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~Decision No.

BEFORE TEE RAILROAD COMMISSION OF THY STATE OF CALIFORNIA

In the Matter of the Application of

L0S ANGELES AND SUBURBAN WATER COMPANY,
ORANGE COUNTY WATER COMPANY, GARDENA
VALLEY WATER COMPANY, PEQPLES WATER
COMPANY OF PALMS, HYGHLAND DOMESTIC
WATTR COMPANY, OJAI DOMESTIC WATER
COMPANY, PLACENTIA TWATER COMPANY,

TARBOR CITY WATER COMPANY, EUNTINGTON
BEACH WATER COMPANY, OAX PARK WATER
COMPANY, OCEAN PARK HEIGHTS WATER
COMPANY, VENICE CONSUMERS WATER COMPANY,
SOUTHEERN CALIFORNIA UTILITIES,INC.,
IDMPERIAL UTILITIES CORPORATION, LCS
ANGZLES WATER SERVICE COMPANY, CLAREMONT
DOMESTIC WATER COMPANY,HOLLIYDALE WATER
COMPANY, LA HABRA DOMESTIC WATER COMPANY,
for spproval of an agreement of consoli-
dation into a mew corporation to de
formed under the name of "American States
Teter Service Compeny of California™,
and for an oxder authorizing said new
corporation to issue $3,001,400.00 par
value of its capital stock in exchange
for the amount in par value of the out-
standing capltal stock of said consti-
tuent companiese.

Applicaetion No. 16054

1
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Paul Overton and V. C. Kennedy,
for applicents.

BY TEE COMMISSION:

OPINTON

The original petitior in this application was filed with
the Commission on October 30, 1829. On December 2, 1929,‘there
was filed a petition to amerd the afplication 5o as to include the
Bell Vater Company and Hain-s Canyon Water Company. It appears that
subsequent to the filing of the original petition American States
Public Service Company, a Delaware corporation, who is the sole owner

or controls through wholly pwned subsidiaries the entire outstanding
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capital stock of the companies mentioned in such petition,
with the exception of directors' qualifying shares, acquired
all of the outstanding stock of Bell Vater Company and Haines
Canyon Water Compeany. e will permit this application
to be amended so as to include Bell Water Company and Hailnes
Canyon Water Company.

AlL of the applicants terein are Califomia coOrpora=
tions, except that the lmerican States Water Service Company of
Californle, herein sometimes referred to as the consolidated
corporation, has not yet been organized, dut 1t 1s proposed to
organize the same under the laws of this state. Applicant corpo-
rations, herein sometimes referred to as tThe constituent compan-
ies, are engaged in the business of supplying water for domestic,
irrigation, commercial and industrial purposes in various communi-
tieg in the State of California. They are now desirous of ef-
Tecting a consolidation into a new corporation under the provi-
sions of Section 361-d of the Civil Code of Californie. In view
of the fact that Section 361-b of the Civil Code of the State of
Californie provides that upon the filing of an agreement of con-
solidation with the Secretary of State; the constituent companies
shall ipso facto be consolidated into a new corporation. and that
said constituent companies shall thereupon cease to exist,it is felt
that 1t is necessary that this Commission make and enter its order
approving the consdlidation agreement,filed in this proceeding as
Exhibit Noe. 2, prior Yo the filing of such agreement with the Secre-~
tery of State.

The agreement of consollidation recites that the con-
stituent companies are consolidated into a single corporation under
the name of imerican Stetes VWater Service Company‘or California.
This c¢orporation 1s to have an authorized stock issue of $10;000,009,

divided imto 100,000 shares of a per value of $100.00 each. Its
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principal office for the transaction of its business will de located
in the County of Los Angeles. The $3,001,400.00 par~v&lue of common
capital stock, the issue of which the Commission is asked to authorize,
will be issued %o the Americen States Public Service Compeny,
(43,000,900.00) and to five directors of the company ($500.00). The
agreement of consolidation also recites that in considération‘or the
payment of £1.00 to each of the constituent companies, each of sald
constituent compenies grants, bargalns, sells, conveys, assigns and
delivers %o the comsolidated corporation all of its properties dboth
real, persomal and mixed, and all frunchises, rights, privileges end
assefs of all and every kind and description owned or held by each

of seld constituent compenies, with the seme force and effect as if
each of seid constituont compenies had executed and delivered to the
consolidatod corporation & grant deed and/or & bill‘or sale specifie
cally describing such property, and each and every parcel or item
thereof, it being the intent znd purpose of the agrecment, and the
effect of such comsolidation that the comsolidated corporaiion shall
succeed, without eny other transfer, to all the rights, property,
franchises end assets of eny and every deseription whetsoever of each
of the constituent compenies and that saild consolidated corporation
shall be subject to all the debts, lisbllities and duties of each

of the constituent companies in the same mamner a8 if the consolidated
corporation had itself incurred +hem. The agreement of consoli-
detion further recites that any action or proceeding pending by or
ageinst any of sald constituent companles may be prosecuted to judg=-
ment which shall bind the consolidated corporation, or the consoli-
dated corporation may be proceeded against or substituted in its place.

It further provides that a certified copy of the order of the coamis-

sion epproving the egreement shall be attached to the original agree-

ment and filed with vhe Secretaxy of Stete of the State .of Californie.
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It 15 of record in this proceéding that 1f the con-
stituent companies haed been consolidated as of September 30, 1s29,
the consolidated corporation would have had assets and liabilitigs

as follows:-

ASSETS: ‘
ixed capital « o ¢ v 4 4 4o o 6 o e 0. . . $6,468,227.52

Cash and deposits:

C&Shooo.oonco..ooootin 44’298‘88

Speclal Aeposits « & ¢ . a4 e v . . . 6,582.28
Notes receiveble o v « « o o o o o o o o 645.54
Accounts receivable:

Accounts with system corporations . . 154,279.37

Due from consumers and agents . . . 94,306.68

Mistellaneous accownts receivadle . . 7,643.58
Investments:

Securities of other corporations -

Miscellaneous investments . . . 16,308.87
Materials and supplies . . « « « & 34,806.32
Prepaid expenses:

Prepaid texes . . . . . . 78458

Prepaid insurance . . . . . 2,802.79

Other prepayments . . . . - 381.87
Other suspense . . « o « « & . 24,979.66
Construction work inm progress . . . . . 234, 190,49

Total assets... "'ﬁ !689!532.23

LIABILITTES: :
Cap;‘.tal stock « . . $5,0°1,565000
Notes payadle . . . . 33,500.00
Accounts payable:

Accounts with system corporations. e X,030,043.80
Audited wouchers and wages unpaid . 78,262417
Consumers deposits « « « o ¢ & + & 40,594.50
Miscellaneous accounts payabdble . . 14,782.99
Taxes acerued « ¢ o o v o o ¢ o o = & 12,795.31

- - - L . e
L d L L] * L ] -

Service dilled in advance . . . . . 1,021.80
Consumers advances for comstruction 187,625,682
Donations in aid of comstruction . . 8,191.49
Reserve for acerued depreciaiion . . 1,834,876.55
Other YEServeS v v « o s ¢« « « o & . 6,259.69
Corporate surplus unappropriated . . 1,432, 737.47
Surplus - -* - - - - - - - - L] L] - - . L] - - 6 ’ 777 * 68
Due minority stockholders « v o« v o o . & 898,36

Total liabilities..37,089,532.43

The testimony shows that the £6,468,227.52 reported as

being charged to fixed capital does not necessarily represent the

original cost of the properties to be consolidated into the American
States TWater Service Company of California. 4s a metter of fact,

the record indicates that this amount includes appralsal figures of
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some of the propertios involved in this consolidation.
The $3,001,400.00 of stock which the Americen Statea

Tater Service Company of Californis asks permission to Issue

is equivalent to the emount of stock which the comstituent com-

panies now have outstanding, exclusive of inter company holdings.

Approximstely 87 percent of the outstanding stock was issued
undexr orders'or the Railroad Commission. The remaining 13 per
cent of stock is much less thean the investment in the properiies
of the companies whick issued the said 13 percent of stocka
It will be observed that the balance sheetl shows accounts

paysble to system corporations in the amount of $1,030,043.80. Of
this amount $1,010,500.00 is due to the Amerioan States Public Ser-
vice Company and $19,543.80 to the South Coast Gas Company. The
$1,010,500.00 is said to represent advances made by the American
States Public Service Company to several of its subsidiarieé to
enable those subsidiaries to retire bimd issues which were outstand-
ing at the time the Amerfcan States Public Service Tompany acquired
{1ts stock interest therein and consisted of the following:- |

Gardensa Valley Water COMPANY «eseee.$125,000.00

Highland Domestic Water Company... 10,000.00

Placentis Vater COMPANYesesssescsses LI, 000.00

Oceean Park Helghts Water Compenye... 97,C00.00

Tenlce Consumers Water Companyeesecees 291 500,00

Southern Celifornia Utilitles,Inc. 347, 000.00

Imperial TUtilities Corpcration.... 125 000.00

The consolidated balance sheet shows a reserve for accrued

depreciation of $1,2%34,876.55. It appears from the record that it is
possidble, and, as a matter of fact,quite provable that some of the

smount credited to the reserve for accrued depreciation offsets




charges to fixed cepital accounts. In any event, the record does
not show conclusively that the $l,239,876.55 was credited to the
reserve for accrued depreciation on account of charges to operating
expenses and actually represents earnings which have been reinvestoed
in the propérties of the constituent companiese.

The consolidated balance sheet shows a corporate surplus

unappropriated of $1,432,737.47. Exhibit No. S shows that of this

amount $434,940.22 represents earned surplué and $997,797.25 capital

surplus. The amounts that enter into the capital surpluszorigi-
neted through & revaluation of the properties, through the cancella-
tion of indebtedness, throughk the transfer of dcnatioms in aid of
construction and through the treansfer of assessments on stodk.

The Railroad Commission at a meeting held on Apfil 7,1922,
ordered that from and after July 1, 1922, the uniform clessizication
of accounts for water corporations effective Janwary 1, 1920, shall
be modified by adding thereto the following balance sheet accounts:—

28a. CONSUMERS®' ADVANCES FOR CONSTRUCTION.

To this account should be credited cash advanced
by consumers to cover the cost of extensions or for
other specific purposes, in cases where such amounts
are to de refunded in whole or in part. Separate subdb-
accounts should be maintained for each contridbution.

After the consumer has been refunded the entire
emount to which he is entitled under the agreement or
rule, the balance, if any, as shown dy the sub=account,
shall be transferrod to account 28b "Donations in Ald
of Construction™. ,

28b. DONAEIONSTIN AID OF CONSTRUCTION.

To this account shall be credited cash or other
property donated by municipalities, individuals or
others where there is no agreement for refund in whole
or in Parto

If the donation is made in any form other than
cash the amount to be credited to this account and
concurrently debited to epyropriate fixed capital ac-
count, shell be 1is money value, estimated if not
Xnown, at date acquired.




Separate sub-accounts shall be maintained for
each donation which shall give particulars as follows:

{a) Name of doror and amount received;
(b) Purpose or purposes for which donations
: were made. :

Note. Property donated and the cost of extensions
nede with funds received as donaticns shall be
charged to eppropriete fixed capltal accounts in
the seme manner as property acquired by purchase or
extensions conctructed with the utility's own funds.

It seems to us that in view of the Commission’s order
it 1s not proper to transfer donations in aid of construction
to corporate surplus unappropriated. Neither do we believe
that there should be included in such account credits arising
from a revaluation of a company's propertles, or assessmentis
on stccke

The $997,797.25 reported as capitel surplus includes
$260,894.07, donations inm aid of comstruction; $461;518.30
arising from a revaluation of assets; and $275;384.88 from can-
cellation of indebtedness and miscellaneous sources. The
$260,894.07 should, by the comnsolidated company, be reported
under donations in aid of construction and the $736,903.18 under
an account styled T™capital surplus©. Neither of the amounts
shell at any time be merged with eerned oz corporate surplus
vpappropriated. It may be that a detailed examination of
the accounts of the several companies will indicate that all or
a pert of the capital surplus should bde charged off. It in-
cludes, for instance, $277,500.00 which the Commissiom, in
Decision No. 16651, dated May 4, 1926, in Application No. 12587,

found was unsupported by the record in that proceeding.




It appears from the testimony of A.B.Maller, treasurer
of the constituent companies, that it has been the practice of
those in charge of the operation of the properties of such com-
penies, and is the practice now, to deposit the cash from the
operation of the préperties to the credit of the American States
Public Service Compeny, a Delaware corporation; that the bills of The
various companies are pald by checks drawn upon a bank account of
the American States Public Service Compeny; thet the American States
Public Service Company purchases the materials and supplies for
the constituent companies and carries on their constructfon worke
He testified that these practices were resorted to in order to
simplify accounting work, to reduce operating expenses and to
secure 2 better control over the operations of the various pro-
perties. Ee further testified that upon the organization of
the mew corporation, all of these practices would cease; that the
cash receipts would be deposited to the credit of the American
States Water Service Company of Californie; and that that company
would pay all the bills and do the conmstruction work, so far as
its properties are comcerned.

Mr. Muller further testified that though the originel én—
tries,relative to the construction and operation of these properties,
since their control has been acquired by the Americam States Public
Service Company, appeer in many instances upon the records of the
American States Public Service Company maintained at the Los Angeles

office;that such records would be preserved and would be at all times

availadle to the Cormission. In this conmection we désire to call

to the attention of the officers of the comstituent oompanies




and of the consolidated corporatlion,when organized, the Commission's
General Order No. 28. We expect the companies involved in this pro-
ceeding to preserve the recoxds covered by that general ordexr. The
order in this proceeding will provide that all the records of the
Americen States Water Service Company of California and 1ts predeces-
sor campanies, shall at all ?}mﬁs be kept in the State of California.
The Comaission is requested fto authorize the constituent
companies to enter into the aforementiomed consolidation agreement
and to further make its order authorizing the lssvance of capltal
stock of the American States Water Sexvice Company of Califormia
in the amount of $3,001,400.00 and the delivery of same in ex-
change for the aggregate capital stock of the comstituent com-
panies. As stated, the American States Water Service Company of
Califomia will not come into existence until the filing of the
agreement of counsolidation with the Secretary of State. The
company 1s not & party to this proceeding and we déubt that the
Commissicn can appropriately enter its order authorizing a cor—y
poration not yet formed and not a party to a proceeding to issue
capital atock. The issue of the stock will be authoxrized bdy
a supplemental order upon the receipt of a verified copy of the
agreement of consolidation; a3 filed with the Secretary of State.
We believe that the conqplidation of these properties is

in the public interest and that the agreement of comnsolidation

should be approved, subject to the provisions of the oxrder follow-
ing. It should be understood, however, that though the order
will authorize the execution of the agreement of consolidation,
the Commissioﬁ reserves the right, in the event any question

arises in comnection with any of the itenms in
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the consolidated balance sheet to consider the same de novo, and in

the seme menner and to the same extent as though the constituent com-

panies had not deen consolidated.

ORDER

Los Angeles and Subdbuxrdbon Tater Company, Orange County
water Company, Gardena Valley Weter Company, Peoples Water Company
of Palms, Highland Domestic Water Company, Ojal Domestic Water
Compexy, Placentia Water Company, Hardbor City Water Compeny,
Huntington Beach Water Company, Oak Park Tater Compeny, Ocean Park
Eeights Tater Company, Venice Consumcrshﬂater Company, Southern
Celifornie Ttilitles, Inc., Imperial Ttilities Corporeation,

Los Angeles Vater Service Company, Clarement Domestic Weter Com-
pany, Hollydais Water Company, La Eabra Domestic Weter Company,

Bell Water Compsny end Eaines Canyon Water Compary having asked
permission to enter into an agreement of comsolidation into a

new corporation to be formed under the name of American States

Tater Service Compony of Celiformis, and for an order authorizing
sald new corporation to issue $3,001,400.00 par value of its capitel
stock in exchange for & like amount of outstending stock of said
constituent cowpenies, a public hearing having been held before
Bxaminer Fankhauser, end the Commission being of the opinion.th&t
the consolidation of the constituent companies into e new corpora-
tion to be formed under the name of Americen States'Water sexrvice
Company of Celifornia is im the public interest; that upon the filing
o o verified copy of the agreement of consolidation with the Com=-
mission, 1t should authorize caid American States Water Service Com-

pany of Celifornia to issue $3,001,400.00 par velue of its common capi-




el S'WQK; et the NONeY, property or labor to be procured or
paid for by the issue of such stock, when authorized by the

Commission, is reasonadbly required by said Americam States Vater
Service Company of California for the purpose specified in said
order; and thet such purpose is not in whole or in part reason-

adly chargeahle to operating expenses or to incoeme, therefore,

IT IS HEREBY ORDERED as follows:~

l. I.os Angeles and Subu:c'ba.n Water COmpany, Orange
County Water mexpany, Gardens Valley Water Compmy, Peoples Water
Compaany of Pelms, HEighland Domestic Water Company, OJal Domestic
Tater Company, Placentia Water CCnmpany; Harbor City Water Company,
Huntington Beach Water Compan;y'; Qak Park Water Company, Ocean
Park Heights Water Company; Venice Conswmers Tater Company,
Southern California Utilities, Inc. , Inperial Ttilities Corpora-
fion; Los Angeles Water Service Company, Claremont Domestic Water
Company, Hollydale Water Compeny, Bell Water Compeny, Haines
Canyon Water Company and La E abra Domestic Water Company mey,
on or defore March 1, 1930, enter into tb.e agreement filed in this
proceeding as Exhibit No. 2 and theredy organize American States
Water Sexrvice Company of California, which agreement 1s heredy
approved, subject to the provisions of this orxder. "

2. I said American States Water Service Company of
California is organized; the Rallroad Commission will hereafter,
upon the filing of a copy of the said agreement of consolidation,
verified by' the Secretery of State of the State oI Can;’.‘omia,

meke its supplemental order herein, authorizing Americen States

Tater Service Company of Califoxnia to issue $3,001,400.,00 par
value of 1ts common capltal sto cke
3. If sald American States Water Service Compay of
California is organized, the Rallroad Commission will make such
11-




further supplemental orders as, in its opinlion, are necessary,
with reference to the filing of a general order No. 24 report;

and with reference %o accounting matters and the maintenance

and presexrvation of the records by said Amerlcer States Water

Service Compeany of Californie and the aforesaid counstituent
companies, including the records of Amexrican States Public
Service Company, referred %o 1n‘the foregoing opinion.

4. The authority herein granted will beccme offec—

tive on the date hereofe.

- ' o A
DATED at Sen Francises, California, this 28%“day

ot Socosnlin 5 19296
|

Commissioners.




