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.. '\.,; 'i\"" q Decision No. ,-'.,'~,) v • 

BEFOBE TEE RAILROAD COMMISSION OF TIn; STATE OF C.A.I.IFORNIA 

In the Matter of the Application or ) 
tos .ANGELES AJ.\1D SUB'O'RB..\N WATER COM:PANY, ) 
ORANGE COUNTY WATER COM!?J,\Nl', GABDENA ) 
VAJ,;!.Jff WA'rm COMP.Al\TY, PEOPLES Wl~TER ) 
COMP~-Y OF PA.LMS, :s:IGHI.Al'ID DOMESTIC ) 
~iA:'(:zR COMPANY', OJ'AI DOMESTIC WATER ) 
COMPANY, PI.A.CENTIA WATER COMP.li.NY, ) 
1:; ARBOR CITY WATER. COM?A.I.~, HONTINGTON ) 
BEACH WATER COMPANY, OAK P..A.RK WATER ) 
COMPANY, OCEAN P.A.EK :a:EIGHTS WATER ) 
COMP~"Y, VENICE CONSUMEl~ WATER COMPANY, ) 
SO uTl.':l:!!:RN CALIFORNIA UTILITIES, INC. ,. ) 
IMPERIAL UTILITIES CORPOR!~TION, LOS ) 
ANGELES W:A.TER SERVICE COMPANY, CLAREMONT } 
DOMESTIC WATER COY.P~~,HOLLYDALE WATER } 
COMPANY, LA. HABRA DOMliSTIC WATER COMPANY, ) 
tor approval ot ~ agreement of consoli- ) 
dation into a new corporation to b,e ) 
t'ormed under the name or "'American Ste.tes ) 
~eter Serv1ce Company or CaliforD1a~, ) 
and for an order author1zing se1d new ) 
corporation to issue $5,001.400.00 :par ) 
value or its capital stock 1n exchange ) 
for the amount 1n par value of the out- ') 
standing capital stock ot:· said cO%l.st1- ) 
tuent companies. ) 

Application No. 16054 

Paul Overton and W. C. KennedY', 
tor applicants. 

BY TEE COMMrSSION': 

OPINION 

The original petition 1n th1s application was tiled with 

t:o.e Commiss1on on October 30, J.929. On December 2, 1929~ there 

was f1led a petition to ~e~d the application so as to include the 

Bell Water CompanY' and Rain/,'S Canyon Water Company'. It appears that 

subsequent to the til1ng of the o~1g1nal petition American States 

Public Service Company, a Delaware corporation. who is the sole owner 

or controls throuSh wholly pwned subsidiaries the entire outstanding 
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'. 
capitel stock ot the companies mentioned in such petition, 

with the exception ot directors' qualifYing shares, acquired 

allot the outstanding stock or Bell Water Company and Raines 

Canyon Water Company. We will perm1t this application 

to be ~ended so as to include Bell Water Compan7 and Haines 

Canyon Water Company. 

All of the applicants herein are Calito~ia corpora-

tions, except that the l:mer1can S~cates Water Service Company ot 
California, herein sometimes referred to as the consolidated 

corporat1on~ has not yet been orgatlized, but it is proposed to 

organize the same under the laws ot this state. Applicant, ocrpo­

rat1ons~ herein sometimes referred to as the constituent compan­

ies, are engaged 1n the business ot supplYing water tor domestic, 

irrigation, commercial and industrial purposes in various communi­

ties in the State ot California. They are now desirous or er­
tecting a consolidation into a new corporation under the provi­

sions ot Section 36l-b or the Civil Cod'S ot Celi1'onne.. In view 

or the tact that Section 361-b ot the Civil Code of the State of 

Cali1'ornia provides that upon the tiling ot an agreement ot con­

solidation W1t~ the Secretary of State, the constituent canpanies 

shaU ipso !'acto be consolidated in'to a new corporation, and that 

said constituent companies shall thereupon cease to ex1st.it i5 telt 

that :I. t is necessary that this Commission make and enter its order 

approving the cons<t11dation agreement.tiled in this pro ceeding 8.S 

EXhibit No.2, prior to the ti11ng ot such agreement with the Seore­

tary or State. 

The agreement or consolidation recites that the con­

stituent companies are consolidated into a Single corporation under 

the name or knerican Sta tas We. ter Servi'ce Company or Call1'orma. 

This corporation is to have an author1ze~ stoCk 1ssu~ o~ $10,000,000, 

divided into 100,000 shares ot a par value of $100.00 each. Its 
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principal otfice tor the transaction ot its business will be located 
.. 

in the County ot Los Angeles. The $3,0'01,400.00 :par value of common 

capital stock, the issue ot which the Commission is asked to authorize, 

will be iss1led to the Americen Stat'es Public Service Company, 

($3,000,900.00) and to five direotors of the company ($500.00). The 

agreement ot consolidation also reoites that in oonsideration of the 

payment ot $1.00 to each or the constituent cO!llpanies, each otsaid 

constituent companies grants, bargains, sells, conveys, assigns and 

delivers to the consolidated corporation allot its properties both 

real, personal and mixed, and 0.11 1'l-l:lD.chises, rights, }riv11es~s end 

assets ot all and every kind and. desc~iption owned ~r held by each 

ot said constituent companies, with the s~e force and effect as if 

each of s~id constituent companies had executed and delivered to the 

consolidated corporation a grant deed and/or e. bill or sale specifi­

cally de~cribing such property, and each and every paroel or i tam 

thereof, it beinS the intent and purpose of the agreement, and the 

effect or such consolidation that the consolidated corporation shall 

succeed, without any other transfer, to all the rights, property, 

franohises ~d assets or any and every description whatsoever of each 

of tlle constituent oompanies and tbat said consolidated eo:-poration 

shall be subject to all the debts, liab11ities and duties of each 

or the constituent companies in the s~e manner as if the consolidated 

corpo~ation had itselt inourred then. The agreement of consoli~ 

dation further recites that an7 action or proceeding pend1ng by o~ 

~gainst any of said constituent companies 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 turther prOVides that a certified cOPY'ot the order or' the Co~s­

sion approv1ns the agreement shall be attaohed to the original agree­

ment and tiled with the Secretary or State of the State ,ot Californ1a. 
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It is ot reoord in 'this ~roceed1ng that if the con­

stituent companies had been oonsolidated as or September 30, 1~29, 

the consolidated corporation would have had assets and liabilities 

as tOllows:-

ASSETS: 
Fixed capital. • • • • • • • • • • • • • • $6,468,227.52 
Cash and deposits: 

Cash ••••••••• .•••••••• 
Speoial deposits • • • • • • • • • • • 

Notes reoeivable • • • • • • • • • • • • • 
Aocounts receivable: 

Acoounts With system corporations •• 
Due trom consumers and agents • • • • • 
Mlseellaneous accounts receivable • • • • 

Inve s tmen ts : 
Secur1 ties ot: other cor:POrat1ons ., 
Miscellaneous investments • • • • • • 

Materials 3nd supplies • • • • • • • • • • • 
Prepaid expenses: 

44, 298.8S 
6,582.28 

645.54 

154,279.37 
94,306.68 

7,643.58 

16,308.87 
34,806.32 

Prepaid taxes • • • • • • • • • • • • • 78.58 
Prepaid insurance • • • • • • • • • • • • 2,802.79 
Other prepayments • • • • • • • • • • • _ 381.87 

Other suspense. • • • • • • • • • • • • •• 24,979.66 
Construction work in progress. • • • • •• '234,190.49 

Total assets ... a ...... $7 089,¥!.$!' 
LIABILITIES : 

Capital stock. • • • • • • • • • • • • • • $3,001,365.00 
Notes payable •••••••• '. • • • • • • 33,500.00 
Accounts payable: 

Accounts with system corporations. • •• l, 030, 043.80 
.Aud.1ted vouchers and wages unpaid • • • 78, 262.1.7 
Consumers de~osits • • .. • .. • .. • • .. 40,594.50 
Miscellaneous accounts payable.. .. .. • 14,782.99 

Taxes accrued .. • • • .. .. .. .. .. • .. • • • • 12,795.31 
Service billed in advance .. • • • • .. • .. l,02l.60 
Consumers advances tor construction. • .. 187,625.52 
Donations 1n aid of construction.. • • • • 8,19~.49 
Reserve for accrued deprecia.tion • ... 1,234,876.,55 
Other reserve~ • • • • .. • • .. • • .. • • • 6,259.69 
Co~orate surplus unappropriated. • • .... 1,432,737.47 
Surplus • • .. • .. • • .. .. .. • .. • .. .. .. .. .. 6,777.58 
Due minority stockholders • • • • • .. .. • 598.36 

Total 1iab11ities •• i?Oe9,532.43 

The test~ony shows that the $6,468,227.52 reported as 

being oharged to t1xed oap1ta.l does not necessarily represent the 

original cost o~ the properties to be consolidated into the American 

Ste.tes Water Serv1ce Company of California. As eo matter of tact, 

the record indicates that th1s amount 1ncludes appraisal figures or 



some of the properties involved in this consolidation. 

~he $3,001,400.00 ot stock which the ~er1ean State8 

Water Sorvi ee Company or Calirornia asks perm1sSion to issue 

is eq,u1valent to the amount ot stock which the con:st1 tuell.t com­

panies now have outstanding, exclusive ot inter company holdings. 

Approxime.tely 87 percent ot the OU t:»tand1ng $t,ock was issued 

under orders ot the Railroad Commission. The remaining 13 per 

cent of stock is milch less than the investment 1ll the :propart1ea 

or the companies which issued the said 13 per-cent ot stock .. 

It will be observed that the balance sheet show8~accoants 

payable to system corporations in the amount ot $1,030,04~.80. Ot 

this'amount $1,010,500.00 is due to tne Amer1can States Public Ser­

vice Comp~ and $19,543.80 to the South Coast GasCompa~. The 

$1,010,500.00 is said to represent advances made by the Amer1c8n 

Ste. tes Public Servi ce Company to several ot 1 ts subs16,i.aries to 

enable those subsidiaries to retire band issues wh1chmere outs~d­

ing at the time the American States Publ1c Service ~ompany acqu1red 

1 ts stock interest therein and conSisted ot 1:b..e tollow1ng:-

G'ardena Valley Water CompaXlY ••••••• $125)OOO~00 
Highland Domestic Water Company... 10,000.00 
Placent1a Water Company.............. 15,000.00 
Ocean Park Heights Water Companr.... 97,COO~OO 
Venice Consumers Water Company •••••• 291,500.00 
Southern Calitorma Uti11t1es,Inc. 347,000.00 
Imper1al Utilities Corporation.... 125,000.00 

The consolidated balance sheet shows a reserve tor accrued 

depreciation of $1,234,876.55. It appears tram the record that it 1.s 

pOSSible, and, as a matter ot tact, quite probable that some ot the 

~ount credited to the reserve tor accrued depreciation ot:tsets 
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charges to fixed capital accounts. In any event, the record does 

not show conclusively that the $1,2'34,876.55 was credited to the 

reserve tor accrued depreciation on account ot charges to operating 

expenses and actually represents earnings which have been reinvested 

in the llt'Opcrt'1es of the cousti tuent companies. 

The consolidated balance sheet shows a corporate surplus 

unappropriated or $1~432,737.47. Exhibit No.5 shows that of this 

~ount $434,940.22 represents earned surplus and $997,797.25 capital 

surplus. The amounts that enter illto the capital surplus orig1-

nated through a revaluation of the prop! r'ties, through the cancella­

tion or indebtedness, through the transfer of dc·natiolls in aid of 

construction and through the transfer of assess:rnents on stock. 

The Railroad COmmission at a meeting held on April 7,1922, 

ordered that from and atter July 1, 1922, the un!tor.m claos1t1cat1on 

of accounts for water corporations ettect1ve J::1::lUary 1, 1920, shall 

be modified by add1ng thereto the folloWing balance sheet accounts:-

288.. CONSUMERS' ADVANCES FOR CONSTRUCTION. 

To this account should be credited cash ~dvanced 
by consumers to cover the cost of extens10ns or for 
other spec1ric purposes, in cases where such amounts 
are to be refunded 1n Whole or in part. Separate sub­
accounts should be maintained for each contribution • 

• \fter the co~sumer has been refunded th& entire 
~ount to which he 1s entitled under the agreement or 
rule, the balance, if any, as shown by the sub-account, 
sbAll be transferred. to account 28b "Do:l.ations in Aid 
of Construct1onft • 

28b. DONATIONS m aID OF CONSTRUCTION. 

To this account shall be cred1te' oash or other 
proper.ty donated by municipalities, individuals or 
others where there is no agreement for re~~ in whole 
or in part. 

If the donation is made in ~ny torm other than 
cash the ~ount to be credited to this account and 
eoncurre~tly debited to appropriate ~1xed capital ac­
count, shall be i'cs money value, estimated if not 
known, at date acqUlred. 
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Separate sub-accounts shall be maintained for 
each donation which shall give particulars as follows: 

(a) Name of donor and ~ount received; 
(b) Purpose o~ purposes for which donati~n8 

were made. 

Note. Property donated and the cost or extensions 
mAde with funds received as donations Shall be 
charged to appropriate fixed capital accounts in 
the same manner as property acquired by purchase or 
extensions conctructed With the utility'S own tunds. 

It seems to us that in view of the Commission's order 

it is not proper to transfer donations in aid ot 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 properties, or assessments 

on steck. 

The $997,797.25 reported as capital surplus includes 

$260,894.07, donations in aid of construction; $461,518.30 

arising from a revaluation ot assets; and $275,384.88 trom can­

cellation of indebtedness and miscellaneous sources. The 

$260,894.07 shoul.d, by the consolidated ccmpan:y", be reported 

under donations in aid ot construction and the $736,903.18 under 

an account styled fteapital surplusw• Neither ot the amounts 

shall at any time be merged with earned oz cOI'pol"8.te surplus 

unappropriated. It may be that a detailed c~inat1on ot 

the a.ccounts or the several companies will indicate that all or 

a part or the capital surplus should be charged orr. It 1n-

eludes, tor instance, $277,500.00 which the Commission, 1n 

Decision No. 16651, dated May 4, 1926, in App11Qat1on No. 12587, 

tound was unsu~ported by the record in that ~roceeding. 
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It appears trom the testimony of A.B.Mn11er, trea~er 

ot the constituent companies, that 1t has been the practice of 

those in charge of the operation of the properties or suc h com­

panies, and is the practice now, to deposit the caSh from the 

operation ot the properties to the credit ot the American States 

Public Service Company, a Delaware corporation; that the bills or the 

various companies are paid by ~ecks drawn upon a bank account or 
the AmerIcan States Public Service Company; that the American States 

Publi0 Service CompaIlY purchases the materials and supplies tor, 

the constituent c~an1es and carries on their construction work. 

He testified that these practices were 'resorted to in order to 

simplit1 accounting work, to reduce operating e~nse8 and to 

secure a better control over the operations ot the various pro-

perties. He further testified that upon the organization or 

the new corporation, all or these practioes would cease; that the 

cash receipts would be deposited to the credit of the American 

States Water Service Company ot California; and that that companY' 

would pay all the bills and do the construct1on work, so tar as 

its properties are concerned. 

Mr. MUller further testified that thOugh the original en-

tries~relative to the construction and operation ot these properties, 

since their control has been aoqu1red by the American States Public 

Service Company, appear in many instances upon the records of the 

American States Public Service Company maintained at the Los Angeles 

oftice/;that such records would be preserved and would be at all tilnes 

available to the Commission. In this connection we desire to call 

to the attention of the ofricers or the constituent oompanies 



and ot the consolidated corporc.t-lon., when organized, the Commission's 

General 6)rder No. 28. We expect the companies involved in this pro­

ceeding to preserve the records covered by that general order. The 

order in this proceeding Will provide that all the records or the 

Amer:lcan Stato:s Water Service Company or California and ita predecea­

sor c~pan1es, shall at all times be kept in the State ot California. 

The Comm1ss1on is requested to author1ze,the constituent 

companies to enter into the aforement10ned consolidation agreement 

and to further make its order authorizing the issuance ot oapital 

stock or the American States Water Service Company or Calitorn1a 

1n the amoun'~ ot $3,001,400.00 and the delivery' or same in ex­

change for the aggregate capital stock of the constituent oom­

panies. As stated, the American States Water Service Compa~ ot 

C~1romia Will not come into eXistence untU the tiling ot the 

agreement of consolidation With the Secretary 01" State. The 

company is not a party to this proceeding and we doubt that the 

Commission can appropriately enter its order authorizing a cor­

poration not yet tormed and no~ a party to a proceeding to issue 

capi tal ,cttock. The issue of the stock will be authorized by 

a supplemsntal order upon the receipt 01" a verified copy or the 

agreement of consolidation, as tiled with the Secretary of State. 

We believe that the consolida.tion ot these properties 1 • 
• 

in the public interest and that the· agreement of consolidation 

should be approved, subject to the prov1s10ns ot tho order follow­

ing. It should be understood, however, that though the order 

will authorize the execution ot the agreement of consolidation, 

the Commission reserves the right, in the event any question 

arises in connection with any of the items in 
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the consolidated balance sheet to consid.or tlle same de novo, and in 

tho same manner and. to the Sel1!e extent as thou.gh the constituent com­

panios had not been consolidated. 

ORDER 

Los Angeles ~d SUbu~ban ~ater Company, Orang~ County 

Water Company, Gardena Valley Water Co~pany, Peoples Water Company 

01' Palms, Highland Domestic rlater Compe:cy, Oje.i Domestic Water 

Compa:ay, Pla.ct~ntia Water CompeJlY) Harbor City Water Com.pany' J 

Huntington Beaoh Water Company, Oak F.~xk Water Comp~, Ocean park 

Heights Water c.ompany, Venice Cons-i.:.mers ~{ate:r Compen:r, Southern 

Californ1a Utilities, Inc., Imperial Utilities COJ:1;ol"ation, 

Los Angeles Vtatelr Service Company, Claremont Domestic Water Com.-

PaIlY, HollYdel~ Water Company, La E:abra Domestic Water Company, 

Bell Water CO!o.paDY' end Haines Canyon Water Com11any having asked 

permission to enter into an agreement 01' consolidation 1nto a 

new corporation to be tormed under the name of Americ~ states 

Water SerVice Coml)OJlY ot California, and tor an ord.er authoriz1ng 

said ner. corporation to issue $3,001,400.00 par value 01' its capital 

stock ill exchange tor a like amount or outs tand.ing stock of said 

const1 tuent cOLJ.panies, a pub11c hearing having been held before 

:E:xe.m.iner F~auser, and 'the Cox:mn.1ssion bO'ing of the opinion that 

the consolidation ot tile constituent companies into a new corpora-

tion to be ~o~ed under the name or American States Water SerVice 

compaDY ot California is :In the public interest; that upon the riling 

ot a veriried COp7 01' the agreement of oonsolidation with the Com­

miSSion, it should authorize said American states Water SerVice Com­

pany ot California to issue $3,001,400.00 par value ot its common oap1-
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tal stook; that the m.on~1, :pro~rty or labor to be- :prooured or 

ps,1d. 1:0"1: by the 115sue 01: suoh "took, when author1zed by the 

Comm1ss1on~ is reasonably requ1red by said American States Water 

Service Company or California for the purpose specified in said 

order; and thet such purpose is not in Whole or in part reason­

ably chargeable to o~erat~ expenses or to income, theretore, 

IT IS HEREBY ORDERED as tollows:-

l. Los Angeles and Suburban Water Comp~, Orange 

County Water Company, Gal'dena Vall.eY' Water Com.pany, Peoples Water 

Company of .. Palms, Highland. Domestic Wa.ter Company, Oja1 Domestic 
II 

l1ater CompanY', Placentia Water Cc,mpeny, Barbor-C1 ty Water CompaD.T1' 

Huntington Beach Water CompaD11' Oak ~k Water Comp~, Ooean 

Park Heights Vlater Company, Venice Constmlers Water CO:atpe.lll'", 

Southern California Utilities, Inc.1' Imperial. Utilities Corpo:ra.­

ti0111' I.osAngeles iVater Service Company, Claremont Domestio Water 

Company1' Rol1ydale Water Company. Bell Water C~:r1' Ha1ne& 

Canyon "ila ter Company and La K abra Domes tic We. t er Comp8.llY" may J 
. ~., .. :, 

on or betore Y~rch 1, 1930, enter into the agreement tiled in this 
-'. . ~""t /~.,.:.:' 

proceeding as EXhibit No. 2 and thereby organize; Amer1~ States 

WatElr Service Company ot California, wh1eh agreement is herebY' 

approved, subject to the provisions ot this order. 

2. If said American States Wat~)r Service Compe.Il7 ot 
California is organized, the Railroad Commi:~ion will herea~er, 

upon the tiling ot a copy ot the said asreement ot consolidation, 

veritied by the Secretary o~ State ot the State ot Cal1torn1a, 

make its supplemental order herein, author1zing American States 

Water Service Company or Cal1fo~1a to issue $3,00l1'400.00 par 

value ot 1 ts common cap i tal sto cit. 

3. !t sa1d American States Water Service Compsny ot 
California is organized. the Railroad Commiss1on will make such 
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further supplementa.l orders as, in its opin1on, are necesS8.l7'" 

with reference to the tiling of: a general order No'. 24 report; 

and With reference to accounting matters and the maintenance 

and preservation ot the records by sald Amerioa~ States Water 

Senioe Company or Calitornia and the aforesaid constituent 

companies, including the records of American States Pub11~ 

Servi ee COmpany', reterred to in the foregoing opinion. 

4. The authority herein granted will become ettec­

t1ve o~ tho date hereof. 

DATED at san Francisco. Cal.itorn1e.', th1's .2tAt~ 
. ot &cq.&u-ltL ' 1929. 

( 


