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ORIGINAL

BEFORE THE PUBLIC UTILITIES COMMISEION OF THE STATE OF CALITORNIA

Daclulon No.

In the Matter of the Application

of AZUSA VALLEY WATER COMPANY, 2

Corporation, for Authority to Application No. 37474
Issue Stock and Stock Certificates (Az Amended)

or Other Bvidonce of Indebtednecs

Glbson, Dunn & Crutcher, by Max Eddy Utt and Richard L.
Wells, for Applicant; Artnur D. Guy, .r., for Suburban
Water Systems, and Arlwvne Lanasdale, for Dylke Woter Compuny,
interected vperties; Harcld J. McCarthv, Theodore Stein and
Charles W. Drake, for the staff of the Commiscien.

In thiz application, Azusa Valley Water Company, a corporation
seeks authorlzation to issue $300,000 par value of 4tc Class A, 5% pre-
Terred stock to pay for additions and improvements and $1,000,000 par
valuz of its Class B, 3% preferred stock in exchange for refund agree-
ments on a dollar-for-dollar basis.

On July 23, 1956, applicant filed an amendment to its applice-
tion, seeking authority to deviate from its filed Rule No. 15 25 shown
on Sheects 25-7 and 26-¥, effective November 1, 1952, and from iis Sheets
35-W throuch 33-W, effective November 7, 1954, for the purpose of offer-
ing Class B preferred stock to purchase the refund agreements. Sa2id
deviction request is limited to 95 specific contracts under the old rule
and to 48 specific contracts under the new rule. Applicant does not
seex to modify its present rule as to new subdivision comtracts.

A public hearing was held bhefore Commiscioner Untereiner and
Examiner Coleman in Lot Angeles on August 22, 1956, ot which time the
ratter was taken under submission. The Commission has received no pro-
teste in the nroceeding.

Azusa Valley Water Cozpany wes organized January 25, 1952 fer
the purpose of acquiring and operating, as a public utility, certain
domestic water facilities in Los Angeles County then owmed and operated

by Azusa Irrigating Company, a mutual corporation.
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Under. cuthorization grented by Decision No. 47713, dcted September 16,
1952, 1t acquired the propertics at their book values, undertook pub-
~ic utility operations and issued 12,000 shares of no par value com~

mon stock at a stated value of $323,30¢ and o note in the amount of

$210,000.

The following statement, preparcd from applicant's filed
annual reports, indlcates the resultc of operaztion and the growth of
the business during the operzting life of the utility from its incep-
tion up to December 21, 1955:

Opercting Net Plant Services
Revenves Income Dee. 31 Deec. 21
1952 (0ct.6 to Dec.31)$ 12,872 & $ 780,107 1,825

1957 113,760 11,609 1,146,194 3,319

1954 199,525 17,195 1,817,957 5,216

1955 356,858 59,837 2,424,185 9,612
(Red figggq)

A condensed statement of applicant's assets and llabilities
as of December 21, 1955, is as follows:

Assots

Utility plant, less reserve $2,210,964
Current zssets -
Cash and depoesits $ 23,265
Accounts receivable 35,639
Materials and supplies 52,256
Prepayments 12,466
Total current assets ___ 123,626
Total $2,334,590

Liabilities and Canital

Long-term debt $ 210,000
ront liabilitdes 203,640
Reserves 19,661
Advances for construction 1,451,857
Contributions In aild of comstruction 41,329
Capital -

Commen s+ock $323,308

Zarned surplucs 84,795
Total caplital 408,103
Total $2,5334,590
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Since December 31, 1955, applicant has issued 2 $500,000 long-
tern note to refinance the ocutstanding indebtedness and to provide in
part the funds needed to finance new construction. The note was issued
to Lincoln National Life Insurance Company and is secured by an inden-
ture of mortgage.

The record shows that applicant's service area is being con-
verted rapidly from a rural region to a residehtial suburban one, that
applicant is and has been compelled to make substantial additions to its

plant to provide water service and that it has met its capital require-

ments, in the main, with monles advanced to it under refund agree-
1

ments. The record further shows that such agreements, by thelr
terms, have required substantizl cash outlays by the company to make
refunds ond that such cash outlays have been increasing materially year
oy year. The refunds amounted to 18.1% of the 1953 gross revenues, to
25.0% of the 1954 gross revenues and to R8.6% of the 1955 gross reve-
aues and are estimated to decline to 27.5% of 1956 revenues. According
to Exhibit No. 14, the anmual refimds have exceeded the net profits fram
‘he operation of the water system, as shown by the following tebulation:
Net Profits Refunds

1952 $(3,846) $ 2,241

1953 11,609 19,292

1954 17,195 46,423

1955 59,837 94,540

1956 (6 months) R8,426 46,335

(Red figure)

The above tedulation does not consider internal sources of
funds such as depreciation which latter totaled over $30;OOO in 1955.

It is estimated by witnesses that the refunds will increase
when the full impact of recent agreements is felt znd that they will
aggregate $120,836 on the basis of the 1956 revenues and from $140,000
to $150,000 for 1957.

v/
The testimony shows that at the time of the hearing the unpaid
advances aggregated $1,529,323 of which $910,502 had been incurred

under the extension rule in effect prior to November 7, 1954 and
$618,821 under the present rile.
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In addition to making the cash refunds, applicant reports
that 1f it is to provide adequate service 1t 1s required to make cash
expenditures of some magnitude which cannot be provided by refund
agreements. It proposes to construct a purification system at a cost
of $400,000 and to develop a new well, install mains and purchase some
3,000 meters at an estimated cost of $270,000. It alse intends to ac-
quire from the mutual company an existing reservolr at 1ts depreclated
value of #$142,371 and to issue 5,285 shares of no par value common

stock in payment.

From a review of the record it is apparent that appllcent does
not have sufficient intermzl resources to meet its obligations under its
refund agreements and to maintain its service and facilities and that
with such a preponderance of refundable advances in its capital struc-
ture 1t is wnmable to borrow money or engage in equity financing to pro-
vide the capital costs of the additions ané Improvements Lt now must
nake. The testimony of applicint's witnesses shows that under its inden-
ture of mortgage its borrowing capzeity is measured or limited by its
assets which are available for rate-making purposes, that is, its util-
ity plant lecss the consumers'! advances, and that with its present
oalances of refundable advences 1t is unable to qualify for additional
loans. With no dividend record, equity financing is not feasible
except possibly throuch its parent, the Azusa Irrigating Company.

Thus, the record is clear and unequivocal that applicant must
reorganize its financial sctructure and roduce its cash outlays for re-
funds if it is to meet its obligations to serve the public. A4pplicant
muct make provision for a larger proportion of permanent capltcl than
it now has, as it seems obvious that the operation of a water utility

mder reasonable rates cannot produce the gross revenue necessary to

aeet the obligations which have been incurred by applicant to repay
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advances, and at the same time keep the service up to the standards
expected of an expanding concern. As stated, this utility was required
to utilize 28.6% of its 1955 gross revenues to pay refunds, leaving a
balance of only 71.4% to pay operation and maintenance costs, to pro-
vide the income needed to service long-term dedbt and the over-~all cov-
erage necessary for additional debt and equity financing, and to make
prudent provtsioﬁ‘for working capital and surplus. It is of record tha
from October 6, 1952, when operations were commenced, to December 31,
1955, applicantts net working capital was decreased $135,155 resulting
in a deficit in its current position on the latter date of $80,014.
This deficit condition has been temporarily alleviated in 1956 by the
funding of $85,000 of short-term notes.

It is to improve its adverse financial position that applicant
now proposes to issue its 3% preferred stock in exchange, at dollar

for dollar, for the unpaid advances now on its books. If successiully

carried to coﬁpletion the progran will result in releasing intemmal
funds for construction and improvements and will increase applicant's
borrowing capacity by about $600;OOO and therchy place it in a position
where 1t can go forward with the orderly and proper development of its
plant to meet the neocds of its present customers and the demands aris-
ing from the growth in its teorritory.
In revicwing the record in this particulor proceeding we ar

impressed with these facte:

1. The extremely fast growth of amplicont!s plint investment,
it having trivled in the past thrcd years.

2. The heavy drain on the company's aveileable funds caused by

the refunding naymeonts of the presontly oxisting contracts.

3. The attitude of the applicont in not sccking 2 revision of

its oxtension rule for the future, dut limiting its request to

presontly cutstanding contracts.
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Under the speeial conditions sct forth in this zpplication,
we £ind the proposcd offering to be not adverse to the public interest
and willl aathorize Lt.

Attention is called to the faet that opplicant has not fol-
lowed its tariffs in regord to the contracts in failing to adjust the
advance deposits to actusl cost. It appecrs that substantial varia-
tionsg oxist; both over and under collections; and to avoid discrimina-
tion applicant must adjust all such contracts to actual cost prior to

offering the stock in exchange.

Applicant, in offering the stock to contract holders, must

nake it clear that the option of acceptance rests with the contract
nholder. The offer rmust be made uniformly to all contract holders as
listed in Exhibits Nos. 7 and 10 hercin.

In addition to the proposcd issue of stock in exchange for
advanccu, applicent desires to sell SBOO 000 of its 5% nreferred stock,
for cash, to finance the cost of the additions and improvements which
are not covered by refund agrecements. It does not intend to make a
public offering but reports that certaln individuwals asscociated with
the company are willing to acquire the stock if authority for its
issue can be obtained. The request to Ilssue this stock will be

oronted.

The authorization herein granted is for the issue of stock
only and i35 not to be taken as indicative of amounts tc be included
in a futurce rate basc for the purpose of determining Just and rcason-

able rates.

ORDER
A public hearing having been held on the above-entitled nat-
ter and thc Commission bcing of the opinion that the application should
oe grantcd, that the money, property or labor to be procured or paid for

by the issue of the stock herein authorized is reasonably required for
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the purposes specified herein znd that such purposes are not, in whole

or in part, reazscnably chargeable to operating expenses or to income;

therefore,

IT IS HEREBY ORDERED as follows:

1. Azusa Valley Water Company may issue not to exceed $1,000,000
par value of its Class B, 3% preferred stock on or before June 30, 1957,
in exchange at dollar for dollar, for presently unrefunded amounts of
subdivider advance contracts as listed in Exhibits Nos. 7 and 10 herein,
after first adjusting said contract amounts to the actual cost basis in
harmony with the terms of the applicable main extension rule.

2. Azusa Valley Water Company may issue and sell, at not less
than par for cash, not to exceed $300,000 of its Class A, 5% preferrcd
stock, on or before June 30, 1957, to finance the cost of capital

additions and inmprovements.

3. Azusa Valley Water Company shall file with the Commission
nonthly reports as required by General Order No. 24-A, which order,

insofar as apwlicable, is made 2 part of this order,

4. The authority herein granted will become effective on the date

Dated at Los Angeles _, California, this 23
0CTOBER , 1956, /4

President

: (Z/;{;L_QJALQ‘/

Commissioners




