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Decision No. 44024
- BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application
of

CITY WATER COMPANY OF BANNING,
a California Corporation, for an
Order Authorizing it:

(1) To purchase 1174.0325
sharcs of the Capital Stock of the
Corporation, for the sum of
$293,508.75;

(2) To issue and sell $350,000
First Mortgage and Collateral Trust
Bonds, 3%% Series A, due 1974, and
2pply proceeds to the purchase of
sald stock, retirement of unsecured
obligstions and make certain capital
improvements.
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No. 30866
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Sarau, Adams, Neblett & Sarau, by
Donald G. Adams and Xenneth B. Husb R
for applicant.

City VWater Company of Banning, hercinafter referred to
&s the Clty Company, has filed this application with the Comnigsion
for authority to issue :nd sell $350,000 of First Mortgagé and
Collateral Trust Bonds, 3%% Series A, due 1974, 2ad to use the pré-
ceeds to purchase 1,174.035 shares of the stock of Banning Weter
Company for the sum of $250 a share, and for other purposes. In
this decision, Banning Water Company will be referred to as the

Mutual Compény.

A public hearing in this proceeding was held in Banning
on Mareh 30, 1950. The Commission hos received no protest to the

grenting of the application.
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In consideriﬁg this motter, u brief historical reference
to the operaztions of both compunies is desirable. According to the
application, the Mutual Company was organized in June, 1884, for the
purpose, primarily, of supplying water for irrigation purboses to
its stocxholders. It acquired approximately 3,000 acres of'watérf
shed and water-bearing lands in Bonning Canyen, installéd and |
equipped a series of wells ond consiructed collecting agueducts and

& trensmission and distribution system. It obtained, and now ob-

tains, its supply by means of diversion of surface flow mnd from its

wells and, in addition, from waters of the South Fork of the White-
water River diverted by California Electric Power Company for the
operation of its power plente in Banning Cahyon. The Mutual Company

issued, and now has outstanding, 2,275.965 shares of stoek.

It appears that the Mutual Company also undertook the
delivery of water for domestic purposes in Eanning to others than
its stockholders. Upon the adoption of the constitutional amendment
in 191l crezting the Railroad Commission, it repprts that in order
to continue as a mutual company it found it necessary to discontinue
the operation of scupplying domestic water to non-stockholiers.
Accordingly, it caused the City Compeny to be organized in February,
1913, and transferred to it, its domestic distribution system along
with 120 shares of its stock, a number deemed nceessary at that‘fimé
to provide the City Compeny with an zdequate supply of water. Sub-
sequently, the City Compony acquired 7.7 shares from other stock-
holders, or unon sales for non-payment of assessments, and now holds
127.7 shures of the Mutual Company's stock. The City Compeny lcsued
- and now has outstanding 3,148.265 shares of its own stoek which axe

held by the remaining shereholders of the Mutuazl Company.

At the outset, it was the intent of the Mutual Compeny to

supply weter to its stockholders, including the City Company, on a
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pro rated basic in accordence with the number of shares held by gach

stockholder. However, because of the growth of the domestic system
the actual amount of water delivered to the Clty Company now iz stid
to be Zreatly in excess of its pro rate entitlement based on the
nwiber of shares of stoek it now owns. The record shows thet 1t
holds approximutely 4% of the outstonding mutuel stock but thet it
has been receiving, during the last few years, in excess of 30% 6f
the water developod or produced by the Mutuwal Company. The foilow-
ing data token from the snnual reports of the City Conpxny are
indicative of the growth of the domcstlc systen during the last ten
years:

Investment Operoting Net Oper. No. of Cubic fect
Deec. 21 Reveonues Revenues Cormections of Woter

1940 $132,465 $32,08L & 8,318 1214 31,221,000
1941 133,979 27,943 3 354 1231 25, 366 100
1942 134,066 32,154 6 925 1305 32,090, 600_
1943 135,593 37,189 8 557 1352 40, 036 900
1944 137,919 38,437 9 341 1389 L2, o~,9oo‘
1945 158,652 43,331 12,565 1477 49,979,200
1946 180,048 L7245 11 841 1759 52,111,800
1947 187,622 54,198 13,159 1989 57,7465 300
1948 200,544 58,582 9,373 2115 61, 485600
1949 228,434 63,159 10,546 2196 67 378,400

It is reported that the increased domestiec donmands,

especially during the past several dry years, hove so reduced the

volume of water available for irrigetion purposes as Lo cause loss

and damege to the irrigating stockholders of the Mutuzl Company, and
that on expansion of the production facilitics is impervtive to mecet
thc demands of both domestic and 1rr1gatxon users. It is estimeted
tnh‘ the mindimum safe yileld to take cere of the needs of both
clusscs of comsumers is 445 miner's inches ond that of this amount
130 inches, or about 30%, is the required supply for the City Com-
pany. The record shows that in 1949, the City Compeny lheod need for
11l inches end that it should have nced for the entire 130 inches

by 1952. |
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In order to bring the City Company's.holdings of mutuel

stock up to the number ol shares which will entitle it to 130 miner's
inches on 2 pro rata basis, the Mutual Company proposes to issue to
Lt 1,174.025 shazres of its stock for the sum of 4250 each, or for
an aggregate amount of $293,508.7=} At the conclusion of this
finoneing the Mutual Company will have outstanding 4,450 shares of
¥hich 1,301.735, or approximately 30%, will be held by the City
Company and will entitle it to approximately 13C inches on the
proposed distribution basis, applicable to all shareholders, of one
inch for each ten sharcs. The Mutusl Compuny proposes to use ﬁhe
proceeds from the sale of its stock as follows:

To extend its production facllities so

as to produce 445 minerts inches $140,000.00

To pay short-term loans , 70,000.00

To pay cutstonding bonds 24,000.00

To loan to City Company to enable it

to make improvements 26,000.00
To meet the cost of further improverents 33,508.75

Total $?93,508.75 

The City Compony does not hive on ncnd sufficient fﬁnds

to purchase the 1,174.035 shares of stock and to finance the cost
of nceded improvements. Lecordingly, 1t has made tentotive arrange-
ments to issue end sell $350,000 of bonds, at par plus accrued
interest, to the Northawestern Hutusl Life Insurance Company, of
Milwovkee, and to use tac proceeds, togethier with other funds, for
the following purposes:
To purchase the 1,17.4.035 shares $293,508.75
To poy outstanding benlk loons 40,000.00
To pay for 1,720 feet of pipe, a
200,000 gallon tonk and floats :
and valves 13,590.00

10 pay expenses incident to the issue
and sale of the bonds ' 2:000.00 .

Total $350,098.75.
'In addition, the City Compony is procéeding with the ~

copstruction of a 1,000,000 gallon étorage teank at zn estimated
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cost of approximately $26,000 to be financed with moneys to be

borrowed from the Mutual Company.

The proposed bonds will be dated as of December l,‘;949, '
will bear interest at the rate of 33% per annum and will be due
December 1, 1974. The payment of the bonds will be secured by avﬁ
trust indenture constituting a first lien on its propertics, in-
cluding the shares of mutual stock it owns, which will provide,
among other things; for amnual sinking fund payments to retire, at
paf, $14,000 of bonds on December L of each year beginning in 1950.

A review of the record clearly indicates the need for the
developnent of additional water, not 6nly for irrigation users on
the lines ¢f the Mutuzl Compeny but also for domestic users served
by the City Company. It does not zppear to be unreasonable to
expect the City Coﬁpany to aequire wnd hold the number of shéres of
stock necessary to yield it, on a uniform pro rata basis, the
quantity of water necessary for it to meet the demands of its

customers.

In connection with the purchase price to be paid by the

City Company for the shares of stock, as here proposed; 4 consider~
able amount of testimony and evidence was intréduced bearing on the
rrevailing price of water and water-bearing lznds elsewhere in
southern Califomia. Upon the record as developed in this préceedu
ing it is concluded that the application should be granted. The
Commission is making no finding of the value of the stock of the
Mutuaol Company and reserves the right to consider this matter de

novo should it become an issue in any future proceeding.

The application shows that certain real‘property, formerly .

used for cgricultural purposes and supplied with irrigation waoter,
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has been subdivided for residential purposes and thereafter supplied
by the City Company with domestic water, withlno additional shares
of matual stock being acquired by the City Company. A map filed in
this proceeding os Exhibit B shows that the sreas served with
irrigation water arec adjacent to, and in some cases. are surrounded
by, territory supplied with domestic water and i1t appears that ad-
ditional zgricultural lands in the future may be subdivided for.
residential purposes. The City Company forthwith should formulate

& policy whereby additional. subdivisions, now receiving water for
irrigation purposes by virtue of stock ownership, upen.coming on to
its lines for domestic:service should bring with them an.appropriate
number of shares of stock of the Mutuzl Company to assure the re;
ceiving by the City Company: of .an adequate supply of additional
water to meet the additional .demand for domestic use to be czused by

" such.new subdivisions.

The CTity Company has not yet.filed with the Commission a

copy of the proposed trust.indeature to be. executed to-secure the
‘payment-of its bonds. .The authority herein. granted 1o.issue such
bonds will.not become.efffective until the City Company_has filed
such.an:indenture.and.has received 2 supplemental order authorizing

~.-1ts execution.

A public hearing having “been held on- this.application, the. -
- Commission having -considered the'matter and¢being~of-thewopinion

that'thehmoney?.property~oxrlabor-1owbe"procured-or”paid;for through

the lcsue of $350,000 of bonds is reasonably requifed‘.bf City'Water

- Company of Banning for the purposes. specified herein, and that the
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expenditures for said purposes, other thon secrued interest und :

expenses incldent to the issue and sale of sa2id bonds, are not, in

whole or in part, reasonably chargeable to operating expenses or to

incone,
IT IS HEPEBY ORDERED as follows:

L. City Water Company of Banﬁing, after the effective
date hereof ond on or before September 30, 1950, may issue and sell
not exceeding $350,000 of its First Mortgage =nd Collzteral Trust

Bonds, 34% Series A, due 1974, at par plus zccrued interest.

2. City Woter Company of Bannihg shall use the ﬁroceeds,
other than accrued interest, to be reseived from the issue and szle
of said bonds to pay for 1,174.025 shares of stock of Banning Water
Company, to pay bank loans of $40,000, to finance the cost of |
improvements and to pay expenses incident to such issue and sale,
all as set forth in this application. The accerued interest may be

used for general corporate purposes.

3. The zuthority hereln granted will become effective
when City Water Company of Bonning has paid the fee prescribed by
Section 57 of the Public Utilitics Act, which fee is three hundred
fifty ($350.00) dollars, and when the Commission by supplementai
order has zuthorized thp company.to execute 2 trust indenture to

secure the payment of said bonds.

4. Clty Water Company of Bamning shell. file with the
Cormmission a report, or reports, =3 required by General Order No.
R4=&, which order, incofar as applicuzble, i1s made 2 part of this

order.
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Dated vt San Francisco, California, this
of April, 1950.

{'PUBLIC UTILITIES COMMISSION
STATE OF CALIFORNIA




