40 .80 sf.mply because someone in aeek:ing
to a.oqu.ira .operating publie ntility .property has, for reasons
of his own, aeeﬁ':r:.t to agree to pay for such, property more

.. ham its actual or estimated cost, depreciated, wonld, in our
opinion, be meither sound Linsnce nor in the public inte_iesf.-

" « .. . We believe that in suek a case cons iderstion must

.. be given to th.e Lact of accrued a.e:preciation sinc.e 'bhe pnrohasing ;
compa.:ry necessarily assumes the responsi‘onity of. repla.cz.ng the
;properties which 1t pmposes £0 asguire, wxile to a.'u.ow th.e
capitalization of suck dcpreoia.ted property a.s 'chough 7o d.e-
pmoia.‘cion had occumd. woruld. eventually reeult; m a-oss owr-

'oa.pitaliza.tion of such property. And 12 we were ‘%o "dase i




refinancing capitalization upoxn an estinated "reprolducticn

cost new" &s 1is urged by applicant, a situatian would be
created in which even slight varistions in the prices of .
public utility materials anl supplies might quickly wipe out

& part or evesn the whole of the  equities possessed by common
stockholderse. Indeed, this might easily go to the extent of
seriously impairing the security of bondholders. ﬂ!hé.t such a
situstion would be detrimental to the interest of the investing
sublic, and therefore to the real interest of 'the-- public
utilities themselves, and thelir consumers can haxdly be questioxed.
Public Utility securities should, in cuxr opinion, de based upon,
sound, conservative and, im 30 far as possidle, non—ﬂuc‘mtmg
valies. Oxly by adbering to such a policy can the stability

requisite for such securities be established ani maintained. (2')

To order to avold & result waich we Pirmly believe would
react to the serious detriment of the public, be it, the copsuming

(2) In this connection see In re Southern Counties Gas Co. {1919}
16.C.R.C. 799, 802; In re Farbor City WaLer COe (L94e) 4L CeReCe.
638; In re Shaste Pransit Coe (19523} feCe 165, 16923
In re Golden Gate Ferzy COe (L926) 28 CoRoCo 268,270- 'n re
Peerless oLeges, LNCe (L927) .30 CaR.C. 346. T See also ln re
Riverton & _Wa’cer Coe (1917) P.U.R. 1918=B, 240 (Xew -
Jersey Zoaxd O ty Commiszioners);: In re Pennsylvanisa
Water Service Co. (192’2') P.U.R. 1927-E, 657 . CE’enn...ylmfa.
Tablic Jervice conmiszion)s In re United Electric Power Co.
(1927) P.U.R. : . (Rhode I3lznl ruolic Urilities
Commission), and in re Wewropolitan Edison Co.  (1928) 2. U.R.

: . Pexmsylvanis PubLic Service Lommission}e.




or the Investing pubdlic, we are constrained in this, ss in

other like cases of reﬁnancing, to adhere to the principles.
which we heve above set fortk. We delieve these prizciples o
be sound from the ﬁmcia.; standpoint, and vie further dYelieve
that to use any other method in suck a case would eventually
tut iuvite results detrimental to the public intereat.
- Tre faots involved in this proceeding have been

. stated at_éonsid.era‘ale length in our former orders herein:
(Decision 18084, dated March Z1, 1927, snd Decision 1916,
dated Docemder 23, 1927, referred o hereinafter as the "Harch
ordex™ and the "Decenber oxdes" respectively.) In brie:f, tails
is ax a.pplica.ti on by which a mmber of opera‘bo:s of pa.'blic

wtility water corporations, as do:rimd: in the Public Utili‘tie:;z
Aict, seek to sell, and Celffornis Water Sexrvice Compeny seeks
to acquire their seveoral Plants or systems, either by direct puzw=
chage or through the purchase of ou.tmaine: securities.  The
securities which California Water Service Company seeks 4o Lssue
for these purposes total $13,659,300.00 par value. Iz ocux
former decisions we trested the several requesis included in the
origirnal a.pplica.tion hexrein, a.na. the several supplemental applica-
tions which have been £iled, as a single problem. We shall follow
that course In this decision, bdelieving it preferable %o the
~ separate and distinet treatment of the several aﬁplicé.tions 1n,
_ this matter, which has been suggested by spplicant. No question
s now rajsed as to the validity of that portion of our Lormer
orders a.uthorizine; the sale and :purchase oL these pubdblic utility
plants, the sole atiack upon our Decem‘ber or&er bcing n.pcm '!:b.a.t
poxtion dealing witkh security issu.a.nce.




Applicant contends homver, that :Lt was misled by
om.- Me.rch. ord.er mto believing that 11: would. be anthorized to
1°sv.e a certain total a.mou.nt of securities for the originsl |
poup of proporties, :t.'or +he pu.rchaso oL which aathorization
wa.s asked. in the original petition herefn. Iz our opinion this
contention possesses no merit. ot only was it stated in our
ma.rch ord.er tb.at 1t shou.lo. 20t be m.er-ed. that the Comnission
then approved ‘che vars.ou.s 1tems of reported ezpendime or
-'ound. 'bh.e aamo 't;o ‘be reasona’ble. but 1t was deolared th.e.t ro~
presen‘tatives or this Cormission were then engaged. i:n. exaxining
the v"luations 02 the properties and the rinancial statements
submitted by ap;plicants, ‘axd in the ora.er granting prolm:.naxy o
au"&hority o transzer the properties thenm in qu.eatf.on and tb.e
:meod.iate issmae of not e::ceed.ing ,pz 000,000 pear value of
oommon stock, 1t was adled that our ﬁ.nal order in the matter |
would. be entered. after ou.r repmsentatives hod concluded such
emmmation. Para.graph 7 of the ord.er mcludoa. in sa.id. deoisi‘.on,
speciﬁcelly held o;pen for further d.eteminatf.on the matter o: -
..he total securi‘cy 1ssu.ance whicb. might eventually be am:horizcd..
It contracts h.e.ve been made based upon the suppoaition that

seourities in the total. amou.nt then cleimed wounld 'be anthorized ]

aga.:mst the pu.rchaae of these original properties, they must,
in our opinion, .have beon ma.d.e in contempla.tiozz ot this ;pla.i.n
resemtion e.nd. declmtion on the part of this commiasion.
In any event we d.o not 'bel.te:ve that sv.ch contraots or their .
execuﬁon are of signiﬁc.anoe herein. o , A
Appmisals 24 the prope*tios re:erred. to'in this
proceod.ing were made oz behalf of a.pplioant by the’ Loveland
Engi:o.eers, Inc.,’ and were introd.nood. as Ezh.ibits 13-3., 13-3B,
13-¢, 14, '.!.:‘a.nd. 6. The appraisal of the Tuxedo Weter C_’om-




"

Peny properties is to be found irv Application 15848(:.5) Fbr the
year ending October 31, 1927, this applicsnt reparts operating
revenuss oxn these properties ot $1',888,760.J.6, and non=- -
operating revenues of $9,005.06. et operating income is re~-
ported at 386'6;075.61.' Upon this basis the recapitalization
of these "opﬁera.tine; properties upon applicamtfs suggested basis,
would vshow,onl'y & return of % or 4% wpon the proposed common
stock, 8 resalt which we - 40 20t believe would be in the public
interest. Ve sxell allow the issuancé of securities upon the
purchase o ai;.i_or the publicl wt1lity properties mentioned 'in
the original é.ﬁd. the several supplemental applica.tvionsi |
herein, in the amount of $20,515,300 to produse a net total

of §9,568,811.53. Mhts amount has been deterrined as Zollows:

.

(3) Tke Lovelend Imgineers reported the reproduction cost,

new, 0L all the properties involvwed in this proceeding, at-
$18,396,566; the reproduction cost, new, less depreciation,

at $16,540,65L; and the estimated original cost at $13,379,348,
These Ligures 4o not include an item of $315,050.53 alleged

%0 have been expended for additions and betterments, nor an
item of $464,375 for additional working capitel. . 4 "sound
velue™ of $15,500,000, incluling the working capitel ~iten
above.mentioned, is claimed. OFf the par velue of 813,659,300
of securities proposed by spplicant to be Lssued, Lor & net
yield of $11,808,375, the sum of 411,344,000 is alleged to
benecessary in order to acquire, free and clear of encundrances,
the properties herefn avthorized tohe perchased. This in-
cludes more than $500,000 to cover premimms oz bouds allegedly
paid 10 acquire praperties Lree snd clear of eACTMITANEOS ,
together with =lleged expenses for acouiring and consolideting
the properties (including legal, engineering, accounting and
other expenses).reparted at approximately $300,000, and 4in
addition the $464,375 requested for working capitel. ‘

\
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Estimated historical cost by Loveland Englneers:-

Fhysical properties . « &
Tend, present valle « .«
Other properties .+ « «

Additions to Janmuvary 1, 19

Preliminary 6xponss . « . .

Organization 6Xpenste o« + « o

Cogt of securing franchises .

Water rights e o o o o

"Cost 0f searching land titles

Going concern vallo .o o o o

£445ing nateriels and snpplies

Working ca.pital o o o o o

Sudb=total o o o o o o o o
Cont Qf additionﬂ ® o o & & & & o @

.$10;555;439.oo
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'S‘ub-‘bota.l..._..........u,694é9853
Working capitel which company provides fLor in
proposeld. security issue in addition to _
Tovelands ‘o s o 8 e & 6 o 6 s e e a 465-,000‘.00

Crand=T0%21 ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ ¢ o o o .:714,159"393.53,

Detuctions which"miiroad. Commigaion beliévea should de made:

Wator r:&hm -‘_. PP ..,.281 456 - s B
Going concernwalue . . « o+ 1, 745 000 : S
Difference between Commis- '
_.slon's engineers estimate
.0f historical cost and
+ Loveland on properties con- .
. tained 1n E:d:x.ibit 13=C o ¢ «» = 754,354
Working. capital ’ e e o o 465,000
Orgenization axd preliminary -
.expense reduced By . . . o 150,000
Leorued depreclationr o . o o 1,1743,797

4,570,587.00
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- The wvarious deduotions which we have made Lfrom
the estimates of the I.oveland. IEngineers should. be explatmed.
Water righta'

Ina nmnber of former proceedings Involviag .
the Lixing of rates we. he.ve hereto:tom cmsid.ered. wb.a.t a.llowa.nce,
if any, should be made :tor alleged. water rig‘nts of cortain. oZ the
companies whose properties aro here m&er considora.tion. : Suoh
deterninat ions have deen considered. :Ln fﬁing the amount to be
allowed to ocover the item of wa.ter rights herein. (43 Ve gza.ve‘
2llowed the item of $8,000 clained for such r_ig?xtg in: gen?m;;
end we have included an item of §28,333 for the alleged watexr
iiéhta of the Livemnace Company. '~_ This action should ziot:," .
hgvever, be a.s;snme_d. as a':tmal _f.:.?.d,ing 9:_ t;ze. v;al_uo, o:f s'o.'gh rights,
oref an approval of the theory wpon which this estimate was
based.  We have eliminated the item for "prospecting for water”
in the case of the Hermosa-Retondo system 'In the case of the
. Orov'ille properties the Loveland Engineers eattmated. the valne
of water righta at $80 000, wpon the grouna. that the Cali::omia
Water Service C:ompa.ny poasesses wader’ & twenty-five year con=-
tract with the Pacific Gas & Electric Company, the right to
obtain a certain guamtity o:_r waler for use in comnection with
these properties free of charge. In our Decision No. 18,101 dated
March 24, 1927, in Application xo.;lz,':&ze)'we approved this con-
trect sudject to the pravision thet there be 'su'bmitteq.' tov’,th'is
Commigsion for approval the quantity of water which tha;,‘ Pacific

Gas & Electric Company will de obligated to &eliwer to California

Tater Service Compaxy thereunder. To date wew have not beex

nished with any such statement, nor have we beem requested to

enter an oxler approving the amount of water whick -the .?aci:rio )
® Te_ relaluma FOWSr & water Compa - L1253
. . e vedere water Compeny 10 C.R.C.- 705'
Tn e Dot Co3%a . .nater Com _paEL(lQ%) 22 C.R.C.’ 909




Gas & Electric Company must deliver to the California Water
Service Company. In view of the Zact that we have. no knowledge
02 the amount of water so to be delivered, we refrain Lrom re-
cognizing herein exn alleged 4wa.t’er right value in the amount of
§80,000 attaching %o the Oroville properties. It showld be
added 'th.a't even if any value were to be reco@.:!.zed. therefor, |
it would necessarily be dependent u.pon the 1ife of the coxrtmct
and showld be amortized over the lite thereof, since, at the
close of the period in’ question, the value of suck alleged
“wa.ﬁér i-ight“ would be zero. Waile we are willing to allow for
vater rights the emownts herein inmdicated, it should de wader-
stood that such allowaxce is for the' purpose of this proceeding
only. | - | '

"Going Conscern Valme:" - . '

This Commission hes never heretofore allowed the
capitalization of poteztial values, mor has it permitted pudlic
ntilities after e poriod of operetion to refinance or recapitd -
ize their propertics upon sueh 8 ba.sis that the outstanding
securities thereof wonld. be incressed to reﬂeot an a.llegod.
rgoing concern wealue” claimel t0 have beem established su‘psequemt
to the constru.ct!:oh. oz the proporties in qmstioﬁ. In this pro-
ceelding we exe asked 4o recognize for ca.pitaliza.tion purposea
such an alleged "going consera walue" in the amowkh o $l,745 000.
This iten’ we consider ixnprope:: for oapite.lization purpoaos., and
1% has been eliminated.

Eisto"ioa.l Cost eatima.‘tea-

| - The eifLerence 'between the estimateld historical cost
oL the physical properties (original group of :prOperties) a8
zubmittea. by the I.ovrelana engmeers and as submitted by ou:r.-
enginoers wes $754:,354. For the ;pu.rpose of thls decision, as . .
Lar as the .oriéinal.‘ grouy ot properties is concemed,‘ we_'b.ave
accepted the eatimaiu%e of historical cost of physicdl prxperties

“~
.‘\I

RN [o X




. . .
. .
. 3 . .

lsnbmittgd. by our engineers. Since they made 1o estimate of

the historical co‘s_‘t_:vo’:c the ph&sioa; propertizs of the Belvedere
Wator Corporation, the Potalums Power & Weter Company pro-
perties, the Tuxedo Tater System, the lontebello properties or
the Eastmont Park Tater System, we bave in these instances

accepted the historical cost estimates of physice propexty as
submitted by the Loveland Engineers. '

Meterials a.nd. Suppliex and Working Cagital

™M

We have inclufied in ‘aho total OI $9,588, 811 55 the
sum of $166,48:. to cover naterials and s:r.ppliea and $150,000
for world.ng capitel, a 'total of $316,481. Thege’ a.re the al-
lowances for such itema which wez'e made in the Loveland Engineera’
ropoxrt. Ve are requested. herein to autherize the issuvance of
secﬁrities to produce additional working ocaplital in the amount
of 3465;000-;- or & to%e.l,i when added to the above items, of
$781,481. This would be the equivalent of approximately
nine months 6perat1ne; exponse and, in oﬁr opinion, such im al=
lowence 18 unwarrented. Ve will allow the amount Qf $316,481
above stateds ‘ | ' ’

Organiza.tion e:genae-

There is included in applicant's estimated his‘tor:!.ca...
cost of these properties an item of ,,362 000 for preliminu:r
expense and organization expense , and the seme amou.nt ha.s beon
included in the eatimate oZ reproluction cos.t now, \Our
experience with these companies leads us to conclude that thay
did4 not :mcur axy such expem.e Lor orsa.nize.tion pu:rpoaes. '."e
b.ave, ‘therefore rodmed this item to ‘5'2:!.2 000, wh.ich. amount

we conaia.er %0 be a 1iberal alloma.nce to cover any such cxpenses.

aot’aally mo'med..




Acorued d.o;pa:eci_. tion-

' At the ‘hesring ot Jemuary 28th, lest, it was
argued that we emd in a.ed:a.cting an iten of $l,056 74.5 wh:.ch
was the sum re:pa:ted. by the Im.'ela.nd. Engineers a3 the accrmd
aoprecia.tion upon thcse properties. It is alleged. that this
error aross from the :taot that for the original group or ProO=-
pez.-tios we used. the estmated b.istorical cost submitted dy
ou.r engineers, whereass we accepted 'the acorved d.epreoiation
item on the eatimated historical coat submitted. by the: Ioveland.
Exgineers. It is true that tm.s was doxe, ‘mzt such a.ction was
in faet in Ie.vor o: this applieant to the e'tent ot $115,000.
Tnasmuch, however, a.s exception has been taken to this me thod
o2 procedure we will, in this op.’mion, 80 far as the origi.nal
group o:t,;propertiea are concermed, use the aceroed d.epreciat:‘.on
Ligae reported. by owr eng:meers, ené we w:Lll use the accmod.
deprec*ation 1tem roported. by the Loveland Engineers m re:terenoe
to 'the other pmperties. This results in a ‘deduetion ror 8-
orued depreciation of ...2.,174 797 instead of the $1,056 745
gppearing in Decigion No. 19161.

o wA1l allow 60% of the herein‘éuzhorzzod,securitios
$0 be obtained 'th.roi:gh the issusnce of 5% bonds, 20% through
the Issunance of 6% cumalative prc:emd. s*t;ock and 207 througk
the issuanse of common stock. Our oxder will :provide that the
bornds so aunthorized shall be sold to zet 20t less th.an 92 and
accmed Ixteregt, and that the preferred and common tach shall
be 30ld to net not less tb.o.n 90% of pa.r volue to the a.pplieant.
On this basis applicent, in oxder to realize 'che net total
amount of £92, 588 811.53 above mentioned, wou.'l.d ha.ve to issve &
par value ot "“‘6 254 000 of such bonds, of £2,130,600 or suck
preforred and $2.,130 700 of such common stoc:k:. The totel par

value of aacui’ties the issuance of which we w:i.ll herein aufrorize
1s therefore $10;515,300.




p

In the second amended application herein it is
recited that zecurities or cask will be delivered iz payment
Lor the propexrties of Bolired.ea:e. Water Corporation. We will
not herein determine the amount of sewrit_ies“ which may be 3o
delivered. Insteald, ocur oxder will £ix the meximam smount
0f socuxrities which this applicant :nay Isgue ZLor all of these
proporties anld w:'.ll provide that sald semities way be sold
for cash and such cash used to pay for properties or stock,
or that & portion of these énthorizo& securities nay, &t its
opticn,be used by Calitornis Water Service Company %0 pay for
the properties of Belvedere Water Corporation. ,

We will req;aire that, as & cozdition precedent o,
or concurrently with the Lssuance of the said securities,
the Celifornia Ustex Service co;npa.zzy shall acquire free and clesX
' of all encumbrances &ll of the properties or stock (except
the cash for working capital mentioned above) gescribed directly
or indirectly in this spplicstion. Wp do :.m‘c ix any respect
ctake 1t wpor curselves nor atiempt to £1x the price which may
be pailld for these properties by tae purcheger. We recognize
that 4t would seem to éppear Lrom the record of this précoec.ing
that someone has o groed %o pey more than the ebove amount for |
this property or stock. As to any such sllegel a@eeﬁent we
make no pronouncenent. ' ' |

in, the past, where purcaasers of operating pudlic
atility préperties bave desireld o agreel to pay more £or such
properties thar we have found it rewoﬁa‘ble or proper o allow
in the fomm of securities, we have rogaired the parchasing

(5]
conparies to charge guch over-cest To swrplus.. . I, in the

E..r} E}Seai[n Te oS80 Dfego (:onsolzid.a.teo. Cas & me«‘rfﬁomm
1916 10 o, - - - - -

In re.Tuoluxma Count E. Po & L. Coe (Dec. 19372} dated I‘eb. 16
1928, and I re So. son Co. (D3c. 19413).d4ated Feb, 25,

1928.




present instance, this pu.z'-ché.‘sef desires 1o Py or'd.ées in
fact pay more tha.n. the smount realizad. Irom the sale of the
securities herein authorized Ior the propertias or stoclc ot A
the several compa.nies here in ques‘cion, the d.ﬁ::terence ‘Petwoon
sald amount and such price as the vendee may actually ray must
thereZore be obta.ined. in some ma.nner other than through the
isgeance 0f suoh a.n.thorized. seou.rities.'- Sinee this’ ap@licgz.t
13 a mew corporation possesaing a8 yet no"swg:-plus we will 3
péow'rié.é that any such over-cost shell be'oﬁa.rgea. to.é._' sug;péﬁso
accomnt from whick acoount all such ch.a.rses skall be amortized:
'by d.ed.uctions Ifron gross corpore.to income, as. th.a.t tern 13
u.sed. in owr anm:x.al repcn:t forms, or ‘oy charges *bo su:;plus.
ﬁ!here has bom 2iled in th.is proceoding a copy o: the
proposed mortga.ge ana./or deed of trust thi'bm: 4) vuiob.
Ca.li:tomia Water Service company asks pemisaion 't:o exacute to
secure the peyment of an authorizod bond issue of $25 OOO 000. -
e bave examined the proposed mortgage and/or doed or trust and
Zeel that 1t should De modified in several particulars. As
1% now reads, it provid‘.ez that after the issue of the 151t 4aY.
series o:t bond.s additionel bonds ney be cexrtitied by the
trustee subject to the conditions set Tortk in the instrunent
in amount ecwal to not exceed.ing eighty (80) ;per cont oz
the cash cost or the Lalr val'u.q , should sue falr value Ye le‘sAs’
than the casr cost Of .pﬁ-opefty constructed or Qdcuired subge-
quent to Februszy 1, 1927, Thig pmvision o be:t.ieve ahom
be mod.iﬂed. so that the trustee may 1ot certi:y 'oona.s in exxsesa
or sixty (60) per cent ot said, cash cost. or fair. va.lue. vb.ich-
ever is less.' There. sbould. a.lso be eliminated :trom the mort- '
gage ard/or deed of trust artiole nine which ziwes -certefn .
imond ty to incor‘poratprs', stockho]d-.ers;* .of2icers. amd d.irectoré'.'-

The elimination of article nine nedsssitates o corresponding




-

change in the form of the bonds.
Ber.ore'd.etemm:.ng whether seotion e:!.ghf of

Article III or Subdfviston ope (1) Paragreph B uwnder Section
three (3) of Article I should. be modiﬁed. ox eliminated we
desire “£o be :tu.mishea wi'th a statement siowing that an |
expend.itm:e of an amoun?t equal to nine per cent of the e;ross
revenwe is sufficient for the proper ma.intazanoe axd repla.ce-
went (depreciation of the proper‘oiea), vixen sucb. repl a.cemem

becomee DECO3SRIT « :Pme, the nine per cent repu:esents the

minim emount thet mast de expend.ed for suceh purposes, but
occasitmally the minimum becomes the maximum in actwel praotiée'.
A rovised copy of the proposed mortgage aﬁd/or deed of trust
showld be filed with the cémmiséion,. )




ORDEK

Petitfion for rehearing of our Decision No.
lélél‘hefein.hdming beem 2iled By the Califoraie Weter Ser-
vice Company; this proceeding having been reopensd by )
oxrder for the conéidoration o the divers allegations and
contentfons of safd petition for rehearing; hearing and |
srgument having been had upon sail reopened proceeding defore
this Commission exn banc; the Commiszion befng Tully advised
fn the premises and basing its oxder upon the record now"
on £ile herefn, including said petftion for rehearing and
each axnd every allegation thereof, togethexr with’saia arga-
ment on reopening; a3 well &3 upon the several Linlings of
fact In the opinion hereinabove contained, and dbeing of the
opinion that the Califormia Water Service Conpany skould de
permitted to issue not exceeding $§;2S4;OOO of five per cent
2$$year Lirst moxrtgage bonds, not'ezceeding $z;1so;eoo of
six per cent cumlative preforred stock and not exceeding
$130,700 of common stook, vaich common stock i in 2ddition
to the $2;OOO;OOO of coxmon stock authorized by our Decl slon
. Yo. 189é4 herein, thet the momey, property or labor %o be
procufea or pail for Dby such issue 18 reasonably regquired
by epplicant, California Water Service Company, for the pur-~
poses herein stated, and that the expenditwres herein “
avthorized for such purposes are not in vhole or 1ﬁ part

reasonably chargegble to operating expenses or to Income,’

16.




and that this application iz 5o Zar as it involves the issue
o $2,016,000 of bonds, $564,400 of preferred stock, and,
4*56;&» 000 of commox stoek; should be dismissed witimout pro-

Jud.ice, therefore
IT IS HEREBY ORDERED: |
' (1) Tb.at Decf.sion ¥o. 19261, _rendered herein oxn
Decenber 2.;, 19"? be, and the same is hareby set aside, re~
scinded axd declared to be of no further force or offect, in
walch connection we hereby declare that the within Deq:t.sion
ant Order 15 published in the place dnmd stead of oir satd
Decision No. 19361 and in all respects in liew thereof.
' (2) C. B. .Tadc;on may sell and convey to, mxd
Celifornia Water :Sérvice Company may purchase, the properties
deseribed fn this epplication as the Tuvels Water C}Smpa.ny.‘ -
| - (3) Celifornia Water Service Compeny may purchase, '
hold and ovm “the atock o the Petalume, Pczrer and Water com;pa.ny.
| (4] !Ehe :Belved.ere Water corpora:tion e.nd. Petaluma
Power and ifa‘ﬁer c:ompmy :;es;;qotiwe.‘ly may sgll and convey to, and
Califomia Water Service Compmy may purchase all of tze business,
2ssets and properties of sald Bolvedere Water Corpcration and
Peteluna Power and Water Coxppaﬁzy;' sublect to their outstamding
liabilities at the date of the trensfer,
(8) c. B. Jackson., Belved.ere Water Corporation and |
,.'E'etaluma Power a.nd. Water COmpany may a.'band.on a.nd. discontinne
their respectirev pubz‘.i'c‘utility business, ow.igatf;ons end _servioe,
i, as and mei'the 'bra.ns:rer of 'bhei;.' properties to t'lz« Californis
Tater Service Compaxy shall become effective. T
- " (8) Pa.:agraph seven of the order in Deofsion No.
18,084, dated Marek 21, 1927, readingem |

—

Do

L X




rApplicant, California Water Sexrvice Company, iz
hereby authorized to issue $2,000,000 par valme of
common stock and sell sald ¥2,000,000 of common
stock togethor with such additional stock (common
and/oxr preferred), and bonds which~tho Commission
mey hereafter authorize to be issueld for not more
than $9,422,475 and uwse zaiéd §9,422,475, or lessexr
amount, for the purposes set forth in the foregoing
opinion, provided that the Commissicxm is wmdexr no
obligation to authoxrize the issue of securities
equal iz per value to the $9,422,475, or lescexr
amount, and provided fuxrther, thal only such part
o the 39,422,475, or lesse r amount, 23 NMAY hoXe=
after be detexmined by the Commission, shall be
charged to Lixed capital account.”

be, and the same is heredy auended so a.s to read-~

rlalifornia Water Service Company may issue not
exceeding $6,254,000 par velue of first mortgage
twenty~Live year five per cent donds, not exceeding
$2,130,600 par value of six peor cent cumulative pre-
Terred stock and not exceeding $2,130,700 par velue
oL commoxn stock and soll said donlds at not less than
ninety-two per cexnt, net, of their face value, and
sail preferred and commox stock at not less thax
ninety per cent, met, of its par value. The proceedx
obtained from the sale of saild bonds anld sztock shall
be used to pay for the properties which Califorrnisa
Water Sexrvice Company is authorizeld to acguire by
the anthority granted in this oxrder, sxnd which are
referred to ix this decision, and by the authority
granted in Decision No. 18084, dated March 21, 1927,
provided that, if California Weter Service Company
deems it necessery, it may deliver, on the bages
steted, part of said bonds and stock in payment for
the properties of the Belvedere Water Corporation.
iz authority is hereby conditioned upon the
acquisition of California Water Service Company o%
all of szald properties, Lfree anl clear of all ep-

cembrance o :

(7) Californie Water Service Compeny sha.ll keep itz |
accounts and records In accordance with the Unfiform Classification
of Accounts prescrided by this Commission, provided that not more
Than $10,347,127.53 may be charged to fixed cap:!.ta:;. accountz. Any
sum whick mey be paid for the properties here iz questiox im
excess of $9‘..588,811.53 shell be cherged 4o 2 suspeumse account
2nd. amortized by detncitions Lrom gross coz;pora.te income, as that
texm is used in our anmal report forms, or by charges to surplus
turing such time es may hereafter be approved by this Commissiome




(8). This a.pplication, in 80 far as i‘!: involwres the
issue o': $2 016 000 :Ca.ce smomwat of bond.s, $564, 400 par va.l'a.e of
pre:rerred. stock and :}563 000 par velue of common stock Yo,
and. the sa.me is hereby aeniea vithout pz-e:}nf.ice. '

(9) PFunds su:ﬁcien‘t to cover ‘the :r.'ee collectidble by
rea.sonls:‘x;‘nthe authority to Llasue secm'itieﬂ granted herefn are
already in the hana.s oL ou.r Seoretary. mh.‘l.s ord.er, in 80 Lar
as it gre.nts authority to Califomia Water Service c:omyan;y to
issue aecu::ities, wﬂ.l dbeconme eﬂective upon ana :t:-om the
ey ,..mg with thls Commission by safd California Water Service Come
pany of 2 written nqtice ot acceptanoe o2 the vithin d.eoision,
and the £i1ing with this Commission of the "Emend.menté to said
applicant’s proposec. deed o.f trust men‘bioned. in the op:!.nion
preced.ing “tuis ord.er a:tter the r.iling of m::.ch respeo’cive
d.ocnmen'!:s the Socretary oZ this Commission ia hereby anthorized.
to refund to applicant Cali:to*nia Watexr, Servioe Com;pa:ny, any
sug or suns fn his hfmd.s ::-om said Cali:tornia Wa.ter service
c:ompa.ny over and s.bove ‘che :rce law:ra.lly colleot ible by reawn
of the security issm—.nee au.‘chori;atf.on ino.luq.g_q ,.:.n‘ this‘ order.

(10} California ‘Wa'ter Sexrvice Company shall Eé;p suck
resoxd oi tfm 1ss'a.e; salé d d.élivery of the bonds end ‘3ch
herein cuthorized and of the d.iapost.'b:‘.on of the proc.eoa.a as will
enable it to Zile on or be::ore the zs'ch day ot each month a "
verified report, as reguired by 'the Ra.f.lroa.d. Commission’ |
Genersl Order No. 24, wxich ord.er, in 30 tar a.s a.pplica'ble is |
made & part of this order. | .

{11) wWithin thirty gso} dsys from and. after the |
ezecn.‘bion of 'chc same, or a.ny o:t them, Calitornia Wa.ter Serv':!ce
Company shall file with 'bb.is Comiasion certi:ried. cap:.‘c.s ot all '
deeds or other documents oxemtod. for the ;p'czrposa o.f evidencing
“the transfer to it of any of the pudblic wtility properties o

hereinabove mentioned..




(12) Pardgraph nine of the order of owr Decisién

No. 18084, dated Marchk 21, 1927, reading=-
"Onder the anthority herein granted ro Pro-
perties may be transferred and no stock :Lssucd.
after December 3L, 19277,
be, and the same 13 heredy amand.oa. 30 ag to reald——
"‘U‘.nd.er the authority herein granted no pro-

perties moy be transferred and 2o bonds am‘L stook
issue:d after Moy 31, 1928%".,

(13) TFor all other p’urposes the effective date of
this oxrder sha.ll‘bo twenty (20) days from and after the date

bereoZ.

‘ Dated at San “ra.ncisco Celifornie, this
-/7‘2' day of Morck, 1928.

quﬁrﬁdoners




