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Decision No. _'_'._o,t_' .. ~_ .. _<,~_;~_';_. 

BEFORE T".d:E RAIL.'qOJ.U) cm/~\n:SSION OF TEE ST.t1.TE OF CALI:S'ORNIA 

In the Matter of' the .. \pp11cation or ) 
TI'iZ S .. \l."{ JO SE ViA.TER ';'!Orucs, ) 

a corporatio~~ for: } 
(l) Or~er author1zing cale of certa1n ) 
public utility p~opert1es; and ) 
(2) Order uuthorizing said corporatio~ ) 
to discontinue publiC utility opera- ) 
t1ons; and the applicat1o~ of ) 

SAN ;0 SE V;.t\.TZR ',VORAS, ) 
a corpo::-ation, for: ) 
(1) Order ~uthorizing purchase of ) 
capital stock of 0. public utility ) Applice:t1on No. 17740 
corporat1~n; ) 
(2) Order authorizing purchase of ) 
certain ~ublic utility properties; ) 
(3) Order authorizing morteage or puolic ) 
utility properties; ) 
(4) Order authorizing issue and sale of ) 
bO:l.ds and So to cks • ) 

UcCutchon~ o~oy .. Ma.nnon and Greene .. 
by Jo.. CraW:Cord Greo:a.o s.no. Honry D. Coot~eOJ:l., 

for app11 cant s. 

OPINION 

In- this proceedi:l'lg, as emended at the hea:nng had 

November 10th, applicants, The San Jose Water Works, ani Son Jose 

Water Works, ask the Co~1ssion to enter its order; 

(l) A\lthor1z1ng San Jose tlo.ter Works, a new corporation, 

to acquire all of the out sto.nd,1:::::.g stock or The San Jose '!Tater 
Works, presently engaged in operating a public utility water 
system; 
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(2) Authoriz1.ng The San Jooe Wa:c er Works t 0 sel~ end 

transfer its business, properties, assets, rights and fran-
chises, to SOon Jose ~:later Works, and lluthoriz1ng said San 

Jose Water Works to o.c~u1re said buSiness, properties, a~sets, 

rights s..nd franchises or The San Jose Water \Vorks. 

(3) Author1ztng The San Jose W~ter Works to discontinue 

its public utility operations upon the transfer of its busi-
ness and properties to San Jose Water Works. 

(4) Authorizing San Jose Water Works to execute an~ de-

liver s.. ~ortgage or trust indenture, for the purpose of se-
cu= 1ng the paJ'Illent of its first mortgage 'bonds. 

(5) A:uthoriz:1Jlg San Jose 7Tater Works to issue and. sell e:tJ.d/ 

or delive= $3,000,000.00 of five and one halt percent 25-year 

first mortgage 'bonds, $1,000,00·0.00 par value o'f six and one 

halt percent cumulative p=cferred stock and ~1>000,000·.00 par 

value of common stock for the purpose of paying for the bus1-

ness, properties, assets, rights and franchises ot The Snn Jose 

Water Works. 
Applicant San Jose Water Works is ~ corporation duly organized 

and existing under the 1e.v/s of the Ste. te ot: California. It vas 

incorporated on October 24, 1931. It has an authorized stock issue 

or 05,000,000.00 divided 1nto 200,000 shares, ot which 100,000 shares 

are c~ulat1ve preferred stock and 100,000 shares are common stock. 

The ehares have c per value of $25.00 per share. The co~pany's 

present Articles of Incorporation, among other things, provide that 

the holders of the preferred shares shall 'be entitled to receive, 

when and as declared by the board of d1reetor~, out of the surplus 

or net profits of the co~oration, dividends at the rate per share 
per annum o~, but not exceeding, six percent(6%) of the par value 
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thereot, payable 1:1 cash q,uarterly on the first days ot: Marcll, June, 

September and December in each year. The d1vide~ds shall be ~-

lat1ve so th~t in case dividends at the rnte aforesaid shall not 

have been tully paid or declared and set aside !o= payment, the amount 

of the def1ciency (without interest) shall be fully paid, or divi-

dends in suCh amount declared and set apart for payment, before any 

moneys are used for the redemption of preferred shares and be!ore 
~y distribution,. by way ot dividends or otherwise, upon the common 

shares. 
The company reserves the right to rede~ the preferred stoc~ 

If it elects to redeem its preferred stock, the holders thereot: will 

receive 110 percent of the par value ot: the preferred shares and the 

aoc~ued and unpaid dividends ac~ulated thereon, whether or not 

earned or declared. 
In case of any voluntary dissolution, 1i~uidation or winding 

up of the corporation or distribution ot its assets, the holders ot 

the preferred shares shall be entitled to receive, whether trom 

eqrni:c.gs,. surplus or capital of the cOlPora t1on,. before any payment 

or distribution is ~ade to the holders of common shares, an amount 
eq,ual to 110 percent of the per value ot said preferred shares and 
the accrued and unpaid div1dends ac~ulated thereon, whether or not 

earned or declared. In the case of' any involuntary dissolution, 

liquidation or winding up of the corporation or d1stribution of the 
assets,. the holders of the pre~crred shares arc entitled to receive 
an :3.:n.ount e<lual. to the pe.r v~u.e or shares of said prererred. stock~ 

and. the accrued and unpaid dividends thereon" whether or not earned 

or declared, before any payments are made- to the holders ot: common 

stock. 
The articles of incorporation further provide that ~l shares 

ot the corporation, whether preferred or common, shall forever be 
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non-e.ssessa.ble and that ·~he directors shall ha.ve no power to levy 

assessments upon said shares or o.n::rot: the same. E~cll share 
o~ the corporation, whether preferred or common, shall ent1tle the 

holder thereof to the C~~e voting power in all respects as the holder 

0-: e:Jl'S' other share of any class of stock of the corpo:re.tion~ and no 

distinction shall. c::r..1st between the classes of stock as to voting 

::;>ower. No holder of chares of a...~y class of stock sb.al~ have :m:y 

preemptive or preferential rights 01' subscription or purChase with 

respect to any shares of ru::.y class of sto ek. Reference is here 
made to said articles of incorpora t10n for other terms and cond.i tions 

under which the company's stock is issued. 
The San Jose TIater Works is 0. corporation organized. and eXist-

ing under the laws of the State of Cal1forll1a. It vas incorporated 

on or about February 17~ 1916 under the name of San Jose Water~orks. 

Subsequently its name was c~.nged. to The San Jose Water Works by an 

amen~~ent of its Articles or Incorporation effective on the s~e date 

cos the incorporation of San Jooe ".'rater Works. The San Jose Water 
Works is sOOl.et1:lles hereinatter referred to as the old compaIlY, and 

the San Jose ~ater Works co the new canp~ny. 
The old compnny is engaged in the public utility water 

business in and in the vici~1ty of the City of Sc.n Jose and the towns 

of Los Gatos and sar~toga. 
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The assets and liabilities of the old company as of Sep-

te~ber 30, 1931 are reported in EXhibit "C~ as follows: 

ASSETS 

Fixed. cap i tal • • • • • .. • . • .. • .. • .. . • $ 
D'..1e ~rom aftiliu ted companies • .. .. .. .. .. 
Ca en 0:.:1 hand I! nd in "00. nks • .. • • .. .. .. .. .. .. 

5.091,498.23 
101~845~7e 

26,047.44 
811.55 

62,867.67 
3,200.00 

41,724.99 

Soec1al de'Coslts ........... • .......... • 
Accounts receivable ..................... • .. 
Notes receiva.ble ................ • • .. • .. 
Inventories .. .. .. .. • • .. .. .. • • .. .. .. .. .. .. 
Interest receivable .................. • • .. 
Prepaid taxes and insi.U"c.nce .. .. .. .. • .. • .. • 
Un~ortized debt discount and. expense • .. .. • 
~!1scelle.neous suspense .. .. .. .. .. .. .. .. .. .. .. . 

158.55 
4,414.20 
5,585.98 
1.840.80 

TOTAL ................... $ 5,340,015.19 

LIABILITIES 

30,000 e~ares commo~ stock .......... • • • 
First mortg~ge 5% gold bonds .. .. .. .. .. .. .. .. 
Due to aff1l1ated companies .. .. .. .. .. • .. .. 
Accounts po.ya 'ole .. .. .. .. .. .. .. .. .. .. .. .. .. .. 
Accrued bond interest .. .. .. .. • • .. .. • .. .. 
Accrued. interest on con~UI!lers de'po s1 ts .. • .. 
Accrued tax€ls • .. .. .. • • .. .. .. • .. .. • • • • 
Uiscellaneous acorued liabilities ........ 
Consumers,.-depos1 ts .. .. .. .. • • • .. • .. .. .. • .. 
Consumers extension deposits •• • •• • .. • 
Unamortized pre~~ on bonds • • • .. .. • • .. • 
Reserve for renewals and re"Olc.cene nts • • .. • 
Reserve for uncollectible p-cco~ts .. • • • 
Contributions for axtensions .. • • .. • • • .. 
Miscel1a~eous unadjusted credits .. • • • .. .. • 
Earned surplus since ac~u1sition • • ....... . 
Earned surplus prior to ac~u1s1t1on ... • .. . 
Cal'i tal surplus .. .. • • .. • .. .. • .. • • .. • • 

TO~ ••••••••••••• 

$ 3,000,000.00 
1,000,000.00 

1,.896.06 
10,376.11 
12,500.00 

722.39 
9,861.00 
Z,064:.26 
9,457.02 

68,.728.74 
4,577.67 

700,494.70 
6,756.77 
1,327.59 

3.00 
228,576.57 
194,20l.12 
87,972.lg 

$ 5,340,015.19 

For the twelve ~onthc ending December 31, 1929 and 1930 and 

for the t"ll'e lve mon the ending september 30, 1931 the old company 

reports i ts oper~ ting revenue, operating expenses, nonoperating 

revenue and gross corpore.te income, that is, the amount ava11able 

for the pa~ent of bond 1nterest, amortization of debt discount 
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c.nd expense, d.ividends mld for the accumulc.tion of surplus, as 

follows: 

: '1'We1ve :nonths end 
: Dec.3 , 929 :Dee. 31. 1930:sent.30,193 
· · Operating revenue •••••••••• :$687.8?8.50 

· · :$702;1055.68 
· · 

· · :$741~197.5S 
· · Operating expenses lnclud- : 

1Ilg taxe s and d. epre c1 0. t i on :~3:oo? 2;;.;t~6:-:0:-::8~.-::o5-=3 __ : ~3;;.::3:':ii1~,~5~43~.1~6~_:~3-:::34~! 2~9~3';-• ..,.9~8_ 
::r;~15.,269.97 :~370,S12.62 :;406,90~.55 

Nonopera tins re venuo ••••••• :_....;...7 ." 7.;..4;.,5;;.,;.;.,;;6;.,;;9_..;.:_-.;.;;.2 .1.,5;;;."4;.,.7...,;.;,.;6_9_..;.: __ 1-....,, 5.;.,,0_0_ • ...,7...,;0_ · . . 
Gross co~orate 1nco~e ••••• :i323,015.66 :*373,060.21 :$408,464.25 

During the years 1927, 1928, lS29 and 1930 the old company 

has paid dividends on its outstanding common capital stock at the 

The rate15 now che::r-eed by San J"ooe '.'lo.ter Works were 1"1xed by 

Deo1sion No. ~42~3 ~atod October 28, 1924 in A~p1ication No. 9579 

(Vol. 25 C.R.C. 50?). In testing the rates of the com~any then in 
e:!'tect the Commission recognized a tentative rate or ;~3,134,395.00 
made up as follows: 

ApprOXimate actual cost of lands, rights of \vay ani 
water rights as or December 31, 19l3 ••••••••••••• ~~ 200;000.00(1) 

Net 3ddit1ons, actual cost, December 31,1913 to De-
cember 31, 1923 ••••••••••••••••••••••••••••••••• ll9,404.00 

Physical properties as of December 31, 1923 •••••••• 2,814,991.00 
Tentative rate base December 31,1923 $3,134,390.00 

(1) Decis10n No. 1534 dated May 22,1914 in Case NO.476,Vol.4,Opin-
ions and Orders of the RoUroo.d Commission of California,page 
1101. 

In ease No. 475 the Commission thought that ~~200,OOO.OO· 

represented a liberal allowance for the original cost to the com-

pany of all lands and water rights and by a substitutional method 

round their value to be $307,329.00 as of December 31, 19~5. The 

cost of the p~ys1cal properties, as shown above, is based on an ap-

pr~1sal by the engineering de~artment of the Comm1ssion. Referring 
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to the above rate b~se, the Co~iss10n in Decis10n No. 14213 

says ~The rate base used abOve ($3,134,395.00) has been predicated 

throughout upon the orieinal cost to the company and represents, 

therefore, the extre~e minimum value for rate making pu~oses under 

present price conditions of the property of this company devoted to 

public use. The substitution of any of the other appreisements 

submitted in this case, which have been e.nd. must be given their 

proper consideration Will-result in reducing the rete of return below 

2.94: percent. The Commiszion concluded in its decision that 

the company was entitled to a rate increase. In the rete case the 

Co:nmiss1on had beforo 1 t 'cwo appra1scments of the company's lands 

and rights or way_ One vms prepared by Messrs. Atkinson and Angel, 
employed by the compaDY, the other by Messrs. McA.uliffe and Robbins, 

assistant engineers for the Commiss1.on. The former appraised the 

company's lands and rights of way as of December 31, 19,23· at 

~651,389.00; the latter at $533,836.00, a difference of ~117~553.00. 

The Commission in the deCision did not make a definite finding as to 

the value of the compa~y's lands ~nd rights of way. The Commis-

sion in the rate case also had before 1t the testimony or F. C. Hor-

mann, a consul ti::lg engineer, employed by the oompany, who 50 testimony 

was to the effect that the present m~rket value of the company's 

~ater rights and riparian rights, excl~sive of rights to underground 

waters, was &t least $240,000.00. No definite finding of a value 

for the company's water rights and riparian rights was made by the 
Cororniss1on. 

In tl:e pro ceeding now before u.s, F _ C. Hermann reaff"irmed 
his ~orreer testimony. ~;!. I.. Atkinson testified. that in his opinion 
tho lands and rights of \~y of the e~pany could at present be sold 

for $792,155.44. This exceeds by '1~140, 787.00 the va.lue submitted 
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by h~ in the rate case. or the increase !u:72.541.00 is due to the 

purchase of lands since Decemb~r 31, 1923 and $68,246.00 to the in-

crease in the val~e ot lands owned in 19~. 

In Exhibit No.3 the comp~y shows the fol10w~: 

Tentative rate base December 31,1923 •••••••• $3,134,395.00 
Net cost of additions 1924. •• ••••• :397,558.78 

1925........ 310>894.29 
1926........ 365,559.52 
1927........ 252,409.46 
1928........ 250,428.43 
1929........ 175,423.28 
1930........ 101,284.61 
1931-9 mos. 108,403.08 

70T.AI. •••••• $o,097,3~6.S5 
LESS depreciation reserve..... 700,494.70 

NET •••••••• :~4, Z9c,8~U.8S 
PLUS net current assets....... 120,570.40 

TOTAL ...... ::;;4,517,43-2.25 

In the above figures land and water ri~~ts are included at 

origitlal cost. It has been the practise of the Comm1scion tor a 

number ot years past to consider,in prooeedings involving the transfer 

01' properties and the issue of securities, land at its present value. 

I! the above tentative rate base were adjusted by excluding therefroc 

the original cost of land and. rights of way, and adding thereto 

Messrs. ~cJ~ulirre's and Robbins' appr~isal of $533,836.00, the 

~4,517~432.25 would become $4,845,524.25. We 'believe tha t the lands 

of the cOlpany, ow:led by it on December 31, 1923 hs.ve a present value 

at least equal to that~on December 31, 1923. A determination ot 

the issues of this proceeding does not req,u1re us to ms.ke a definite 

finding of the value or the old company's lands, rights o~ way, 

water rights and. riparian rights. 'iTe are not hereby t"ind,ing a 

value of $4,845,524.25 for the properties of The San Jose Water Works. 

7le o.re referring to tho. t figure only to show tho. t the amount or se-

curities which the new compo.ny desires to issue, is not exccs$1ve. 
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In t~is ~pplicat1on a~ or1e1ne11y filed the new company 

asked permission to 1~sue ·~3,OOO.000.OO ot five percent 25-year 

ot first :ortgage bonds, $1,000,000.00 par value of six percent 

cumulative preferred stock and $1,000,000.00 par value ot common 

stock. Because of changes in market condit1on$ the new company 

~t the hoo:-i::lg asked that it be ,er:c.itted to issue f~,v.:~ and one halt 

percent bonds ins teed of five percent bonds, ani six and one halt 

percent cumulative preferre~ stock instead ot six percent cumulative 

preferred stock. We have considered the request ot the new company 

and believe that it should be authorized to issue and sell at not 
less than ninety-five percent of their f~ce vc1ue and accrued in-

terest, *~,OOO,OOO.OO of five and one half percent first ~ortgage 

bonds, to issue and sell at not less than $23.25 per ~hare, 40,000 

shares (~l>OOO,OOO.OO par value) ot six percent cu~ulative preferred 

stock and to issue and sell at pal:' 10,000 shares (:;:1,000,000.00 par 

value) of cammon stock. 

The refinancing of the San Jose W'ater Works properties 

on the basis in~icated will, assuming no change is ~ade in the div-

idend rate on the conmon stock, result in a s~ll decrease in the 

cost of money. 
~~ile the new company tiled a copy of its proposed trust 

indenture or mortgage to secure the peyment ot its bonds, it is 

0: record that a revised copy ~nl1 be filed. If it files a copy 

wh1~ we find to be in satisfactory tor.n, we Will by a supplemental 

order, authorize it to execute the same. 

ORDER 

A public heanng having been held on tb,ie application 

before Examiner Fankhauser, the Commission having cons1dered the 

evidence sub~1tted at ~uch hearing and being of the opinion that 

-9-



this ap:plication shoul<l be granted. to the extent indicated in this 
or~er) that the money, property or labor to be procured or paid tor 

by the issue 0'1: ~:3, 000,000.00 01' bonds, ~;1, 000,000.00 ot preferred: 

and $1,000,000.00 of corrmon ~tock by San Jose Water Works, is 
reasonably required by said company for the purposes herein state~, 

and too t the expend,1 tures for se.1d purpo ses ere not in whole or in 

part ~easonably chargeable to operet1ng expenses or to 1ncome,there-

tore, 

IT IS HEREBY O~ERED as follows: 

l. San Jose Water '\1orks ma.y acq,uire on or before February 1, 

1932 fill 01' the pu tstanding stoc k ot: The San Jose TIe. tel' 

·~orks. 

2. 'I-he Sen Jose :Vater i'iorks may sell and transfer on or before-

February 1, 1932, its business, properties, assets, 

~i&~t$ ~nd rr~ch1ses, more p~t1cularly described in 

Exhibit ffD~ tiled in th1s proceed~, to San Jose Water 

t{orks, which. business, properties, aosets. r1ghts and 

franchises, enid San Jose nater works 1s hereby author-

1zed to acquire. 

3. Upon the acquisition of the bus1ness, pzopert1es, assets, 

r~shts and franch1ses of The San Jose Water Works by 
San Jose Water Works, said The San Jose Water Works may 

discontinue its public utility operations. 

4. San Jose Water Works may 1 ssuc and. sell at not less t'b:ln 

ninety-five pe~cent of their tace v~lue and accrued 

interest, en or before February 1) 19S2~·$3.000,OOO.OO 

ot rive and one half percent 25-year first mortgage 

vends, provided that none of said bonds may be issued 

a.nd sold until the COl1'.!llission ho.s authorized. sai~ San 
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Jose W~ter Works to execute a trust indenture or mort-

~age to secure the payment of said bonds, nor until said 

San Jose Water Works has paid tho tee prescribed by Sec-

tion 57 01' the Public Ut1l1ties Act. 

5. San Jose Water Works may issue and sell on or betore Febru-

ary 1, lS32, at not less than $23.25 per Share. 40,000 

shares ($1,000,000.00 par value) 01' s1x percent ~u

la ti ve preterred sto ok and at no t 1 ess than ~~25. 00 per 

share, 40,000 shares ($1,000,000.00 par value) or 

common stock. 

s. San Jose Water Works shall use the aforesaid bonds and stock 

or the proceeds realized fran the sale thereot, to pay tor 

the stock and/or- the bt'.s1ness, properties, assets, rights .. 
3.nd. :tranchises ot The San Jo se Water Works, described in 

Exb.ibi t ftD" tiled in th1 s p:roceed1ng, it being uIderstood 
.. 

that said bUSiness, properties, assets, rights and fran-

chises will be acquired subject to ell existing liabili-

ties, except1ng the $1,000,000.00 ot ou tstand1ng bonds ot 

The San Jose Water Works. 

7. San Jose Water W-orks shall. keep such record of the 1ssue,sale 

and delivery of the stocks and bonds herein authorized 

and of thel disposition of the proceeds as will onable 1t 

to file on or before the 25th day of each month a ver1fied 

report, as re~ired by the Railroad Comm1 sa ion's General 

Order No. 24, which order 1nsotar as applicable, is made 

a part or this order. 

8. That the c.uthor1ty here1n granted is subject to the condit1on that 

the cons1dere. tion whi ch San Jose .... !e.ter Works will pay for 

stock and/or bus1ness,properties,assets,r1ghts and.!ranchjaEa 
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01: The San Jose ~'fater Works shall not be urged before tbis 

Commission or ~y other public bod1~ as deter:i~1ng the 

value of said bus1ness, pro~rty. asseto, rishts and fr~n

ch1aes, for any pu=poce other th~ the tr~srer and issue 

of seeurities herein authorized. 

9. 'Ill thin thirty{ 30) days after o.c'luir1ng the Ilforcsa1ci 'bu siness~ 

?J:'opcrt1es, assets. rights and tr!l.nchises by Sen Jose Wat er 

Works, said San Jose Water Works shall file with t~e Com-

~ss1on a certified copy of the deed or other instrument 

under which it holds title to said bus1~ess, properties, 

assets, rights and franchises. 

10. Unless otherwise herein provid.ed, the euthorl ty herein granted 

,v111 'beco:e effective t\venty(20) de.ys after the date hereof. 

DA~D at s~ Francisco, California, t~is 

ber, 1931. 

) t ~ day ot Novem-

~~(QV~ 
it/4... 

. 
~~ 

~~~ 
~~ 

~ ;//:2'; &.~~) 

~ 
-12-


