ZEFORE TEE RAILROAD COMMISSION OF THE STATZ OF CALIFORNIA.

Iz the metter of the spplication of j
Jemes A. Murray and Ed Fletcher, for U
an order authorizing them to @oll

and of the Cuyamaca Water company, 8 Applica‘tion\ Xo. 1130
corporation, aunthorizing it to duy
a8 coxtein water system in San Diego
County, and of said company to issue
stocks and bonds in payment therefor.

'ON MOjS{eL}

P z. -0‘-?- - 7

Ae Ho Sweet for applicent.

Hoines & Haines for Feairmount Water Company.
D. G. Gordon for certain protestants.

L. L. Boone for Lz Mess Development Company.
T. Ba Cosgrovo for C:Lty of Sa.n Diego.

ESELEMAN AND THELEN, Commicsioners.
OPIXNTI 0 N.

The applicants, Murrsy ar.d Fletcher, own a water
system in the County of Sem Diego and conduct 1t under the name
of the Cuysmacs Water Company. On the 15th day of August, 1913,
-1 oompany was organized by Murray and Fletcher mown as the Cuya~
meca weter 'Compaw‘. It is now de3ired by these individua.l owners
to sell all of' taeir property to this corporation andé ‘co take in ex-
change 't:here for the capital st ock of the Cuma.oa Water Compa.ny
of $600,000 a.nd. six pexr coxt twenty-year ‘oonds in the sum of-
$900,000, the stock and bonds prayed for to be issued nve-sixths
to James A. Murray and one-sixth to Ea F.I.e'tcher in proportion to
‘their respective ownexrships.

Judge Eaines, eppearing for Fairmonnt Wa.‘tor compm;
desires thet the oxder contain a cla:a..,e to the ef:f’ect that 't:he
amount of securities authorized chall not be taken before this
Commission or any other public aunthority sas reprosenting for rate

fixing purposes the actusl value of the property.
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Ee also desires the insertion of a clause %o thé ef—
fect that the corporation takes the p*operty subject to all exist-
ing valld burdens end obligations.

.'J’udge Haines protests asgainst the Lissue of sny 'bonds,

first, because of possidle conflict with the rights of present
contract holders, and, second, because in his opinion, th‘e\ dond~-
ing capacity of the system should be reserved for subsequent ex-
tensions a.ncl improvements.
Mr. L. L. Boone, representing La Mesa Development
Company, desires the insertion of & clause in the oxder to the
effoct that the corporation tekes the property subject to 811
ountatanding obligations particularly the obli.ga-tions whick
James A. Mmay;a.ssumed. when he accepted the deed from the San
Diego Flume comﬁem;y. ‘
| Mr. Gordon, reprecenting protestants, obJects to
eny transfer whatéoover, on the ground that Murray and Fletcher
have not complé;’ed wifh this Commiésion's, order in Applicstion
Fo. 1184 XHe iz;siéts that 0o steps have ﬁeen taken to increase
the availsble supply of weter, ac ordered by the Commission, %o
;vhich cléim mefchor a.nswei-s that the available supply hes ”been
increaéed by tﬁe Cigging of wells. Mr. Gordon a;.a_o insist's\thst
the Commission's order 1s being vioclated irn that additional
consSTUMers are being taken on. These consumers are in par‘c do-
meé‘tic consumers west of La MNese and in part ‘consumers 'fof_ 3o
mestic and irrigation purposes in two tracts lngovm as El _cdjon. )
Aﬁr;s and Murray Hill, ﬁhich 'bz'ga.cts are owmd by Mur:ay and F;l.g't-
cker and are now being placed upon the market. Fl_etcher répliesv
' thet under the order, he and Murray were guthorized to take on
sdéitional comsmmers for domestic purposes and ’chs.'t: Mi::rray bwns
four or five inches of water attached to the trsol known as El
Cajon Acres, =nd that Murra.y and Fletcher have ta.e r.tght to so:!.:!. ,

water to people who may p'urchase 1o1:s in this tract.
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Mr. Gordon also particularly objeocts to the transfer
on the ground that the proposed deed does not contain the so-
ce_xlled. EJ.lMo:gt:e puxping plant, which pumping plant was the melin
gource of water for this 3ystem at dry periods durizg 2t leact
six or segen years. Gordon and Eaines object to the segregation

oL this pumping p-:_l.ant from the genexal water systenm.

The evidence ¢learly shows that this plant ‘was'orisi-
nally owne_d by thé Sé.n Diego Flume Company snd that, for quite a
numbexr oL yeaxs it has been a part of tkis s;ff;tem, although
it wes not decded to Murray watil after he bonghf the remaining =
pﬁrtions of the system. |

There is no question ir owr minds that the transfer

©0 the corporation should be permitted. Only one of the pro-
testirg paxrties objects to this, but we do/\ not believe the
grounds stated are good. We,do‘ not, however,' believe that the
teres of the transfer are propei'. These two applicaatsl,,' Murray
and Fletcher, own the entire proverty, and if the property is
transforred to a corporation and the se same mon vheld all the
stock of tais corporation they would have the Ssme substentisl
owmership, regardless of the amount of stock. It ic desired,
however. o isme the meximum that coul& be issued wnder any
circunmstances, both of stocks and "oon&s, and to impose upon
this system immediately an ennual interest charge of $54 000.

To be sure as. 1ong &2 those bonds are in the hands of the owners
to whom it iz desired to have them issued the interest payment
might be deferred. IBut the fa.ct remad.ns that ﬂ.f the Commiaaion
shonld grant the prayer of the spplicants we would. have & u.’cility
corporation starting ouwt with a legal obligation beyond 1ts

ability successfully 1o carxry.




In any event, these applicanta 80 long a2 they sre owners
can only secure the surplus earnings of this company. Thic is.
true whethoer they are owners in their individusl right or as stock~
holders of a corporation. ThereZore, it can do these individusls
no good to have an excessive amount of stocks and bonds isemed wn~
less they desire to sell suckz stocks and bonds to the public and
th_is' alone is & very good reason for preventing such issue.

¥r. P. E. Harroun, for the applicants, finds the reprodugs

tion cost of this property to be $1,252,130 and the present value

to be i$809,022. This Commission of course, does not go imto the:
questién of value in applications for the issume o7 stocks and bo:‘Lda‘
with as mch'care a8 when rates are involved, but we do mtis:y
ourselves that there are property values sufficient to Justify axd
make asfe the securities. |

Assuming Mr. Harroun's prescnt value +0 be correct, ,
the ‘par value of the outstanding stocks and bonds applied to be
isgued will be mmech in excess of the value of the property. In-
tangibles however are 'argeci:to bring the value of the property up
to §1,500,000. |

It Is impossidle for us to see¢ Why any one owning s
piece of pfopefty outright should desire to give him:;elf 2 note
and secure it by & mortgage on his property, yet this iz exactly
what the applicante here desire to do. They desire to go out
and Dorrow money oz this property, and put the momey or the evi-
dence of it fnto their pockets. There is mothing wrong with
suck procedure but it certainly Zs & oolish tranesction, unless
thoy expect to take the evidence o:f' indevtodnoss and sell it to
third parties at more than it is wortk. - In only ome sitnapion
do we see where euch & procedure could bé of adva.ﬁta.go t0 the ap~
plicants, and that is in a case vhere mozﬁey was peedod for-other
cnterprises and it was desired to borrow from this perticular

enterprise, and toke the money realized therofrom end invest it
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in some other business. Thic reason has not ‘néen urged by the
applicants, but they nmerely state in juatifica.tion of the ayplice~
tion that they deosire to have iscued an amount equal to a fair
value 02 the property iz stocks and boumds.

Congiderable money has been expended by the applicants ,
gince they acouirea this system for purposes that might pro'oerly
be o¢alled oa.pi‘ta.l expenditures, and for which they would have been
prexmitted to bo:r:r.ov: noxey had they so desired. Some of theae
expenditures Which may properly be credited to capital account
might be funded iIn bonds, thexeby releasing the money 1nveeted
therein if the earning power of the company wei-o better.

The applicants state that they propose to apply to the
Commicsion for an increase in rates and thoreby increa.so_ their
earnings. At the time of the haa:rir.g of Applicat on No. 118,
thie Commiseion suggested that the e:ctension 0% the -zacilitiea
and the increasing of the supply of water under the control of
the apflica.nt wonld lergely augment its revemme. We still be~
lieve that this can be done. The question of higher rates can
be @etermined when an application is presente;d., and 1f found
Justified, of course, the higher rates will be imposed, dut if
not, they will not be permi’;tod.

Any timo within five years Lrom the time exponditures
axre made by & public utility proPorISr chargeable to capital account
these charges may be refunded by the igevance of bonds the:e:torl,
and hence the derisl of the application to issue bonds at the pre-
sent time need not necesaa.r;;‘.y be considered as final as far as
the capital expoxditures wi;ﬁhin +he Zive years are concerned, dut
at the‘ present time We &0 not believe any bonds should be issued

thereby imposing an added fixed ckarge. We believe that the

bonding capacity of this ocompany should be kept largely :f.’or‘
extensiorns that must inevitably be made, Iooking t0 the increase

of the supply and the ext:eneién of the facilities of the company.
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It seems to us that the suggestions made by Judge Haines
and by ¥r. Booho may be incorporated iz the order, although Mr.
Boone 's suggestion probably is a mere statement of what would re-
sult by operation of law in any event. ,

' It seoms to us that some of Mr. Gordon's proteste are
too critiesl. The question of the inclusion of the I Monte
Proping plant has given us considerable trouble. If; as a
nmatter of fact, this pumping plant is neceséa.ry to the safe and
successiul operation of the system it should nof have been
segregated from the property of the systenm, and had the Commission
hed Jurisdiction at the time of the allenation 0f this property
1% would not beve boon permitted if it Were then fomwnd to be
' necessary to the successful operation o2 the property. A
determination of this question may be left to & subsequent pro-
ceeding, and If it be Lomnd In smeh subsequent proceeding, after
investigation, that this plant is necessary to this eyétqm.'_q.
condition may be imposed requiring it to be transferred to the
comPAnY. We do not believe at the present time this one matter

ghould stand in the way of the disposal of the application.

We submit the following order:

James A. Murray and Ed Fletcher having applied to this
Cormigsion t0 sell and the Cuyamscs Water Company, & cbrporatidn,
baving applied to this Commission t0 purchase all of the property
owned by the said Murray and Fletcher and operated as the. Cuyamaca
Water Company, and a hearing having been held, gnd belng £ully
ai:prised in the premises,

| TEE COMMIUSION HEREBY FINDS 4AS A PACT that ;p'u'blic con-
venience and necessity will e served 'by the transfer of the PO~ -
perty herein dessrided to the Cuyamaca Water Company upon the terns
and conditions hereinafter set forth, and basing its order on the
foregoing finding of fact, | |

IT IS EEREBY ORDERED,




1. Permission is granted to James A. lMurray

ané E& Fletcher, doing business under the name of the
Cuyanaca ﬁhzer.Company, a co=-partnership, to sell, and
permission is given to tae Cuyamaca Water Conpany, &
corporation, to purchase all of the property owned by
sai¢ Morray and Fletcher and used in the operation of
the water system owned by the applicants, being all of
the propérty acquired by sald Murray and Fletcher on thé
1st day of Jume, 1910, theretofore owned by.the San
Diego Flume Company, together with all additions and
betterments made thereto to-ﬂhe?prespn;,daxé,‘wpich said
property is more particularly described in Exﬁibit wp»

of the application herein.

2. Cuyamaca Water Company is hereby autihorized
to issue and deliver to James A. Murray $500,000 par
value of stock, and to Ed Fletcher $100,000 par value

of stock in return for sail property herein authorized

to be purchased.

ALY of this order subject to the following c¢one-

ditionn:

1. The stock herein authorized to be 1ssued
sholl not be taken before this Commission or any
other pudblic authority as representing for rate fix-

ing purposes the actual value of the property.

2. Said property to be transferred and to be
taken by said corporstion subject to all existing
valid burdens and obligations.




3. Cuyansca Water Company shall report to this
Commission the date of the issue of the stock hexein anthorized
aﬁd shall file z certified copy of the deed of conveyance from
Murray and Fletcher.

The foregoiﬁg opinion and order are hereby approved
and ordered filed as the opinion and order of the Railroad

Commission of the State of California.

Dated at San Francisco, California, thiszﬁ&ﬂ(¢ay of
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June, l9l4.
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Conmicsioners.




