s, 5 ORIGHHAL

EEFORE THEE PUEBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

PARK WATER COMPANY, & corporation, : Appllication

Z0S NIZI0S WATER COMPANY, a2 corpora- No. 33285

tion, and BELLFLOWER LAND AND WATER : (First Supplemental)
COMPANY, 2 corporation, for authority :

Lo nerge. S

ORLNLO!

In this proceeding the Commission is asked to meke an
order authorizing Park Water Company, Los Nietos Water Company and
Bellflower Land and Water Compeany to enter into and to Put into -

effeet an agreement of merger.

The original filing in this procecding was made on April 3,
1952. Thereafter, a public hearing was held with no protests being
received with respect to the proposed merger. On Junc 2L, 1952, the
Comnission entered its Decision No. 47319 denying applicants!?
request, beczuse of lack of underlying documents to support the
reported original costs of the water systems to he merged, bhut
without prejudice, however, to the filing by upplicants of 2 supple-
mental zpplicztion contzining an historical cost appraisal and
related depreciation studies. Tace supplementel application was filed
on November 2§, 1952, zlong with zn appraisal report prepared by

W. P. Rowe & Son. The matter now 4is rezdy for fin2l decision.

The three corporations are engaged in opereting public
1y
utility woter systems In Los Angeles County.(“> ihe systems are

(1) Applicants! 1951 annuzl reports show the number of sctive service
con?ecfions 2t the close of the year and the revenues during the yezr
as follows: : \

, _Paxk Los Nietos Bellflower
Service connections 24,296 1,449 855
Operating revenues §495,521 $28,158  $15,047
Net income $ 60,198 & 5,290 $ 2,071
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located in the same general aorea, are physically comnected in many
places, are wnder the same management and are controlled by the some

interests. The outstending stock is reported held by the following
individuals:

Park  Les Nietos Bellflower

H. W. Wheeler, president $1,172,500 $75,100 $11,900
0. D. Collins, vice~

president bdoy 75 100 -
V. E. Motz, secretary 343,225 800 100

Totals 81,560,000 76,000 £22,000

The record shows that applicants! officers mnd sharcholders

cdesire to consolidate the ownership and operations in one corporation
and that to this end they propose to place into effect an agreement of
merger dated as of Mareh 31, 1952, wheredby Park Water Corpzny has been
designated as the surviving corporation to take over znd succeed to
2ll the assets, rights ond properties, subject to all the debts and
lisbilities, of the constituent corporations, the merger to take
cffect as of March 21, 1952.

Upon thus succeeding to the assets and liabilities of the
merging corporations, Park Water Company will take into its books the
ledger balances of the nerging corporations as of the date indicated,
with the exception of those for the fixed capital and deprecistion re-
serve accounts ond the equity capital. It asks authorization to
restate the books and to set up the amounts appecring in the histori-
cal cost appraiscl of the properties of Los Nietos Water Company and

cllilower Land and Water Company which has been filed in this procecd-

ing 2s Exhidbit A a2ttached to the supplemental application. A compari-
son of the book balances with the appraisal figures is as follows:

Books __ _Appraisal
Los Nietos Water Company -
gixed capital $114,6?2 82 3112 »95L. go
eprecization reserve 17,4045 22,121.73
Net fixed capital $ 97,218.3] & 96,829, 27
Bellflower Land and Water Company -

Fixed capitol $ 86,511.86 &108 870 OO
Dopreciation reserve 787.88

Net fixzed capital $ 75 722.98 & 92,827 4&
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The record indicates that present book balances in some
cases are incomplete a2nd that in many instonees no supporting data
exist with respect %o améunts appearing in the fixed capital”accounts.
The appraisal report, on the other hand, contains inventory{quantitiés
o which have been z2pplied costs incurred in construction, where
available, and estimoted historical costs where actual figures were
not odtainadle, -and includes the depreclation requirement conpgted‘on
the straight line method using estimated useful lives of the various
itens of property. The net effect of substituting appraisal figures
for book balances is an ;ncrease in the net fixed cgpital of
817,724 42. | R

As to the equity«ca?ital, the zgreement of merger provides
that the outstanding shares of stock of Los Nietos Water Company apd
Bellflower Land and Waéer Company will be surrendered for cancello-
tion and that there shall be delivered to the holders thereof cash,
in lieu of new shares of stock, in amounts based upon the state&
capital and surplus. The amounts of the cash payments to be thus

made are reported by applicants at $£142,237.12.

Park Water Company reports that as of the proposed effective

date of the merger it had on hand $440,000 of proceeds received froa
the issue of stock euthorized by the Cormmission by Deeision No..45673,
dated May 8, 1951, in Application No. 22254. It proposes, wnd here
asks authorization, to use $211,885.52 of said proceeds to make the
cash payment of $142,237.12 requircd by the terms of the merger
sgreement aﬁd to pay $69,648.41 of open accounts representing moneys
owing by Los Nietos Water Company and Bellflower Land a2nd Water

Company for additions ond betterments.

& pro forma statement of the assets and liabilities of the

surviving corporztion, as of March 31, 1952, giving effect to the
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proposed merger anc to the withdrawal of cash funds for the purposes
indicated, is as follows: ‘

Assets

Fixed cepital $3,527,901.55
Less-depreciation reserve 28,091.
Net fixed capital _ 3,199,810.11
Current assets - a

Cash $ 633,971.18

U.S.Tressuries and interest 500, 309.69

Notes receivable 1,766.58

Accounts receivable 49,3L5.47

Materials and supplies 114,085.20

Deferred expenses 31,250, 50
Totel current assets . 1,320,698.62

Total $4,.510,508.73
Liabllities and Net Worth

Long-term notes $2,000,000.00

Current liabilities ~
Acecounts payable S $ 127,079.8.
Accrued liabilities 81,406.17

Sexrvice billed in advance 15,026,123
Total current liabilities 223,512.24
Bquity copital -

Cormon stock : 2,000,000.00
Donated surplus 26,300.00

Corporate surplus 260,696.59
Total equity 24.286,996.59

Total $4,510,508.73

A review of the record shows that the merger should result

in economies in operation through the elimination of the'separate
corporate organizations and the necessity of keeping'separate records
and allocating expenses among the taree separate entities. T+t
appears that no changes in operating practices are contemplated.

Park Water Company proposes to apply its nresently filed rates, rules

and regulations throughout the areas served by the other companies.

Upon a full review of the evidence of record in this PTO~
ceeding we are of the opinion that the proposed merger will not de
adverse to the public interest; that the restatement of the book
accounts should be authorized, and that the financial position of the
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surviving corporation is such as to warrant an order authoriziﬁg the
use of caeh.proceedo from the c-:adl.c—.* of stock for the purposes set
rorth in this decigicn. There are only minor diffcrcnces in the rate
structures of the thrce compan;ce and we are of the opinion and
heredy find that the proposal of Park Water Qompany to apply.its
iates in the territory now served by Los Nictos Water Conmpony aﬁd
Bellflower Land and Water Company, following the conuummation of the
merger ﬂgreement 1. fair and reaseonzble and that any 1ncrcase of

rates resulting therefrom is justified.

QRRER
Tho CommiQSLOn having conuidcred the above entitled mutter
und bczng of the opinion that a furtner hearing ;q not necessary and

that applicants’ requests should be granted, as herein provided;

tnerefore,

IT IS BSEREBY ORDERED as follows:

i. P;rk Water Company, Los Nietos Water Conmpany and Bell-

flower Land and Vater Company are authorized %o execute and put into

effect the agrecment of merger dated as of March 21, 1952.

2. The order in Deeclsion No. 45673, dated Moy 8 1951 in
Application No.A322§4, hereby is modified so as to permit Park Water
Company to distribute $142,237.12 of the proceeds frbm the sale of
the stock authorized by scid decision to the péesqnt sharenclders of
Los Nietos kater Company c.z'u:3 Béllflowcr Land und Water Comp;ny, in
cccordonce with the terms of salid agreement of‘mergor, ond to uae
pid e
$69,643. 41 of salé proceeds to pay outstanding open accounts,<the
Commission being of the ouinlon that, the expcnditure* for saild pur-

poses are not, in whole or in part, reuzsonably chargeable to opers-
ting expenses or to 1ncome./

3. Park Water Company, upon consummation of the merger

agreement, may set up on its books in Lits fixed capital and

-3




A.33285 MMU

depreciation reserve accounts the a2nounts appearing in the appraisal
of W. P. Rowe & Son which is filed in this proceceding.

L. Park Water Company shall base the ammaul‘accruglg to
depreciation upon the appraisal figures thus rccorded in its accounts,
less the estimated net sclvege and the calculated depreciﬁtion reserve,
over the estimated remaining life of the property. Appligant sha};‘
review the accruals for each plant account at intervals of not mofé;’
than five (5) years, and also when major changes in plaﬁf‘comﬁdSitibh’
occur, ané shall submit the results of these roviews to. the Comission.

5. Following the consummation of the merger agreement, Park
Water Company, in accordance with the procedure preucribed by General
Order No. 96, and on not less than five (5) days! notice to the Com~
mission and to the public, shall cancel the tariffs now on {ile with
the Commission governing service by Los Nietos Water Company and Bell-
flower Land oné Water Company and shall supplement 1ts own tariffs so
as to show that they apply to the territory formerly served by soid
Los Nietos Water Company and Bellflower Land and Water Compeny.

6. If the authority herein granted is exercised, Park Water
Company, within thirty (30) days thereafter, shall notify the Cozmis-
sion in writing of its complisnce with the conditions hereof.

7. The authority herein granted will become effective
twenty (20) days after the date hereof.

day of

Dated at San Francisco, Califormia, this
ﬁL (2B II I DY, y 19 5.:2-

President




