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Docision Np. DOV

In the .atter of the Application of)
DL WATZR CO.LAWY, a corvoration, )
for authority to extend its water )
service to additionsl territory in ) apalication No. 37097
the viclnity of Garden Grove, in ; Zecond Supplemental
wiincorporated territory, County of
Orange, wider Sec¢tion 1001, Public )
Utilities Code of the State of )
California, g

Glenn 4. Lone and Arlyae Lansdale, attorneys,
for applicant.

Sreston Turner, city attorney, for the City of
aneheln, protestant.

James G. Shields and Richard R. Intwistle, for
tao Commission staff.

The atove-entitled Second Supplemental Application of
Dyke ‘:ater Company, a corporetion, filed Pebruary 7, 1957, as
amonded at the hearing to exclude (1) the proposed area north
ol the Santa Ana Freeway and (2) certain areas erroneously
delineated by a red line on the map Exhibit "C" attached to said
Second Supplemental Application, seeks authority to exteand its
water system withia the area delineatod by said red line on said
Ezhidit "C". The arca into which authority is roquosted to
oxtend includes unincorporated territory of Orange County, and
doos not include any area within the boundaries of the City of

tnehelm nor of any other City.

Jublic hecrlings were held before Examiner Stewart C.

Warner oa llay 15, 16, and 17, 1957, at Santa Ana, on a
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consolidatod record with ap»nlicent's First Supolemental Applica-
tion Fo. 37161.l

The civy attorney of the City of Anzheim, who appeared
on bohalf of the Light, Power and Water Dopartaent of said city,

protested the granting of the instent apnlication.

I #®n
Mlozations of Apnlicant.

Applicant alleged that the aree »roposed in the instant
apnlication was erronoously excluded by the Comuission by itas

Decision Jo. 53858, dated October 1, 1955, Zn Applications Yos.
37097 end 3718L; that the mep, Appendix "A", attacked Lo said
declislion, unon which woro delineated the spheres cf operations
and service area boundarics of applicant in Orange County,
excluded certain area which applicant alleged the Commission
considered to be potentizl Anahela City territory inasmuch as it
was subject to annexation procedures by saild city; that on
Wovember 20, 1956, said annexation, called West Anaheim
Annexation was defezated at the polls by L9 votes ageinst

annexation to 203 votes for such annexation; that applicant had

l/ By its First Supplemental Application No. 3710, applicant
seols authorlity to extend its woter systeir into tentative
Tracts Hos. ?208, 3156 and 3214, and to Trac:s Nos. 2880,
3010, and 3043, and to the Ferguson School, in unincorvorated
territory, Orange Cowaty, south of restainstor Avenue, between
Taft and Busha»d Streets.

By 1ts Socond Supplemental Apnlication No. 37161, filed

June L, 1957, applicant seels authority to oxtend fts water
systen to Tract No. 2524, and a tract of land kaown as the
Tidbbots Tract or Tract Ho. 10L0; the Zolsa School; and
nurerous commercial establishuents and home owners in %he
torrltory bounded by Cannery Street on the west, ard Stroet
on the east, Hazard Avenue on the north, and Sugar Avenue

on the south, in uniacormorated territory of Orange County.
Paclific Vater Co., by its Applications Nos. 39031, filed
April 26, 1957, and 39223, filed July 10, 1957, seels authority
to extend its water system in the pgenerzl areas covered by
apdlicant's First and Second Supplemental Applications No.
3718 (supra).
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receivod numerous requests from commercisl subdividers and
devolopers for water service within the proposed area; that
epplicant had medo arrangements to intercoanect its master
weter system from its service arecas certificated by Decision
No. 53858 (supra); and that mubdlic convenience and necessity
required that applicant be pernitted to render water service
in the proposed area.

Description of Provosed Area

The sroposed area includes sliphtly in excess of
900 acres of unincorporated terrltory, and is generally north
of Ball Road to the Santa iAnsa Freeway, bounded on the west by
Gilbert Street, and on the east by Brooldaurst Street and
Dahlia Drive, and the so-called Richfield annexation. The
Proposed area includes some areas south of Crange Avenue beitween

Gilvert and BErookhurst Streets, and an area on the north side of

Lincoln Avenue, east and west of Srookhurst Street, eecch as

shown in yellow on the map Zxhiblt "C" (supra), which were
included in apwlicant's sphere of operations by Decision No.
53858. The proposed area also includes Tract No. 2028, for
walch applicant was Groanted a certificate of »ublic convenience
and necessity by Decision No. 74710, dated ilarch 26, 1957, in
applicant's First Supplemental Apolication No. 27097.

2rotest of the City of Anaheinm.

The City of ansheinm »nrotested applicant's reguest for
authority to extend intoe uniacorporatod territory in the vicinity
of the City's boundaries, on tho grounds thet the City had
installe d traensmission and distribution malns in La Palna,
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Crescent, Lincoln, Sroadway and Orange Aveanues, and Ball Road
in the years 1953, 195, 1955, and 1956. The diameters of
sald mains range in size from 16" to &", and water service

was thea belng furnished by the City from said mains in

Tracts Nos. 2001 and 3055 outside the City limits, and Tract
No. 2803 inside the City limits. ZEach of seid tracts outside
tho city limits was withdrawn by onnliecant from its
application. A witness for the City testified that no annexa-
tions were »ending within the arec applied for by applicant

as of the date of the hearings thereon.

destrictions Placed on Avvlicant's Sxtendins Its Viater Systen
oy Decision ne. 53863 (supra).

Ordering paregraph 1.(a) of Decisioa No. 53858 (sunra)
ordered apnlicant not to extend its water system outside the

boundaries of 1ts spheres of operations as delineated on tho

map, Appendix "A", attached to said Decision without further

order of the Commission.

Area Roquested by Avnlicant's Original Apwlication No. 37097,
filed July G, 1955,

The map Exhibit No. 1, attached to applicant's
original Aprlication No. 37097, filed July 5, 1955, delineates
in yollow solid coloring the terrlitory requested by applicant
by sald application. It did not include the area requested by
1ts Second Supplemental Apslication, herein being considored.
Appendix "i" (supra), was based on the map, Ixhibit No. 23,
filed at the hearings on applicant's original application and,
insofar ac applicont's then requested aree was concerned was

based on information nlaced on said Exhidit No. 23 by applicant's
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president. It is evident that apolicant has not, prior o the filing
of its Second Supplemental Application, sought authority to extend
its water system into the proposed area herein being considered.

Avolicant's Finaneial Condition as of
December 31, 1956, (Exhibdbit No. 2)

Exhibit No. 2 is a copy of a statement of applicant's
financial condition as of December 31, 1956. A summary statement
showing its investments and sources of funds is as follows:

Assets

Current assets $ 51,3%
Utility plant, less reserve 3,469,537
Other investments 1

Total s 9,702

Liabilities and Cavital

Current lladbilities $ 330,995
Long~term debt 1l 2
Advances for construction
Contributions
Capital (common stock and surplus)

Total

The foregoing balance sheet points up an unsound financial
condition. Among other things, the statement shows advances for
construction in a total amount egquivalent to 75 per cent of the net
investment in plant. A review of the record in this proceeding shows
that the amounts of such advances have been inereasing rapidly from
$1,041,736 at Februsry 28, 1955, to §1,645,348 at August 31, 1955, to
$2,616,289 at December 31, 1956. Of the latter amount, advances of
$81,500 were due at the close of the year. This amount increases the
current liabilities to $412,495 as compared with current assets of
only $51,3%. The reported net income in 1956 was $51,63%.

On the basls of the Information before us we can only con-

clude that applicant is not financed properly and, because of the

12Tg@ nrepon&erance of borrowed money in the capital structure, is
in a position where 1t may de unable to meet 1ts odbligations and to

perform 1ts public utility functions. The wholesale financing of

-5=
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new systems by means of subdividers® advances is a violation of sound
and conservative financing principles, the odservance of which is
necessary to insure adequate service, and 1s a misapplication of the

main extension rule. Such a rule, as 1ts very title suggests, is

applicable to the extension of mains from existing operative systems,

and is not intended to provide the major source of capital funds, as
1s the practice of apolicant.

It seems clear to us that with applicant's unbalanced
structure the sltuation could well develop where the obligation to
make refund payments, by their very size, would threaten the impair-
ment of the solvency of the company. Good business practice dictates
2 larger investment of proprietary capital than is the case here,

Our views on applicant's financial condition are not new.
In Decision No. 53858, dated October 1, 1956, the Commission said:

"The Commission is greatly concerned with Dyke's

violation of Commission orders, its uwnauthorized
extensions and contracts, its improper, incorrect
and incomplete accounting records, and its inade-
quate financial condition which is hereby found
to be insufficlent to support 1ts present and
future operations.”
As will be noted from the recitation, hereinbefore, of the applicant's
financial condition as of December 31, 1996, there has been no appre-
ciable nor sufficient improvement therein over that shown in Decision
No. 53858 (supra).
The record does show that applicant 1s in the process of

bringing 4its Books of Accounts into accord with the Uniform
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Classification of .iccounts for %ater Utilities vroescribed by
tho Cornission, in compliance with paragranh 1.(f) of the order
in Decizfon No. 53858 (supra). Compliance with sald paragraph
has not bLoen effected, and by Lts Order Ixtending Time, dated
sarch 12, 1957, the Commission granted, among other things,
& request by am»nlicant for an extonsion of time to June 30,
1957, to comply with said maregravch.

The record shows that applicant's canital for
oxtonding its water systeas comes from threec main sources:
(1) consumers' advaiaces for construction, (2) internally created
funds, such as depreciation roserve, and (3) invesiuments in
the form of long or shorg-term liabilities by tho Laasdale
fanily. Applicant's presfident %s L. D. Lansdale,dr., its
vice presideats are L. D. Lansdale and William .i. Lansdale,
and its secretary-treasurer is Arlyne Lensdale.

Althoush apnlicant's »sresident testified that the
Lensdale family stood at all times, ready, willing, and able
to advance sums of money for apnlicant's construction orogran
or operations, he tectified that the agreement for the advancing
of such funds was verbal, only, and without any set limitation
2z to azount, or unrovision for interest or renayaent. No

Tinanecial statement of the Lensdale family is of record in

thls >roceeding, and, although applicant's president indicoted

for the record that applicant intended to issue common stock
to the Lansdale faumily, no request for authority to Isswe such
stoclt haz been filed with or granted by the Comaission.

Applicent's president testified that negotiations
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were boing conducted with U, &. Life Iasuraice Co. of how York
for a 500,000 loan against applicant's »rouissory note; thot
authority for executins such note hed been sreated by Decision
Ho. U537, dated February 19, 1957, in Avslication No. 38823;
but that such negotiations had not been completed, and that
the monies to ve derived trherefrom, if and when received froa
the incurance company, wero to be used for the development of
threo 5,000,000-gallon reservoirs located at Sroolhurst Street
between Cerritos and Hatella Avenues, in order fto utilize a
proposed connection with .etrojolitan Water District facilities
at latella Avenue and Dale Street. The cost of effecting such
conaection would likewise be covered by the said rovosed
insuraince company loan.

Zvidence of Public Convenience and liecossity

At the hearing of ilay 15, 1957, apslicant submitsed
only one roquest for water service, but did not indicate either
the nature or extent of water service requested. No other
requests lor water service by applicant in the proposed area
were nlaced in evidence.

Pindings and Conclusions

From 2 review of the record, the Commission is of the
opinion and finde and concludes that public conveaience and
necessity do not require that Dyke Water Coupany, a cormoration,
be granted authority to extend its water systeam as reguested
by its Second Sunolemental Andlicetion herein.

The Commission finds as a fact and concludes that the
prelininary statement of the finaneial condition of Dyke later

Company, es of December 31, 1956, ixhibit No. 2 (supra) discloses

that sald company is in an insufficient and inadequate financial

-8-
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condition; that applicant olfored no sound or firm financing
prograi; and that thecefore, it would be adverse to the nublic

interest to graat the instent aanlication

Tho Comaission finda and coneludos that thia Second

Supplemental Apnlicztiorn of Dyke "z2ter Counany should be denied,
and the order which follows will so »rovide,

0udE 2

Socond Supplenentel Apnlication as above eatitled
having been filed, public hearinse having been held, the matter
having been submitted, and now beiag ready for decision.

IT IS HEREEY ORDIRID that tho erxplication of Dyke Vater
Compaﬁy, & corporatlon, for authority to extend its water service
to additional territory in the vicialty of Garden Grove, in
unincorporated territory of Orange County i the area delincated
by the red line on Ixhibit "C" atbtached to the apslicetion as
Mended at the hearing, be and it is denied.

The effective date of %hils order shall be twenty days
alter the date hereof. S

Deted at JgEhEE?ﬂﬁP' » Celilornia, this \ﬁfEP
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