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BEFORE 'IHE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALILFORNIA

In the Matter of the Application
of VALLECITO WATER COMPANY, to sell
its water system and assets (other
than cash and accounts receivable),
to Suburban Water Systems, and

Application No. 45688
In the Matter of the Application Filed August 19, 1963
of SUBURBAN WATER SYSTEMS, to pur-

chase Vallecito Water Company's
water system and assets, and to
render water service under the
Vallecito Water Company rate
schedules in the area served and

presently certificated to Vallecito
Water Company.

William M. Lassleben, Jr., Harold M. Mathisen,
and Tom G. ﬁcﬁarag, for Vall;:'cigo Watgr 5
Company; and Guy, smith & Wah y Arthur D.
Gu Jr:, Walker’Hannon, Vern I:IcNeese, and
Fr%ﬁ E

. _Gray, for Suburban Water Systems,
applicants.

Brobeck, Phleger & Harrison, by Robert N. Lowry,
for San Gabriel Valley Water Company, intez-
ested party.

Hugh N, Oxr and R. E. Heytens, for the Commission
stari,

OPINION

1 .
Vallecito Water Company (Vallecit:o)'/seeks authority to

2/
sell its water system and assets to Suburban Water Systems (Suburban)

for a consideration of $785,000, subject to stated adjustments to a

— Formexrly Whittier Extension Mutual Water Company,organized in 1914.

Z Formerly Whittier Water Company, organized in 1907, and San Jose

Hills Water Company, organized in 1944.
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sales price of $651,471, and Suburban sceks authoxity to purchase
Vallecito's water system and assets aad to remder water sexvice In
Vallecito's sexviece and certificated areo under Valleclto's zate
schedules, pursuant to the teras of the Agrecment for Purczase and
Sale of Corporate Assess, dated August 12, 1963, a copy of which is
attacned to the application cs Exhibit B. The adjusted sales priece
guarantees not less thaon $16.1C per shaxe on Valleecdto's 38,332 snaxes
of capital stock fgsued ond outstamding.

Public hearings were held befoxe = ner Worner oz
November 18, 1° and 28, 1953, at Los Angeles, cn which lsst date the
matter was submitted, cubject To the recelpt on or defore November 25,
2963, of lete-filed Exhibit No. 10, and subject to the £iling of con-
current briefs on cr beforeonecember 9, 1963. San Gabriel Valley
Water Company (Can Gabricl):/par:icipated in the kearings. - Eignt
witnesses were called and presented testimony and 13 exhilbits were
roceived, A Motion to Strike San Gabriel's Brief was filed by appli-
canzs on Decemberxr 23, 1963, /

The Zscues to be deterndned cre: 1. Should Vellecito be
permittad to sell to Suburban its water source, sexvice and storage
facilities and be zeliceved of Ltc public utility responsibilities;
2. Is Suburban financizlly aole to acquire the assets of Vallecito;
and 3, Is Suburban capavle of scxving the arca now sexved by
Vallecivo.

The Evidence

4/
Vallecito's president” testified as follows: HKe has been

divecter and officer of Valleeito sinee its inception in

2
s
-t

2/ Formerly San Gabriel Valley Water Service, organmized in 1937.
4/ Witnmess Machisen.
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October, 1954, and had been a director of Vallccitg's predecessorx,

ittier Extension Mutual Water Company, a mutual,” since 1948, and
was also seceretary and general managex of, and, sinée 1930, has beer
associated with La Eabra Heights Mutual Water Company, a mutusl.
Vallecito's present sexvice axea as delineated on the map Exhibit
No. 1 comprises approximately 3,400 acres,é/ Because of lack of
finances, Valleeizo, in the summexr of 1960, determined 1t fo be in the
best interests of its stockhoidexrs to sell its assets; negotiztioms
fox sale to Sanm Gabrlel for $55C,000 were conducted, but were tabled
in Novembexr, 1960. Vzllecito's directors them decided to continue to
operate and to scck equity capital or loong-term financing from prinei-
pal sharcholders or lending institutions. Nome of the principal

shoreholders really wanted to be in the water business, ond lew

2/8y Desilsion No. 53277, cated June 26, 1956, im Application
No. 36348 {Amended) filed Novemoer 26, 1954, Vallecito was gramtced
a2 certificate of public comvenience and necessity to construct and
operate a public utility water system in the area formerly served
b7 Whitticr Extension Mutual Water Company, authozized to file
schedules of rctes, and was authorized to issue 38,332 shares of
stock,paxr valuc $383,320, to Whittier Extension for the latter's
water system and assets. Said Decision recites that the opening
cntzy on the mutual's books of account was July 1, 1914, to weflect
the acquisition by the mutual of the water system assets of
waitticr Extension Company, a subdividing company; that Vallecito's
sexvice axez was situated on the north slopes of the Puente Hlills
in the central znd cast seetion of San Gabxiel Valley; that the
potensial of the axea was some 10,000 domestle sexrvices; ond that
Vallecitc had been zccelving numerous requests from subdividers
in the zrea for water scxvice to subdivisions under construction

and proposed to be constructed.

6/exhibit No. 1 shows that Vallecito furnishes water service zorgely

in unincorporated territoxy of Los Angeles County and in a tmall
porcion of the City of Industry. Sald Exhibit also shows the
bourndaries, delinecated by a green line, of 2 blanket casement owned
by Valleeito; the boundaries, delinecated by a yellow line, of
Suburban's San Jose Hills District sexvice area in the vicinity;
and the boundaries, delincated by a blue line, of San Gabriel's
Kwis Systenm service area.




carnings did not permit sexrvicing a substontial, long~term loan. An

application for a rate imcwease was filed om July 6, 1951, which

resulted in small zelief in the irrigazi7n rate, but no increase in
7

general ox any other rates was granted.” Zaxly in 1963, Vallecito's
directors determized not =o comtinue to operate, but to sell. Contosts
were nade with four water sexvice companies (Subuzian, San Gabriel,
Southexrn Californlz Watexr Company, and Comsolidated Waserx Company)
freow walch bids were recelved on the purchsse of the assets. The bid
TLLaYa U por cant of the sales price be danosited either
in cash or securitics ac 2vidence of good faith, that disclosure be
made as to the souzce of funds for the remaiming half of the purchase
price, and thet zll bids be In the same form, theat is, be figured in
approxinately the same way; the nmanagement's objective In the bidding
procedure being to secure for its sharcholders the moximum amount per
chare that could be had. On April 27, 1963, the directors accepted
the highest bid, which was Suburban's at $785,000 with a minimum price
of $1¢.10 per share and the next highest bid was San Gabricl's at
$16.06 pexr share. Oa May 7, 1953, Suburban deposited $392,000 in
United States Treasuzy bills and $500 iz a cersificd check with
Valleclto's counsel ond a sales agreement with Suburban was negotiated
and sudmitted to and approved at a Vallecito shareholders’ meeting on
Juze &4, 1563, Cn 4pwil 23, 1962, Skelforn aod Entwistlce,
directors of San Gobricl, were also dizectors of Vallecito. BRBetween
April, 1963 and August, 1953, two otker directoxs of Vallecito weze

xeplaced by Dictz ond Eannmon who were also directors of

L/ Decision No. 64323, dated Qctover 2, 1962, in Application No. 43581;
sehecasing denled by Decision No. 64762, dated Januaxy 8, 1963.
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Suburban. Thexcafter z modiffied sgxcement (Exhibit B attached to

the application) providing for the retumm to Suburban of all bus
$10,000 of its deposit (but retaining the $500 check) wzs approved by
a majority of Vallecito's sharekoldars and its directors, and signed
by its officers on August 12, 1963. Although directed by Vallecito's
officers to do so, Lts counsel had not returned said deposit because of
a letrer written by Skelton and Entwistle to Vallecito's'

councel, Ezhibit No, 12, thxreatening him with cextain suvits if the

money was returned, 8/
Vallecito's general manczzer testifled as Zollows: He had

been Wnittier Extension's superintendent since 1933, and manager of
Vallecito since its inception on November 18, 1954. He described
Vallecito's water-system facilities as shown on the map, Exhibit No. %,
including welle, pumps, transmission mains, reservolrs and distribution
aains, their sizes, dates of imstallation, location, ond condition.
Approximately 50 per cent of the lineal footage of pipelines within
the sexvice area Is ashestos-cement pipe. On Novembexr 15, 1953,

there were 3,448 genexal metexed and industrial customers, 154 drriga-
tica services, and 408 public f£irc hydrants. The development in the
past f£ive years hes becn changing very rapidly to xasidentizl subdi-
vision; citxus groves, walnut ¢rechards and other crops are being
zemoved for such purpose. Under present zoning, Valleeito would have
appromdmately 7,500 customers when its axca is completely subdivided
or developed, and there would be in exeess of 700 lots with single~
family residences if the subdivision maps Vallecito presently has

é/W’itness Richards.
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on £ile are implemented. Vallecito's unpald balance on refund agree-
ments exceeds 50 per cent of 1ts utility plant.  Autbority wes
reguested by Advice Letter No. 11, dated October 18, 1963, to sexve
and delivex water fto 478 single-femily mesidences within ten diffexent
tracte in Los Angeles County, and to exceed the utility’c cdvenees to
plant 50 per cent ratio. Such authority was granted by Commisslon
Resolution No. W-506, dazed November 6, 1963. Vallecito will be
requested to celiver water sewvice to approximately 250 additiczal
lots in the near future dbut does not have sufficient funds with whizh

to effect such service; its cost to install water service within its

service arez has averaged $3Z5 per 13%.

As shown in Zxhibiz No. 2, an Interim Report om Vallecito's
£inancial condition as of August 31, 1963, refunds on subdividexs'
advanees for ccustructicn, due and payable as of Decembexr 3%, 1362, in
the amount of $56,447.35 for the period 1961-62, remained unpaid as
of Avgust 31, 1963. Its liabilities under refund cgreements for the
yeor 1963 were estimated to be $25,000 to $30,000. Vallecito has
issued its premissoxry note for a period of ome year to Neptune Mcter
Cozpany in the smount of $24,834.39 with Intexest rate of 5 per cent
payable concurrently with principal at the end of twelve months; said
note 1s due, payable and unpaid., Cther accounts totaling $47,409.73
were due, payable, and unpald as of August 31, 1963, to Pazksonm,
Incorporated, Johns-Manville Corsoration, Western States Engine
Sexvice, Hersey-Sparling Metex Company, Brown & Laldwell, Comsulting

Engineers, and Wintroath Pump Company, for materials delivered on

Z/Exhibit No. 2 also saows Vallecito's utility plans in sexviee as of
Acgust 31, 1963 to be $1,953,162.95, with zelated depreciation
resexve of $372,545.61; ourrent and accrued assets of $99,629. 27;

current and accrund lxabixlfies of $269,438.29; and advances for
construction of $948,113.64.
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terms not to exceed ome year. An "on demand' mote, dated

L Xk )

Vhittler Branch (Bank), for $125,000, payable August 14, 1964, or if

no demand, at 5 per cent interest rate. A long~term note in the .

lazase 14, 1263, had tean given Sceuwity Fizct vationcl Ranke

amount of $50,000, secured by 2 deed of trust, dated Noveaber 29,
1962, had been giwven Sunset Intermational Petrolewm Corporation
(Sunset), bearing Iintexrest at the rate of 5-3/8 per cent on the wopaid
prinecipal, paycble anually in installments of $2,500, or more, on the
£izst day of each year, the balance of which, on August 31, 1963, was
$47,500. Vallecito finds itsclf in 2 growing avea where a continued
denand 4Ls placed wpon it foxr water sexvices it could zendexr, execept
that it £indc itself finumelally unable to do so. Valleeito's
witness testified that its deep-well, natural-gas-engine pumps axe
ovsolete and, although maintained in operating condition, somerimes
with difficulty to sceuxe spare parts, canmot be automated., He esti~
mated that replocement of present cquipment with electrical motors
and telemetering wouid cost about $175,000, over a three-ycar peried.
Ee zzated that, as Vallecite's plant is modermized, direct labox
¢cxnense for the operation and maintemance of wells, puxps, and other
fasilities would decline, butIVallecito has not and canpot secure the

necessary funds to medernize.

11/
Suburban's vice president in charge of operations and a

dirsctor, wiao has been associated with Suburban for the past eight

=9 zehibit No. 5 is o Five Year Study of Sourxce and Application of
Tunds, dated April, 1962, prepared for Vallecito by conmsulting
cagineers to illustrate the need Lox outside financing in the
jrzmediate future if Vallecito were to meet the requircments of
service and the comsequent financial obligatioms.

11/
= Witness Bomnon.
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yeers, and who Ls also a director of Valliecito, testified as follows:
In his opinion acquisition of Vallecito by Suburban would be a
natural aad logical expansion of Subuxbon's system adjacent to
Vallecito's sexrvice arca for the reason that there sxe several inter-
conmections of the two systems in the South Puente arca, as shovm on
the map of a portion of Suburban's San Jose Hills system in the
vieinity of Vallecito's system, Exhiblit No. 3£LZ Such erpansion and
acquisition would be advantageous to customers o both Valleelfo and
Suburban imasmuch as Vallecito's well £ield is located in Suburban's
present certificated arez, and the clevations of Vallecito's reser-
voirs axe compatible to the present zome arcas in Suburban's arca.
Vallecito's water xights are worth in exmcess of $600,000, but such
amount was not included in his estimate of $700,000, the approximate
worth of Valleecito. Suburban was megotiating with the City of
Saxnta Fe éprings (City) for the taking, under threat of a condema-
tion action commenced by City two years ago, of Suburban's water
system withia City's limits, znd possibly all of Suburbon's water
system in the Citlies of Pico-Rivera, Downey, and Norwalk, and in
County axea adjacent to City. Negotiations with City were in the
engineering phese, tast is, the prdperties to be condemmed or
negotiated were being inventoried by enginmeers employed by City. The
naxdinum payment authorized under City's bond issue and condemnation
proceedings could exceed $2,500,000, but Suburban estimates that
$2,000,009 is a xelatively comservative expectation. The proceeds

z/
= The instant application shows that Suburban furniskes watex
sexvice to necarly 46,000 customers located in two axeass,

generally referxed to as the San Jose Hills and Whittiex-Pico
Rivera Distxicts.
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from such an acquisition would be used to scquire additional sexvice
areas, such as Vallecito, to replace those taken by City and such
proceeds could lawfully be permitted to be reinvested within 2 year
without tax comsequence. At the time Vallecito's directors declared
Suburban to be the high biddexr and awarded the sale of the assets to
Suburban, Vallecito's directors wexe Crosby (Chairman),

Mathisen, Svenson, Skelton, and Entwistle. No formal demand had
ever been made by Suburban upon Vallecito's counsel for the return or
the drawing down of the deposit of 50 per cent of the bid price.
Suburban proposed to assume Vallecito's refund agreement obligations,
and to assume the payment on the $50,000 debt on the reservoix con-
structed by Sunset. As a director of Vallecito he had voted in
favor of a xesolution which was approved by Vallecito's directors to
request a rate incrcase. Suburban's proposal to pay the diffexence
between the net book value of Vallecito's stock of $11.87 and
Suburbtan's guaranteed $16.10 per share to sharcholders was justified
on the basis that, in addition to the book value of the company,
there axe additional assets including the proxinity to the existing
Suburban area making it readily adaptable to becoming a part of
Suburban's sexvice area, the blanket easement owned by Vallecito
vwhich is an asset not included in the book value, the fact that
Vallecito is a going concern, and Vallecito's water rights. Although
he was not a director at the time of sale, after he became a director
certain texms and conditions of the sale were modified to provide for
the return to Suburban of $382,000 of the deposit as the directorxs
then thought that it was unnecessary for Suburban to expend interest

on money that would be on deposit pending the conclusion of the
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hearings before this Commission. He stated that the proposed sale
of Suburban's Santa Fe Springs system facilities to City would have
no effect on Suburban's operations in its San Jose Hills system since

these two Subuxban systems axe completely separate in their opexa-

tions.

13/
Suburban's assistant treasurer  testified as follows: He

‘bhas been associated with Suburbaon a little over eight years and bhad
been made assistant treasurer a little over a year ago. His
experience has been in the accounting and £inancial end, forecasting,
and budgeting. Suburban's comparative finmmeial statements as of
August 31, 1963 and 1962, Exhibit No. 6, show its finmcial con-
dition at those dates and its carnings for the first eight months of
1962 and 1963.lé/3xhibit No. 7, based on reasonable estimates and
Judgment figures arrived at by various members of management, and
adopted by nim as being xeasonable, is a schedule of Suburban's
estimated Available and Use of Funds for 1964; "Avallable Funds"
would be: Procceds £xom the City of Samta Fe Springs, $2,000,000;
Net Income (after operating expenses and taxes), $232,600; Deprecia-
tion, $412,000; Contributions, $25,000; Bark Loam, $200,000; Advance
for Comstruction, $320,000; and Sales of Preferred Stock to Insti-
tutions, $500,000, totaling $3,689,600. Suburban's present bank
line of credit 4s $1,000,000 of which 1t has borrowed $600,000 and of

which it would pzopose to use $200,000 of the balance in 1964. It
&3/

Witness McNeese.

14/ pxhibit No. 6 shows Suburban's total utility plant as of
Avgust 31, 1963, to be $18,641,975, with related reclation
reserve of 83, 118 1380; total currenc assets of $1,648,721;

total current lisbilities of $1,457,340; and advances for con-
stxuction of $1,977,428.
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p=csently hos authority to issue prefexred stock Zn the amount of ap-
proximately $250,000, and it would requirxe additionzl authority from
this Coumission to Issve and sell the proposed total of $500,000 to in-
stituvcions. "Use of Funde" would be for: Bond Retixement, $1132.000,
representing the amount of bornds to be retired during 1964 wundexr the
provisions of Suburban’s indenturxe, Dividends on Preferred Stock,
§176,000, reprccenting che amount To be¢ paid on Suburban's preferred
stock presently outstanding and coverming some of the dividends that
would be paid imstitutions if saic of stock to institutions were neces-
sary; Refunds on AdvancesZoxr Construction amounting to $160,000, repre-
senting Suburban's best estimate of the arounts that would be due under
1ts Main Extension Rule; Dividends on Common Stock, $45,000, xepresent-
inz Suburban's cndeavor to mzke a customaxy declarction iz order to
estaplich a dividend practice so that its stock would be attractive to
Invescors; Refund Notes, $16,000, representing the amount due on

netes Lssued pursuant to Commission authority; Purchase of Mutuszl
Stocks, $10,000, representing an average f£igure which Suburban would
usc to purchase mutual water company stocks should they be available
for puzchasc znd should they be neceded; Completion of Work in Process,
$64,800, representing the amouﬁt of work expected to be paid for bus
00t completed at the end of 1963; ﬁnforeseen, $60,000, which would be
used for items that Suburban cannot foresee, such as installation of
plant, replacement of some equipment thot may geo out unexpectedly,

ox the like; Tracts and Main Extensions, $340,000, xepresenting the
azount to be used to put in in-tract facilities within subdivisions
for which subdividers already had advanced the money; New Plan%

Improvements, $404,800, representing the items of plant that
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Suburban would put in duzing 1964, based upon 2 management figure;
and Vinnell Development, $£53,000, representing Sudurban's best
estimate of the omount that would be required in the Vimmell develop-
ment Sfor the yeor lSéé,li/totaling $1,442,600 and making $2,247,000
avallable for paywent of bank loans om the Vallecito purchase and
improvements In Vallecito.

Exhibit No, & contains a condeased bolance sheet 23 of
August 31, 1562, wceoxded, and a pro forma condensed balance sheet as
of December 31, 1964. It shows Suburban's financial position at the
end of Auguss, 1963, ond its finameilal position at the cnd of
Cecember, 1964, on a pro forma basis after purchasing Vellecito and
after carrying out the fincueizl progran shown om Exhibit No. 7,
cxcept that the bamk loan, shown on Exhibit No. 7, would not nave
been ineurred and preferred stock would not have been sold; 1ts
purpose was to sihwvw, oo 2 pro forma basiec, that Suburban would be
able Zo caxry out the purchase of Vallecito and have ample funds
left over.

Exblt No. ¢ shows comparative capital ratios, recozded
and pro formz, as of August 31, 1963, and December 31, 1964. rHoweverx,
the amounts of advences for comstruction, totaling $1,977,428 as of
Acgust 31, 1962. recorded, ond $3,066,123, pro forma, December 31,
1954, shoun Zn Exhibit Nho. 8, hove not been reflected in the ratios

sot forth In Exhiblt No. 9. Exvhibiz Ne. 10 shows =he make-up of

15/ 1p Application Wo. 45465, £iled Mey 23, 1953, Suburban sought a

cextificate to extend 1ts Covinz Knolls system %o scrve approxi-
tely 2,900 acxzes to be developed by Vinnell Comstructors,

Forest Lawn Company, D.G.& H. Levelopment Company and others in
the Citics of San Dimas and Covina, and in umincorpecsated tezri-
tory of Los Angeles County norzh and south of the San Bexrnardino
Freceway. By Decisionm No. 56739, dated February &4, 1964,
Stbuzban was dealed a certificate to sexve Vinmell and Forest
Lawn. '
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the purchase price stated in the sales agreewent, Exhibit B attached
to the application, of $785,000, and shows that it would require
Suburban to put in an additional $40,000 to be able to meet the
requirement of a guaranteec of $16.10 a share, and the utility plant
acquisition adjustment would be $143,000 instead of $180,000. By
reviewing Exhibit No. 2, ‘and taking into consideration the capital
stock, shown thereon in the liability section, in the amount of
$383,320, and adding to it comtributions in aid of construction in
the amount of $114,826 and the surplus in the amount of $90,300 for a
total of $588,046, and dividing this sum by 38,332 shares, the book
value per share would be in excess of $15.30 per share. Bank loans
on the Vallecito purchase in the amount of $392,000 are unsecured.

In Exhibit No. 6, special deposits of $455,276, as of
Auvgust 31, 1963, include the amount of $392,000 borrowed from Bank and
deposited with Vallecito, and an additional amount on deposit with
Suburban's trustee under its indemture. Accounts receivable of
$397,792 include $271,000 advanced to Cal Fin, a wholly owned
subsidiary of Suburban. Cal Fin acquired Vallecito sﬁock with such
advance. Notes payable of $716,289 include funds borrowed by
Subuxban for advance to Cal Fim to acquire Vallecito stock.

Exhibit No. 10 does notlrepresent the required criteria for
bidding as described by Vallecito's p;ésidént. | As shown in Exhibit
No. 8, notes payable, as of August 31‘:1563"wbuld decline from
$716,289 to $289, as of December 31, 1964 upon the supposition that
$716,000 of notes payable would be discharged.during that period from
sources shown on Exhibit No. 7. Advances for constru;tion, also
shown on Exhibit No. 8, would increase from $1,977,000‘as oz
-ugust 31, 1963, to $2,055,000 as of December 31, 1964, duc to the

- -13-




proposed acquisition of Vallecito. If advances for comstruction had
been included in debt and contributions in aid of construction had
been excluded from equity, the relationship of total stockholdexs'

equity to total capitalization of the company, shown in Exhibit No. 9,

would be somewhat less. The inexecase in ecarmed surplus, shown on

Exhibit No. 9, between August 31, 1963 and December 31, 1964, from
$688,887 to $1,613,487 carries forwazd the assumpiion that $2,000,000
would be recelved from City duwing the yecaxr 1964.  According to
Exhibit No. 7, if the proceeds from City do not become available
dxring the year 19€4, there would be a balance of only $247,000 to

take care of the xepayment of bank loans on Vallecite purchase and

improvemants of Vallecito.  Suburban could also engage in additional

intexim financing and the sale of debentures and perbaps some bohds;

the matter of selling bonds and debentures has been discussed with

various Sinancial institutions, but any further commitmants would be

premature in view of the fact that negotiations with City for the
purchase of Suburban's assets have entered final phases of regotia-
tions. No applicarion to the Commission has been f£iled asking
authorization to issue and sell praferzed sZoc¢k in an amount to

bring such authorization up to the amount of $500,000, indicated om

Exhibic No., 7. /
1A
Suburban's pmesident”  and director testificd as follows:

He has been its presicdent since about 1949, but had net been president
of its predecessor Whittier Water Company. His principal responsi-

bility is to arramge fcox Subuzban's fizancing. Accounts receivable
&7

Witness Garnies.
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0f $397,792 as of August of 1963 Znclude an amount of $279,600
lozned to Cal Fin. Notes payadble of $716,000 as of said date
include £700,000 dve to Bank and $16,000 duc' to subdividers in the
form of notes given in the payment of refund contrazts. The prin-
cipal reason that notes payable reflect a substantially largex
bzlance in August of 1963 ac compaxed with August of 1962 was the
$392,000 ceposit made with Vallecito's counsel for the acquisition
of Valleclto's acsets.

He is also president and a dircectox of Cal Fin. Cal Fin
was iacoxpozated zbout 1955 or 1956, fox the principal purpose of
buying &nd selling securitics and also for the purpose of acquiring
and selling wcal estate. It has made 2 market in Suburban stock from
time to time by acquiring big dlocks and then merchandizing them over
a pexiod of time, and doing things to assist its principal stock-
aoldéer, which ILs Suburbun, that Suburban could not do for itseli.
Cal Fin's dircetoxs were very much interested in seeing Suburban
acquire Vallecito's assets, and they were interested in doing every-
thing possible to assist it in that task. After establishment of a
prize of 516.10 a chore for Vallecito's stock as the result of the
bicding of the four utilitics, many of the stockholders were intex-
ested in selling thelr stock; this was after the determination of the d
shazckolders as to who would be entitled to purchasc Vallecito's
assets and was obout the first part of ?gy, 1963. About tem days

after San Gabriel filed its application offers of stock started

EZ]Application No. 45443 of San Gabriel for authority to zcquize
Vallecito’'s stock was filed May 17, 1963. By Declsion No. 66140, -
dated Oczober 15, 1963, San Gabrilel was authoxized to acquire
11,118 shares of Vallecito's capital stock fxom R.H. Nicholson
at a price not to execed $12.15 per share and to purchase from
othexs not moxe tham 27,214 shares of Vallecito's copital stock
at a price not to ewcezad $16.10 per share.
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coming in. He went to Bank and told them of Cal Fin's imterest in
acquiring the zrack that was available and asked to borrow about
$300,000 ox $400,000 so that anyome who wished to sell at that time
would have a market. He also talked to people who might be intex-
ested in acquiring the stock and who were friendly to Suburban.
Bank indicated that it would be very glad to lend Cal Fin the money
but uncer the terms of the trust indenture it would be necessary to
"=ipeline' the funds through Suburban in order to meet the require-
ments of the trust indenture; so thet was dome. Cal Fin borrowed
funds from Suburben from time to time and acquired the stock, had the
stock directly transferred from the owner to Bank, and Bank holds the
stock and is the owner of it at the present time. The stock sexrves
as security for the bank loan. It 4s Cal Fin's intention that, in
the event of Commission approval of Suburban’s acquisition of
Vallecito's assets and the liquidation of Vallecito, the amounts of
$16.10, or more, per share will be pald to Bank to pay off the bank
obligations. The reason for Cal Fin's acquiring Vallecito's stock,
when it was Suburban's objective to acquire Vallecito's assets, was
that, knowing that the president of San Gabriel, Wicholsen, had ‘
already acquired 11,000 shares of Vallecito's stock, it was evident
that the avallable stock should be purchased by someone friendly to
Suburban or the matter of the acquisition.of Vallecito's assets
would never get to this Commiscion by application, or otherwise, if
control was acquired by liicholson or hiz group. Thexefore, it

was necessary for Cal Fin and others to acquire shares when they
wexe avallable. Cal Fin's directors are John Bodger, Ruskin
Gardner, C. H. Deitz, Walker Hanmon, and Camille Garnier.
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Dietz is Suburban'’s secretary, Haomonm 1s Suburban's execzg}ve vice
president, Bodger and Gaxdner are directors of Suburban.

Bank is the legal owner of the stock, is the one who would vote 1it,
and it Is in its name; it was from Bank funds that the stock was
purchased. Bank has loaned in excess of $150,000 to Vallecito, and
he thought Bank's cnly hope of being repald was to get someonme
finsncially strong in charge of the company. Upon the repayment

to Baok of the momey loamed, the stock will be turned over to Cal
Fin. The stock is being held as security for the loan to Cal Fin.
Bank loaned the funds to Suburban and Suburban made the funds avail-
able to Cal Fin; Cal Fin borrowed the money from Suburban; with that
money Cal Fin purchased Vallecito's stock and caused it to be trans-
ferred to Bank. Bank holds this stock as collateral for the funds
advanced to Suburban until such time as the loans are repaid. The

bank notes axe demand motes, and Suburban's loam to Cal Fim is a

6 pexr cent demand note,
19/
A vice president  and director of Sam Gabriel, who is

also a director of Vallecito, testified as follows: San Gabriel's
offer om April 23, 1963, provided for adjustment in the purchase
PTice as a zestlt of changes in uvtility plant taking place after
December 31, 1962, as did Suburban's bid. Subsequent to the
acceptance by Valleeito's directors of Suburban's offer of $16.10,
the terms and conditions of that offer were tendered to the share-
boldexrs of Valleeito for their approval and were approved,  Subse-
quently, and on August 8, 1963, the make-up of Vallecito's directors

ie/ Commission records show that Deitz, Laonon, and Garnicr are
also directors of Subuxban.

19/ Witness Entwistle.
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changed when Deitz and Femnop become direstors, and oT
Auvgust 12, 1963, the sales agreement, Exhibit B attached to the
application, was executed on behalf of Vallecito; the agreement makes
no provision for adjustment in the purchase price as a result of the
additions (net, after retirements and depreciation) to plant made by
Vallecito, either subsequent to December 31, 1962, or subsequent
to the closing. Based on Vallecito's balance sheet as of August 31,
1963, Exhibit No. 2, the San Gabriel bid figure at August 31, 1963,
would be approximately $31,750 greater than that indicated by Exhibit
No. 10, which would be approximately 90 cents moxe per share, and
San Gabriel's purchase price would equate somewhere close to $17 a
share. |

One of Suburban's counsel testified regarding the status of
negotiations with City, and corzoborated other testimony thereon.

A Commission staff accountant testified regarding
Exhibit No. 13, the Commission staff's financial repoxrt on the
application. Said exhibit shows that: Total estimated cost of
construction for plant expansion for the purpose of rendering water
sexvice to an area developed by Sunset International Petroleum
Coxporation was $888,000, of which Suburban will provide $220,100;
the cost of financing the deovelopment of the area, requested in
Application No. 454631;Footnote 15 herein), to be provided by
Suburban is $678,130." The sales agreement, Exhibit B attached
to the application, provides that Suburban assume a promissory note

in the amount of $47,500 payable to Sunset. If paragraph 4 of the

g-jSw:r.z::.zzess: Hendricks.

21/ Any conclusion to be drawn from this statement would be altexed

by the effects of the denlal of the main portion of Application
No. 45645 (supra).
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sales agreement were strictly interpreted and adhered to, ‘the util-
ity plant acquisition adjustment could amount to $268,213, represcnt-
ing the amount by which the adjusted sales price would exceed the
amount of net assets. Suburban's adjusted purchase price for
Vallecito's assets 1s $651,471. Although Suburban has consistently
stated that the possible sale of its Santa Fe Springs water system is
the primary source of these funds, as of October 21, 1963, the sale
had not been consummated nor had the final engineering figures of the
Sale been prepared. As of December 31, 1962, common stock equity
‘constituted about 10 per cent and preferred stock about 26-per cent
of Suburban's total capital structure, and total stockholders'

equity of that date was about 36 per cent; these ratios decrease to

9 per cent, 22 per cent and 31 per cent, respectively; on a pro
forma basis assuming the inclusion of items pertaining to ‘the Sunget
Development and of items pertaining to the Vallecito acquisition.
Long term debt and advances for construction constituted 64 per cent
of the capital structure at December 31, 1962, and would ipcrease to
69 per cent upom such pro forma basis and combined stockbolders'
equity would decrease to 31 per cemt. Advances for construction
would remain well below 50 per cent of met depreciated utility plant
even when projected on a pro forma basis. This witness concluded
at page 6 of said Exhibit No. 13, with xespect to applicant Suburban

as follows:

"l. Applicant's common stock and total equity capital
ratios do not compare favorably with other Class A
water utilities operating in California, and no
neans of improving its capital structure has been
advanced by applicant ia its current proposals.
The average mean ratio of commom stock equity fox
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the other Class A water utilities shown in a
Commission study entitled "Comparative Statistical
Data," dated July 26, %293, is 33.467%, compared
with 10.367% and 7.577 ££/ for the applicant at
December 31, 1962, and on a pro foxma basis,
respectively.

Applicant's present capital structure sppears to be
weak and may further deteriorate 1f the current
application is granted.

1t appears that applicant's dividend requirements
consume most of its net operating revenues: that
internmally generated funds to finance expansion are
limited, and that financing of the expansion proposed

must rely principally on debt and advances for con-
struction.

"In view of the Commission's past and continuing concerm over
applicant's unbalanced capizal structure® walch will be further
unbalanced as a rzesult of proposed expansion without additional
equity capital, it is recomrended that approval of applicant's
request, 1f granved, be conditioned uponm Jdevelopment and
maintenance of a capital structure contalning at least 407
total preferred and common stock e ity, a=d no moxe than 607
debt and advances for comstruction combined.

*Decision No. 52240, dated November 14, 1955, in
Application No. 37401.

Decision No. 52729, dated Maxch 6, 1956, in
Application No. 37649.

Decision No. 54034, dated November 19, 1956, in
Application No. 38529,

Decision No. 55053, dated Jume 4, 1957, in
Application No. 39069.

Decision No. 57782, dated December 30, 1958, in
Application No. 40628.

Decision No. 58716, dated July 7, 1959, in
Application No. 40954.

"Deeision No. 58716 couments upon Suburban's unbalanced capital

Structure and prohibits contiguous extension without Commis-
sion's authority,” '

22 .
</ This ratio would be 8.927% excluding the Vimnell and Forest Lawn
developnents denied by Decision No. 66739 (supra).
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Fincings

Upon consideration of the evidence, the Commission £finds
that:

1. Applicants' Motion to Strike San Gabriel's Brief should be
denied.

2. Vallecito Water Company is a public utility water corpora-
tion under the jurisdiction of this Commission, and has been since
its inception on November 18, 1954; the operations of its predecessor
as a mutual were laxgely in comnection with agriculture since about
the year 1914; 1its present operations are preponderantly the furnish-
ing of domestic water service to subdivisions in unincorporated
territoxy of Los Angeles County and in a small portiom of the City of
Industry. Demands on Vallecito for water service to ten subdi-
visions, cowprising at least 750 lots, have been made by subdividers.
Its curxent and accrucd liabilities exceed its current and accrued
assets in the ratio of almost three to ome; it is in default not only
on its refunds payable to subdividers on main oxtension contracts,
but also on notes with suppliers of sexrvices; its financial condition
is poor, and its water system cannot be modexrnized because of lack of
funds. Its directors have voted to apply for a rate increase.
Because of its poor financial condition and its inability to secuxe
additional financing, its directors, in January, 1963, determined to
sell its assets; and on April 27, 1963, Vallecito's directors
accepted the highest bid for its assets, which was the $16.10 per
share bid of Suburban Water Systems.

3. Suburban Watex Systems, or its predecessors, have been fur-

nishing water service in Suburban's San Jose Hills District since
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+9644, and in its Whittier, Pico-Rivera District since 1907; it now
furnishes water sexrvice %o approximately 46,000 customers.

4. Suburban's financial capabilities to purchase Vallecito's

assets are based on its estimate of the avatlability of funds as set

Zorth ir Exhibit No. 7. Such estimate of the available Zunds uscble
for purchase of Vallecito is comjectural, imcomplete, does mot extend
beyond the year 1964, and is primaxily dependent on proceeds from the
sale of its properties to the City of Santa Fe Springs. The prospect
of such sale being consummated betweern the City of Saota Fe Springs !/
end Suburdan is uneertain amd the time within which such procceds
=ight be made egvailable to Suburban is indefinite.

5. DNotwithstaading the denfal of Suburban's application to
sexve the Vinnell and Foxest Lawn developwents and the resultant
exelusion of financial requirements thexefor, the ratio of Suburban's
squity capitzl to total ecapital has been and is unmsatisfactorily low,
and 1f this application were granted would be moze s50.

6. Had the salec cgreement, Exhibit B attached to the appli-
catior, becn erecuted pursuant to the criteria of bidding for the
sale of propextics, the bid of San Gabriel Valley Water Company,
guarcateeing a price to Vallecito's shareholders of not less than
$16.C0 pexr share, would have equated to approximately $17 per share
as of August 31, 1953,

7. Vallecito and Suburban have failed to show that the grant-
ing o< the application is In the best interest of Vallecito's con-
swmers and proprietors, and have also failed to show that the

granting of the applicatiom is in the best interest of Suburvan's

COTSLIMETSE
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8. Suburban has £oiled to show its finameial ability to carxy
out the terms of the Agreement for Purchase and Sale of Corporate
Assets, dated August 12, 1963, a copy of which is attached to the
‘application as Exhibit B.

9. Neither Vallecito mor Suburban has established that the
granting of the application would not be adverse to the public
interest. |

10. Suburbap obtained a loan from Security First Natiomal Bank-
Whittier Branch, in May, 1963; at least $279,600 of the procceds of
said loan were thén loaned to Cal Fim, a wholly owned subsidiary of
Suburban; Cal Fin's officers and directors are interlocking and for
the purposes of this procceding Cal Fin is the alter ego of Suburbam.
Cal Fin puxchased oxr caused to be purchased Vallecito stock with said
funds for the purpose of preventing the majority of Vallecito stock
from being sold to San Gabriel Water Company's president, which said
latter company had applied for authoxity to purchase Vallecito stock,
and which said authority was granted in October, 1963. Suburban has
gained control of and does comtrol Vallecito by means of Cal Fin's
purchase of Vallecito stock or by means of Cal Fin's having caused
the purchase of Vallecito stock emabled by Suburban's loan te Cal Fin.

11. Cal Fin was unable to acquire Vallecito stock or cause /
Vallecito's stock to be acquired without Suburban's loan, and
Suburban’'s loan enabled Cal Fin to acquire Vallecito stock or cause

it to be acquired.

-
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12. No application, pursuant to Section 852 of the Public
Utilities Code, to acquirxe Vallecito stock or to cause Vallecito
stock to be acquired was made by Suburban or its alter ego Cal Fim ox
granted by the Commission. The puxchase of Vallecito stock by Cal Fir
in the manper described herein is tantamount to the purchase of said
stock by Suburban and is in violation of Section 852 of the Public
Utilities Code and is therefore wvoid.

13. Vallecito tramsferred shares of its capital stock to Cal |
Fin or to Security First National Bank~Whittier Branch.

1&. No application, pursuant to Section 852 of the Public
Utilities Code, to tramsfer its stock to either Cal Fin, the alterx

ego of Suburbar, ox Bank, as holder, was made by Vallecito or granted
by the Commission.

Conclusions

Based on the foregoing findings, the Commission comcludes
that:

1. Applicant’'s Motion to Strike San Gabriel's Brief should be
denied.

2. This application should be denied.

IT IS ORDERED that:

The Motion to Stxike San Gabriel's Brief is demied.

Application No. 45688 is denied.

Suburban Watexr Systems and Cal Fin shall, within ten days
after the effective date hereof, repoxt to the Commission in writing
thelr action regarding their unlawful acquicitiom ox their causing of

the unlawful acquisition of the stock of Vallecito Water Company.
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4. Vallecito Water Compavy shall, within ten days after the
effective date hereof, report to the Commission in writing its action
regarding its unlawful transfer of its stock to Cal Fim or to

Security Fixrst Natiomal Bank-Whittierx Branch, as holder.

The effective date of this oxder shall be twenty days after
the date hereof.

Dated gt _san Francisco » Salifornia, this

Commidsioners




