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Decision Noe g,’, (; ;2’3'—

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFOENIA

To the Matter of the Application of

BLACK DIAMOND WATER COMPANY, & cor-

vorstion, and PITTSBURG WAIER COMPANY,

a corporation, for an order suthoriz-

ing the transfer of properties, the Application No. 4806.
execution of & mortgage and the issue

of bonds and stock. '

B. D. Marx Greene, for spplicants.

DEVLIK, Commissioner.

OPINIONXN

mhe Rellroed Commission is asked to make an order

authorizing:«

l.-Black Diemond Water Company to sell and Pittse-
burg Water Company to purchase ell of the pro-
perties of Bleck Digmond Tater Compenye.

2.=Pittsburg Water Compeny 1o execule & nortgage.

F.-Pittsburg Water Company to issue $34,000.00 of
stock and $63,000.00 of bonds to pay £or the
properties of Black Dismond Water Companye

4.~Pittsburg Water Company to issue $5,000.00 of
vonds or stock Ffor and ag working capital.

For a descriptiom of the properties of Black Diamond

Weter Compeny , the extent and method of its operations, reference is




here made to Decicion Number 3247, deted April 17, 1916 (Vol. 9,
Opinions and Orders of the Railroad Commission of Callfornis, Dage 710)

and Decision Numbexr 6470, dated June 30, 1919. '
Yrn Decision Number 6470, the Commission established s

rate schedule decigned to yield the following snnual charges:-

Interest ..-.-.-'--..--.......-...$6,500.00

Deprociation ANnUity ececececs-ces 2,885.00

Meirtensnce and operating ex-
PONSESesscccnccvosscnssssseeeelb,222,00

motal ....Qb.$25’557.00

The Commicsion¥s sttention is called to the appraisal
of “he properties ty H. A. Noble, one of the Commission’s engineers,
and by A. Kempkey, engincer for the compaony, such gopraisals having
been made ;n copnection with Application Number 4471,‘and referfed to
in Decision Number 6470. H. A. Noble estimated the probable cost
pew of the properties as of Jume 1, 1919 ot $89,223.00 and allowed s
4 per cent sinking fund emmuity of §2,373.00. Ae. Xempkey estimated
the vrobeble originel cost of the properties at $98,328.00, and the
depreciated cost at $70,717.00. From the $70,717.00, B. D. Marx
Greene, attornmey for Blsck Dipmond Water Company and ?ice President
end General Manager of Pittsburg Weter Company, ir this proceeding de=-
duets $1,945.00, representing cost of pipe lines which went out of
sexvice, leaving a balance of $68,772.00. Since the appraissl of
the properties referred to, Black Dismond Water Compeny has purchased
s barge at a cost of §13,752.,00 to haul water and msde other improve=
ments cocting about $1,000.00 which brings the probable depreciated
cost of the properties up to $83,524.00.

Pittchurg Water Company asks permission to lssme bonds
equal in amount to 75 per ceat of the $83,524400 and common stock
equsl in amount to the remgining 25 per cent or $63,000.00 of bonds

and approximetely $21,200.00 of stocke




To the $83,524.00, B. D. Marx Greene adds $13,890400
which he alleges represents the differcnce between sn 8 por cent ree
turs on the ressomable cost of Black Dismond Watexr Company’s proper-
ties and the sctual net esrnings of the company during'the past three

yesrs. This difference, $13,890.00, he characterizes as a develop-

ment cost, adds it to the reported depreciated cost of the proverties

and proposes to issue $13,890.00 of stock against it. His argument
is besed upon the theory that the Commission has recognized 8 per ceat
as & proper return ox public utility investmentis. There 16 nothing
in the Commission’s decisions which warrants such a comclusion. It
is truve thet at times the Commission has fixed rates designed %o yleld
an 8 per cent return, bdut it should be remembered that in all rate,
as well zs all other proceedings, the orders of the Commission are
based upon the facts then before it. In Decisicn Number 3257,
deted April 17, 1916, in which decision the Commission fixed the rates
of Black Dismond Water Company, there is no referenée made to the
establishment of rates yielding an 8 per ceant return and even if such
statement did eppear in the decision, it would not follow that the
alleged loss should be capitalized. The proper remedy in csse of
& loss would eppear to be to ask for a revision of rates before or
shortly after the effective dete of the Commission’s decision and nmot
wait for three years and then epply for pérmission to capitalize the
difference between the actnal net return gnd an sssumed return. The
request to issue the $13,890.00 against alleged losses should, in my
opinion, be denied.'

Pittsburg Water Compeny s2lso acsks permicsion to issue
$5,000400 of stock or bonds for the purpose of obteining working capi-
tal. The properties of the Black Diamond Water Company are to be

transferred to the Pittsburg Water Compeny £ree and clear of all in=-
debtednesss  The Black Dismond Weter Company will, however, retain

the oash in its treasury and its curreant assets. In oxder to put




the new company in o condition where it may go ahead with its publie
utility funetioas, it is spparent that it should be provided with e
certain cash working fund. It occurs to me that this fund should
‘be obtained through the issuwe of stock rather than bonds. It ap~
pears that the F. E. Booth Comyany, who owns all of the stock of Black
Diﬁmond ﬁater Company, has agroed to advance to Pittsburg Water Com-
‘peny, $5,000.00 for worlking capital, provided that company issue o
it, $S,Ooo.oo of its stock or bonds. If prices decline and the
necessity for & working capital as large as $5,000.00 dieappeéxs. part
of the momeys herein allowed for working capital should be invested
in permsnent improvements and construstion. |

Pittsburg Water Company also acks permission to exe~

cute to Union Trust Company of Sen Francisco a mortgage securing the

payment of $1oo,oogigo of 6 per cent bonds, due July 1, 1949.  The
w

proposed mortgase[constitute a first lien upon the properties to be
scquired by Pittsburg Water Compeany. 0f the bonds, $63,000.00 may
be issued forthwith and the remaining $37,000s00 from time to time 1in
an gmount or smounts not exceeding 75 per cent of their reasonsble
cost to the company of any new Or additionsl properties purchased oOx
acquired or of any pormanent extonsions, ad&itioné, 1mprovem§nta or
betterments.

I herewith submit the following form of Order:-

BLACK DIAMOND WATER COMPANY having applied to the Rail-
road Commission for suthority to sell its properties described in BEx-
bibit "C", amtacpei to the petition herein, to Pittsburg Water Coumpany,
and EITTSBURé WATER COMPANY having applied to “he Rallroad Commissign
for permission to purchase said properties and to issue boxds and stock,

& public hearing having been held, end the Commission being of the




opinion thet the money, property or labor to be procured or paid for by
such issue of bonds or stock is ressongdly required for the purpose

or purposes specified in this Order, ond that such purpose ox purposes
are pot in whole or in pert reasonably chargesble to operating expenses
or t0 income;

- IT IS EERERY ORDERED that Black Diasmond Water Company
be, and it is hereby, granxed guthority to sell to Pittshurg Water
Company the proPgrties described in Sxhibit "C" attached to the peti-
tion hexrein.

I? IS EERERY FURTEER OFDERED that Pittsburg Water Com-
pany be, and it is herxedy, grented authority to execute a mortgage oxr
trust deed substentielly in the same form a8 the mortgege or trust
deed attached to the petition herein end marked Exhibit 7B®.

I7 1S HEREBY FURTHER ORDERED that Pittsburg Water Com-

pany de, and it is hereby greonted suthority to 1ssue $26,200400 oF

common stock and $63,000.00 face value of bounds.
mhe suthority herein granted is upon the following

conditions and not otherwise:-

l.=The $63,000.00 of bonds end $21,200.00 of the
stock horein suthorized to be issued may be delivered to
Bleck Diamond Water Compeny in exchange snd in peyment
for the properties described in Exhibit "C7 attached to the
petition herein.

2.w3t0ck in the smount of $5,000.00 , the issue of
which is herein suthorized, msy be sold by Rittsburg Water
Company for cask at not less than the par value thereof and
the proceeds used for and as working cepital.

3.,=The concideration st waich the public utllity
properties sre herein suthorized o be transferred shall not
be considered as a measure of velue of said properties before

this Commission or eny other public body for rate fixing ox




gny purpose other than the transfer berein aunthorized.

44~The approval herein given of said mortgage
or trust deed L8 for the purvese of this proceeding ounly
and an approval oanly in so far as this Commission bas
Jjurisdiction under the terms of the Public Ttilities Act,
and is not intended as an approval of said morigage ox
trust deed as to such other legal requirements to which

said mortgage or trust deed may be subject.

Se=Within thirty days after the execution by
the petitioners herein of an instrument of .conveyance
transferring the properties herein referred to, a certi-
£ied copy of sald instrument of conveyance shall be filed
with the Reilroed Commission by Pittsburg Water Company.

be=Pittsburg Water Company shall keep suck re-
cord of the issue and sale of the bonds and stoék herein
anthorized and of the disposition of the proceeds, as
will erxsble it to file on or before the twenty-fifth
day of each month a verified revort as required by the
Railroad Commission's General Order Number 24, which or-
der, in 80 far as gpplicable, is made a part of this

order.

P.~The enthority heveln gtafted Will D0% De-

come effective until Pittsburg Water Compeny has paid

the foe proscrided by tho Public Ttilitles Act.

be




8.~The suthority herein granted to transfer pro-

perty snd iscue bonds and stock shall apply only to such

property as may ve transforred and to such bonds and stock

as may be issued on or before Novexber 15, 1919.

The foregoing Opinion and Order are hereby approved and
ordered filed as the Opinion and Order of the Reilroad commission of the

State of California. -
p— o . é b .
Deted at San Frameisco, Cellifornis, this — day of

b

speast, 1919.

Commnissionerse.




