' Decision No; 70011 o , QRBGHNAI ) )

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Mattex of the Application )
of VALLECITO WATER COMPANY, a g Application No. 47790
)
)
);
)
)

corporatmon, for authorxty to
sell and issuve 50, 000 shares of
its common stock.

Filed August.3, 1965;
Amended September 1, 1965.

In the. Metter of. the Application
of SAN GABRIEL VALLEY WATER COM-
2ANY 'for'an order authorxzrng it
to acquire common stock of.
Vallecito Water Company..

'Application‘No;-47809
Filed August 13, 1965

¥Wm. M. Lassleben, Jr., for applicant in
Application No. 4/790, and as interested
party in Application No. 47809.

Brobeck, Phleger & Harrison, by Robert N. Lowry,
for appllcant in Application No. 47309, and
as. interested party in Application 477%0.

Raymond E. Heytens, for the Commlssmon staff

OPINTI O N

By these applications, 'Vallecito Water Company seeke"
euthorzty to issue and sell' 50, 000 shares of its common stock under'
a plan which provides that said shares will be offered to exmsting
shareholdexrs for: cash at no. less than book value (approxrmately
$14. 48), or’for not less than $14.10 pex share, which would y1e1d
at least $705 000, and San Gabriel Valley Water Company seeks |
auchority‘to purchase all of the proposed issue at $16. 10 per share
which would produce $805 009 of cash to Vallecrto.‘ Exhxbit No.vs is
San Gaorlel s offer to purchase 43,789 shares at $l6 lO per share,
which would return $705,003 of cash to Vallecxto.

Publlc hearings wexe held before Examrner Warner on
August 30 and September 1, 1965, at Los Angeles. Ihe matters were -
submitted subject to the recerpt of late-filed Exhibits Nos. 13 and
14 on or before Sepcember 7, 19651 which have been received

.
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Vallecito proposes to apply the proceeds from the stock
issue to pay and discharge its recently issued $125,000, l-year,‘
unsecured, 67 previously authorized renewal note held by;Security
First Nationcl Bank; to pay and dischaxge its $1Q0,000;’90-day,
unsecured, 6% pfoﬁissory note, 'dated‘June 7, 1965, hcld?by said?‘
bank, the ‘proceeds from which have been used to pay accounts payable

of $31, 000 to makc service revenue refunds of $30 000 for the: years
1959~1962, to pay notes of $22,500 payable to Neptune Mcter Company,

to pay notes of $2,500 peyable to Sunset Internationcl-?etrolcum Com- L
pany, and for working‘casﬁ of $14 000-'co.pay and‘dischargeoics | |
$275,000, 90—d&y, unsecured, 6-1/2% promissory note dated March 26,
1965, issued to and held by Salesmen Realty, Inc., of Denver,~'
Colorado, the proceeds from.which have been used to replacc 30- and -
12~inch concrete supply mains, replace the pumps and natural gas
engines on Wells Nes. 1 and 6 with electric-driven pumps,~fo: demol-
ishing, piping;iand constructing saﬁdoc:aps, and installing:metcrs "J
at the well sites, for installing panels and un&crgroundﬂconduifs,‘
and for water meters, telemeteriﬁg, transportacion equipment"radios,‘
tools,. servicc stubs, fzre hydrants unforeseeables, and working
cash, all tocaling an estimated cost, as showm in the application of -
$284,000; to ‘pay the cost amouncing to $70,000, for the conscruc-
tion of a new office building and shops; to install additional plant
and needed facilities to terminate existing refund contracts, to

_ re:mburse the treasuxy for refund payments made this year, and to
provide funds to be used in part, to make future required refund
paymcnts, all totaling $130 000 as shown in Vallecito s application.

There are several substantial discrepancies betwccn the

disposition of the anticipated proceeds set forth in Vallccito s
application and the proposed dispositioﬁ outline4 by thcfwicncgs

Hannon, Vallecito's executive vice president, both as tofamouht and

purpose. Includcd in‘the'const:uction cost for,tcplaccmcnt'ofi

e
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suppiyjmains.in an. amount of $6,093.46 for engineering‘charges by
Valinda Engineering Co., of which Vallecito's president Garhier; is

a principal. Also included in the estimated cOosSts for replacing the
well motors and punmps, and the construction related thereto, is an
amount of $5,768.74, charged by Valinda. WNo bids were'sought on the ./ -
contract for engineering services. Also included in construction
costs is ap amount of $1,800 per month, capitalized out of adminis--;
trative and general expenses, representing 507 of general manager f.
Richaxrds' $900 pexr. month salary, 50% of secretary Roby's $700 pex
month salary, 75% of president Garxnier's $700 per month ~,ala::'y, and

50% of vice preSidents Hannon and Dietz' $150 each per month salary, l _'
together with office expense of $150 per month, and $175 pex mcnth

of legal expenses. The effect of the capitalizaticn_of such' salaries
is to imcrease the costs of plant'and‘redﬁce.operating”erfenscs ahd,¢
although the witmess Roby testified that such capitalization was Ai
based. on a. schedule prepared by vice president Dietz, such schedule

is not of recoxd herein.

Case Nc. 8086 is an investigation on the Commission s own. ;
motion into, among.othcr things, the circumstances.surrounding the %
acquisition of 18,003 shares of Vallecito's outstanding 38 332 shares |
of common stock by William J.‘Hickey, an Iindividual. Hearings on:

the ihvestigation were held in July, August and early September 1965, -

and will continue to be held. Decision No. 67261,\in Appiicationf \

No. 456885 found the transfer of the 18"003'shares‘to and'acqtisition |
by Calfin Co., alter ego of Suburban Water Systems, a public utility |
water corporation under the jurisdiction of this Commission or
Toll & Co. as.nominee for Security First National Bank to hawe been
in violation of Section 851 of the Public Utilities Code and, there-
fore, null and void and of no effect., - 0fficial notice is hereby

‘taken of Decision. No. 67261 and of the pendency of: Case Nb. 8086

- 3_- )
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By Decision No. 69105, dated May 20, 1965;:iu~Appiicetion
No. 47094, the Commission denied an applicationvby Vallecito‘Warer..'
Company for authority toﬁissue $500,000 aggregate par value of
convextible preferred‘stock,:aud‘a corresponding amount offcomuon
stock for‘aceomplishdug the conversions. The present proceedings
overcome the objectiomable features of Application No. 47094
The Comnission finds that: |

1. 7The granttng_of rhe applications is in the public interest
except that no stock should be issued to cover the cap*talizatiou-of 1'
adninistrative and general salaries, eugineering_services, or the -
cost of eonstruction of a new office building as proposed in
Application No. 47790

2. San Gabriel's offering price of $16.10 per share is the
best offer and the sales price of the stock hereinafter authorized
to be issued should:be set thereat.

3. The momey, property or labor to be procured or paid for
by the issue of the. stock herein authorized is reasonsbly required
for the purposes specified herein and such purposes are not, in
whole or in part, reasonably chargeable to operating_expenses.or_to:
income. : | | - o

4. The validity of the acquisition of 18;003isharesfof’

Vallecito's stock by William J. Hickey is questionable and any shares |
?
4

of stock herein authorized which may be acquired by William J. Hickey
should be placed in escrow unti] further oxder of the Comuission.

| We conclude that Valleeito Shouldbeauthorized'toissue
and sell not to exceed 50,000 shares of its commonSrock7ar anrice'
of §16.10 per share fox the purposes ser forth in these’proceediugs,
subject to the exceptions stated in the above Findings Nos. 1 and 4 1
and that San Gabriel should be authorized to purchase and acquire |

such of said shares as may be availeble for it to purdhase.v

A
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In issuing our order herein, we placé.Vallecito-and its
shareholders on notice that we do not regard the number of shares
‘outstanding, the total par value of the sharés nor:the dividends
paid as measuring the return applicant shou1d be_a11owe¢'£o-éarn on
its investment in plant and that the authdrizatiqn'hérein given is -
" not to be conétrued as a finding of value of applicant’s stock o::
propexties nor as indicative of zmounts to-be-included”in proceed-

- ings for the determination of just and reasonab1e rate$.
No good cause is shown on the recoxd for thé;granting‘of
~ Vallecito's xequest that-seﬁaraté otdérs:on°the instéﬁt mattetsfbe'—

issued, and such request isfdénied.
ORDER

IT IS ORDERED that: |

1. Vallecito Water Company, on or before Juﬁe‘SO, 1966,.may |
issue and sell not to excced 50,000 shares of its common stbéklgt ‘
$16.10 per share for thé puxposes specified im thé‘foreéoin§'  |
oninion, subject t5~the exceﬁtionsjtherein stated.

2. ‘San Gdbriel.Valley-water Company is authorized torpuxchasé
and acquire any or all of Vallecito's available stock authorized
herein, at the price of $16.10 per share. |

3. Any stock herein authorized which is contemplated to be

acquired by William J. Hickey shall not be sold or issued unless and

until Vallecito Water Company first shall have selected an escrow
holder and said escxow holder shall have been first abproved,‘in“
writing, by the Commission. When issued, all documents.evidencing
any of said stock sha11‘fbrchwith-be déﬁdsited @ith said
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escrow holder, to be held as an escrow pending the fﬁrthe: writtenh‘
order of the Commission. The receipt of said escrow holder for
said documents shall be filed r&ith the Commission and William J.
Hickey shall not consummate a éaie or transfer of said stock, or
any interest theréin, or receive any considerati§n therefof;.untii
the written consent of the Commission shallhave“béenidb:aiﬁéd'éq;

to do.

4.. Vallecito Watex: Company shall file the reports required .
by General Order Nb. 24=B.

The effectmve date of this order shall be twenty days
after the date hereof

Dated at Yranc , California, this .7¢7% day -
NOVEMBER ' |

Commiésionersy

Commizsionor Poter E. Mitcholl, being
necessarily absont, d1d got participato -
in the disposition of thiu procoedinﬁ.; ‘

Commissionor William M. Bennett boing
necossarily absent,. d4d not participate
in the di.po“ition or thid procooding. 'h'

l‘.




