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In the Y.;atterof tile Application ) 
of v;~'IO vr~ CO'tf2~r-!.>. a ) 
Corporation for authorl,1:y to· ) 
deviate from its 1"din Extension ) 
Rule inoraer to. serve -c.1ater to ) 
suWiv:i.sionswithin the Company f S' ) 
_c_er_t_l._· f_i_ca __ t_ed_: S_ervi __ c:_e_ar __ e_a_·. ___ ··_---<~. 

In the Yatter of tb~ Application of ) 
VAIl.ECIIO ~;A'!ER CO!t!?bNY'~ a Corpora- ) 
1:ion for author-lty to deviate from ) 
its1"~inExtension Rule in order to ) 
se'l:Ve' water to su1:xiiviSi.ons'Within ) 
the Comp$y' s certific:a.ted,service ) 
area. ) 

~ 5 
In the Matter of the Application of ) 
vallecito ~Tater Company> a Corpora- ) 
t10n for authori'ty to deviate from. ) 
its Main Extension Rule in order to ) 
serve water to approxima~ely·23S. ) 
acres within the Compa:ny's certifi- } 
ca'cedservice area... ) 

.' ); 
) 

In the ~..atter of the ,Application of. ) 
San Ga!)riel Valley vTaterCompany for) 
an Order Authorizing it to J.cquire ) 
Preferred'~ Stoc1( of Vallecito Water ) 
Company.' ) 

--------<5 
In the1".atter of the Application of ) 
VAl.LECI'ro·WAl'ER. COM2.AN!'> a Corpora- ) 
tion> for a certificate of public ). 
convenience and necessity to furnish ) 
'Water service at zone rates in terri-} 
tory adjacent to its present service ) 
area,. .and for' authority to deviate ) 
from. }'jzin; Extension Rule to serve . ) 
'Water within a portion; of such, terri-)' 
tori;> all within the unincorporated ) 
area of !os Angeles County. ) 
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466,58.,. A~ 47052,. A. 47111~ 
47112, ~. 47lSS - ~T 

iliil1iar.t K. l....'lssleben t Jr., for petitioner 
and applicant: .. 

3robecl" Phleger "x Harrison,. by Robert N .. Lorn' and John E. Skelton, for san 
. canel Valley ~later Company" applicant 

and protestant in Application No. 47111. 
t·T. I. Kennedt~ '. for Union ?acifie Railroad 

Company~ ~terestedparey in Application 
No. 47111.. . . 

Raymond E. Aet;tens, Je-ay J. I.evanderancl 
Robert: C.· urlcin" for the com.nissio'O.· 
staff .. 

OPINION 
~- ... ------. 

In the above-~titled matters, Valleei~o Water Co~: 

1.. In h~pl:'cation l~o.: 46658, Petition for YJOdif:'
cation, seer~ removal of t:b:e requirement in 
Decision No. 68077, dated October 20, 1964, 
that it'p'~lish a notice of its financial 
inabiliey to further extend its facilities 
and service 1lllder its filed main extension 
rule; the Co~ssion havi:lg. found in said 
deCision that Vallecito should not .~ per
mitted thenceforth to continue to deviate 
from its rule, and ha~~g found that the 
limit of such. permissible deviation had been 
reached 'by ~e gro:m.ting of P..pplication 
No .. 46658. The record sbows that said notice 
has not been pu~lisbed .. 

2. In Appliea'tion No. 47052, see!($ authority to· 
deviate from the proV'..L.siollS of Section A. 2 
of i1:S l".iain Extension Rule :b. 15, LUnitation 
of Exp.ansion, and to enter into subdivider 
main extension agreements requiring the 
advance, subject to refund, of $63,600 for 
wat:er system installations to serve 212 lots 
in ~e tracts, and $1&,800 to serve a 16& 
~ti?le-residentia1 unit ~ a s;ngle t=act. 
Said tracts are within Vallecito's certi
ficated area. T'c.e authority is required 
because Vallecito's ratio of advances for 
conscruction is in excess of 50 per cent of. 
its net utility plant. 
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3.. In Application No. 471ll, seeks authority to 
deviate from its main extension rule and to 
enter into a subdivider main extension agree
ment of $100,000 to. serve 235 acres ef Union 
Pacific ~ilroad (230 acres) and Lawrence S .. 
Gr~y (5 acres) industrial properties within 
l.ts eertificated area. ,!be 'authority is , 
required fer the same reason as in Application 
No. 47052 (supra). 

4. In Application No. 47138, seeks authority to. 
deviate from its main extension rule and to. 
enter ~to sUbdivider main extenSion agree
ments requiring the advance, subject to. 
refund, of ~>596 covering the es~imated 
cost of providing water serv-l.ce to Tract 29303, 
which is the first unit and is a portion of 
Tentative Tract 28052 comprising approximately 
160 acres in unincorporated territory ef Los 
Angeles County, containjng 56 residential lots 
(the second 1Jllit of said tract, mown as 
Tract 29942, containinz 147 residential home 
sites and one public sebool site, is being. 
sub<li vided and the grading and earth 'Work 
required is in progress), a new reservoir site 
and necessary easements and title to an, access 
road to the reservoir, ~t zon~ rates, ou~s1de of, 
but contiguous to, its certificated area on the 
south_ The authority is req,uired for, the same' 
reason as in Applications Nos-.- 47052'(supra) 
and 47111 (supra). " 

In Application No. 47112', San Gabriel Valley Water· Company 
, . ' 0' 

seeks authority to acq,uire Vallecito's preferred stock, only if th~ 
, 

sale and issuance of, such stock were authorized pursuant, to 

Vallecito's Application No .. 47094 (infra). 

?ul>lic hearings on the inStant petition and 'applicatiOns 

were held, on January 11, 14, 18, and 22~, 1965, , before' Examiner' 

,.,:rarner :a.t los .Angeles. The record was consolidated, for bearinZ' 
" I '. . . 

with Vallecito' s Application No.. 47094, and with 'Sari;Gabr:Lel ' 
II ' ' 

I " • 

Valley Ya~er Company's Appliea~on l'b .. 4698.7. 'At'tbe outset' of' the 1) 

bearingo,,:!the record shows that the pm:t1es:were' a<iv.tsod,thet" 
I, ",,', ,',',' 
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" A. 47112" A. 47138 - ds ** ' 
e",' 

except for the request for the establishment of zone rates conta:!.n~d 

in Application No. 47138) tbe matters might ,be decided" ex parte 

after a decision on. Application No. 47094 had been issued., At the 
concluSion of the hearings, these matters were continued ,to a date 

to be set with that understanQ1ng. By Decision No-." 69105, dated 

M..."'Y 20, 1965, Application No. 47094wes denied. 

In the first-named' app1icaeion, Va1lec:C.to alleged, t:h3t ' 

it was besieged with com.unications from. developers inquiring: when 

w.oter scrv1ee would be furnished and sY3:Ll.!lblc, .:3ud that the' appl:t;.. 

cation contained, in itself, the' nccessm=y ,allegations to make Ou1: 

a prima facie case to grant the application because ,of the existing 
, , ' 

, - .' 

Ul:gcucy and the desire of applican.t to ful£111 its l:esponsib1Utie:s' 

to the pu'Olic rlthin :[:ts service area. 
, ' 

In its petition and two last-named applicat1o~) 

V.3llecito alleged,. amoDg other thiugs" that ~t had adopted'a 

progr~ (constituting Application No. 47094) which would':I.mprove 

the financial condition of the company. Exhibit 3), att.aehed to' 

the petition~ is .a copy of a letter to the Commissi01l,dated 

November 3, 1964, outlining such prog:r~ which contemp~a1;=ed the 
',' 

issulmc~ of 10 )000 shares. of $50' par va'lue convertible preferred', 

stock with an. aggregate pal: value of $500,000. 

Vallecito's annual :report to the Commission. for the- yetJr . 

1964 contains its lates't balance sheet.' It sbows that, .as of 

December 31, 1964, advances for construction were ,$1,.085-,558 .. 74 

:l1ld total utili~ ?lant, less ~eservcs"w3s $2',004,.167 .';s2'~a :ratio ' : 

of 54.2 per cent (the 1963 ratio was' 52~9'per cent). 'Saidbal~cc 

sheet does not show to. what extent' advances received duriIlg ,1964, 
. . I • I: " ~.' ..'. " :., , . ~ 

pU'rsaant to fou: prior main exte1lSion rule dev:tat1ons authorized'by ,~ 
" . " :) , 

j 
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, 

, . 
e,' 

the Commission.,. were recorded, nor,. of course, does it, Show-the 
, , 

'. .'" 

effect of Vallecito's instant applications on its ratio ofadvznces 

to net plant. As of December 31, 1964,. Vallecito' scurrcnt .aSsets '/ ' /e 

wer~ $103,811.62 and 'currene liabilities were$332:,S96.4S.. " V 
" . 

The :ecord shows tbat'badVallecieo's Application 
, '.., 

No. 47094 been sranted, its ratio o£advances to net ut:r:,l:£;ty plaut: 
i\ , 

would have exceeded the 50 per cent l1m!t8eiOn of the, m..'l:tn ' exten

sion :rule. Vallecito alleged that with additional acbtnn.:mcing, 
. . i . 

if Application No. 470194 were granted, such ratio woulcl be re'Guced 

below 50 per cent'. No applieation by Vnllec1to' for approval of 

any debt financing program has been filed. 

By Dec1sion No. 69106: dated May 20,. 1965~ ~n G'abriel 

Valley "Water Comp~y' s A?pl:Lc~t1oll No. 46987 to se%'\7e the 235 

acres of Union Pacific Railroad and Lawrence S. Gr<lY prope~es, 

covered by Vallecito f s instant Appl:£.eat:£.onNo. 47111 ~was g:e.antad. 

We find that: 

1. !he granting of anyone or all of the ~t~ut' appli.ca

tions of Vallecito Water Company would cause appl:£'eant r :>,'advances 
'. ' . 

for constructiou to further exceed '~ 50 per cent ratio to its net; 

utility ?lant. 

2. No. sat1sfaeto%j" financial program to reduce Valleeit<>f s 

ratio of adv~ees to net utility plant to below' SOpe7'cent 1:s'of, 

record. 

3. Vallecito=s financial structcre anc operatio~ would b~ 

im?3ired by the granting of :.my one of or all o! ':[ts 8p?lic.at!ons. . ., I.. The granting of Vallec:!.to f s petition :md its' appl~cat1ons 

would be adverse to toe pubUc interest. 

S. The basis of San Gabriel's application to purchase' 

Vallecito's preferred stock has been removed by Decision'NO:~'69l0S~ 

."',, I 
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A.471l2 ~ A. 47138, 'cIs * 

We conclude tb.at Vallecito's petition and its ~pliea

tions should be clen1ed, and sS11 Gabriel t's app11cat1~' should·,be·. 

dismissed. 

, ' 

o R.D.ER ... ..-. ..... -,--
IT IS ORDERED that: 

1. The pet1t1onof Vallecito Water Company. and 1ts',applica-' 
, 

tions herein are den!ed~ I 
i 
I~ '~:t, 
I \ 

2. The application of San G."lbriel Vall.ey Water Company 
. ., \1 .~' I .,' .' 

1s dismissed •• 
! 

\ .. 
Ii 

The effective date of this order sball be twenty days 

after t:be date heieof. 'i\" '-.,' '.~/ ' 
Dated', at ___ Ian_·· .... ~~=·I:1:· 110'· _. _._, _'.,_:, California tlli$"~·1.~:, 

day of ___ J...;;UL;.,,;.Y ___ , 1965. 

. COiiliiilssioner.s, 
. , , "' 

" .,,' . 

' .. '. 

" 

., .. ,' 

. , 
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.' A.. 46658~470t. 47111" 
, 47112~, 47138- 'u 

COMMISSIONER PETER E. !lITCHELL DISSEN'XmC: 
, " 

' •• J"'" 

. . 
'!'be basic purpose of regulat~On is to assure the furnishing 

of adequate service to all public utility patrons,· without diser:i.mi

nation~ and .at the lowest reasonable rates cOtlsistentwith the ;" . !I 
interests both of the public and tbe ,;itil:£.ties. There Iilay be 

manifold approaches by the California· Public ,UtilitJ:esCommission to 

achieve this. purpose but there should ~ only ~ne· conclusion- success.. 

Cat) the majority represent that its decision answers our autyas 

regulators,? 
, 

The applications denied herkin were filed· ·.with this 

Cotmnission late in 1964. Since that-time' water £acilit:tes have been , , 
...... ~; . .',. 

ins.talled~ and, homes built, in c~~· of the subdivisions: for which 
, ,",," 

Vallecito Water Company asks authorization from this Commission to 

serve. '!he rejection of these applications by themajontywithout 

any proffer of assistance is an obstruction to the orderly development 

of the areas involved. 

!he decision recites that four days of hearings were held. 
'-

Indeed they were but !!2!' on the in~Umt applications. Te$timony~as ...... . ,,~ •... 
taken on Application No. 47094 which was consolidated with the five 

'"'-"-~ 

applications berein. As the majori~otes the parties' were advised 

that these five applications might be decided ex parte. - and.they are. 
'" 

It is my belief that further hea:rings sbould~:and must' be 

held on these applications. We cannot disregard the exigencies 'of the 

affected parties. there are contractors ready tc>build:~' families 
. 

waiting to settle, communities to be expanded. 

The majority suggests that there has been DO financial 

program of Vallecito 'Which is satisfactory to reduce its ratio of 

advallces to net utility plant below SO percent. I disagree. Because 

1.1 Public Utility Regulation In Cal1fornia •. Roderick B-. Cass!dy:~ 
West's Annotated Cal1fomia CodeS9 . ; 

-1-
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e,·. 

of the ex parte 'Xltltu're of the deci:;ioos I will t!:1ere:Zore adduce in , 

my ci.issent obse:z:vations on the financi.:ll st:t:Uc~e aDd opc:atiolls o~ 

Vallecito which more properly sh~d have be~asce::tained·· ~=-s l'ublie 

heari.:lg. !be ::1Xlllu.;:l report of Vallecito for 1964 S'UIl::!:Q.3r~d below 

shows ~ tolerable financial position. 

!he December 31, 1964~ b.:tlmlce sheet i:ccluded in tlle' 196L" 

atltltl.4ll :report filed with this Cot::mi.ssioo by Valleeito· waterCcimpaoy 

sboW's .i:$sct$ Olnd liabilities as follows: 

As~ts . 

Utility pl.ant . 
Less: Reserves for deprec~'ltio'Q 

and. .:mo::t:i.zat1oo 

$2~40S,369.75 
" 

Current;assets 
Deferred· debits 

404~202~23 .,' $2,004~·lG7:.5Z 
l03.;8li'~6i· . 
, '5:7:..430 .. 22 

Total Assets $2', 165-~409::3$ 

!..i~bilities 

Commoo stock eqaity' _ 
Co'tCllOU capital' stock 
Cal>ital SUl:Plus. 
E.a%ncd~lus 

'Long tem.· debt ',' 
Notes ~ya'ble -. short tem." 
Other C".J.D:ent liabilities 
Advances for. constructioo 
Other defened -credits 
Contributions in aid of COtlst%ttctio'C 

. Total Liabilities 

$33S,320~OO: 
42530'-->7' ;, .. ..,. 

102,60·1.95 

Excluding fr~T!!. consideration advances aDd cotltrib"..l~ions :in' ~idof' , 

cODstruction the utility had a capital struetuxeeollsi~ti:l8;of 'the 

following: 

. I.o:lg te:cndel:>t 
Notes.1>3y.sblc:- short term 
Cot::ll':.onequity 

Total 

,:~. [.5, 000 oe' .... 
. '? ,', .' 
. 225>000.00:' 

523 .. 452 .. SZ , . 
" $798'>452.32" 

. . ' 

5.6%':' 
28.2 . 
66 .. 2 . 

100~O%' 

By itself the capital structure indicated <:bove. would be quite 

,' .. ~' 

satit;f.1ctory f:rom <l financial poine of view bUt th.e ,"fact; retna:t"ls tha~ 

$1>219 ~549. 77 of the investment in properties . has ~C'll f1:t.aDced by 

-2-
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".;," 

advances aDd contributions· in aid of constl:Uction~ an .amount' ill 
,~ 

excess of all other sources of capital funds·. Advances in aid of 

const%UC1!lDn aloue app:z:ox:inl~ted 54.17 percent of,the investment in 

utility plant less applicable reserves for depreciation 32ldamortiza-
, ,~f . . " 

tion and thus constituted the largest source of: funds ut11izecFby the 

utility to finance its plant construction program. 
·::.-r·~' 

Since the percentage relationship ofadvaIlces' in aid of' 

construction to plant less depreCiation reserve is in excess of 50 

percetlt the utility is restricted from further ~etlsion of its 

distribution mains without first receiving specific ,approval from the 

Commission for· authority to deviate fxom the provisions of· tbe'water 

main extension :z:ule, a deviation wich the majority of the cOtt:m1ssion 

bas not seen fit to authorize • 

. Under the conditions it now £aces~ 'With construction of 

homes proceeding or ready to proceed within its service area') .. " 

Vallecito should take steps to allev1~te the condition. wh:tcll now 

~sts. It could . 

(1) ,'Xerminate existins .main extension contracts in accordance 

with Section C.3.a. of the mainextensiotl rule, which provides that 

~ contract may be purchased by the utility and termiuated~ after 
, ' 

first obtaining the authorization of the Commission,. after .the 

Dumber of customers receiviug service from the extension eqtJ.als . 

60' percent of the tota~ number of customers' for which the e.'"tten

siotl was desig;r1ed. Tbe payment may not exceed the present worth 

at 6 percent of the allIl~,l refunds payable. After' SufficieDt 

~~n~racts have been puxChased to reduce the rati~of advances to 

less than 50 percent~ the utility could then maI~e further 

ex-..~s:lon of its system. 

-3~ . 
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(2) '!he utility, with the approval of the holders. of 1'llain 

extension contracts, could request Commission authorization to· . 

make future payments of refunds by iSSUSllce of se~ties, usually 

common or preferred stocl< or :Lnnotes. 'lb.!s reductiolf in cash 

requil:ed for refunds might justify ~e l~t1ng of the restriction 

against extension. 

(3) lhe utility, with the agreement of, the holders, or 

prospective holde'rs of main extension agreements, could'request 

Commission approval of main extension eontracts providingtnat the 

holder would waive payment of refunds until' such t:Une:as 'the 

utility's ratio of advances was reduced· to' less than '50 pucent. 

To the extent that 'VallecitO' might require funds to xefinance 

e::!sting short-term illdcbtedDess or to fin.ance the purchase 'and· te:co:i.

n~tion of existing main extension contracts it could petition the

Co'1tl:llission for authority to -issue shares of its presently authorized 

c01lltllO'O. stock, prorata to existiDg shareholders, at apr:tceat le.ost 
, " 

. ;,.r 

e<;.Ual tOo the present book .value. This source of funds would further' 

improve Vallecito f s capital st'r\lctuxe, enable it to. retue existing . ' 

short-term indebtedness, give it a base for possible' futuxe' borrowings 

and provide it with caSh funds to finance needed plant impxovaments 
. -

o,ther than ill-tract fa~ilities) to- texminate re.....e;md contracts> axld 

~e refunds on suCh contracts. 

~ile I have here cOmme1lted on things 'Vallecito 1llight. do to 

reduce the amount of advances in aid of C01'lstruction contracts'out-
A " 

standing it should be borne in mitid that even UDder ex:Lsting. conditions 

V~llecito will probably generate sufficient cash fuods frominte:nal 

soureesto meet the refund payments on advance contracts as they 

become due. For the year 1964 Val~eeito had 'riet income t:r:ansfer:red to 

surplus of ~.7~ 740.94 after deducting depreciation expense of" 



$36,617.41. It thus had iDtexnally gene2:ated cash totaling .$84,358:.35 

as compared to refund payments on advance COtltracts of $42)653-~OOmade 

during the same per:tod. 

In conclusion I am. concemed that :residential' aDd iDdustrial, 

developers ixl the senice area of Vallecito a:re utlable to- proceed with . . 
tbei:r construction plans because of inability to obtain the required 

water 5el:Vice. '!here appears to be DO compelling reaSOti why the 

:requested deviations should be denied when the facts-' show that the' . 
I . 
I .. , 

balance of :refund contracts outsta-oding is only slightly' in excess. of 

the 50 percent max:i.ImJm stated in the water main extension rule and, 

since the financial statements of Vallecito indicate that it will 

generate sufficient cash from internal sources to etl.able· it to meet 

paymeuts on the :refund contracts as they become due • 
., . 

July S, 1965 
San Francisco, California 

. ~ , .~ 

, . 

-, 
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DISSENT 

BENNET!, William M.. COtrJall ssiooer, DiSsenting Opinion: 

'!be maj ority opinion . ~ores the reali.ty present here 

of a public utility coDfrOQted with demands for water 8ervice~ 

The dedica~ioQ ~oa tbeoretical and· ideal capital structure is 
small comfort to- those members of tbep1.1blic who -are demanding

water service.. The financial pos1tion of. the Vallecitos. Water 

Company as set_for~b in the dissenting opinion of Commiss.ioner 

tviitcbell;. demonstratestbat it is quite feasib-le for' Vallecitos 
" ' 

to render service. The adherence, of tbe maj.ority to a precise 

application of the main extension ll.m1tationdoesnot serve the 

public .int~est_ 

Accordingly, I dissent to tbe· majority opinion aud 

concur with the views of Commissioner MitChell. 

san Francisco, California 

.July 14, 1965 


