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Decision No. , 70525 

BEFORE THE PUB-LICutILITIES COMMISSION OF THE STATE OF CALIFORNIA 

APPLICATION of LER.OY J. LAFRENTZ, d.b.a., ) 
DESCANSO PARK WAXER COMPANY to transfer ) 
assets, to DESCANSO ·FARK WAtER CO." A ) 
Ca l1forni.a ,Corporation and to ISSUE, ) 
SECTJlUTIES·~ ') 

) 

Application No. 41992 
(Filed~ October ,21, 1965) ,. 

(Amended; November 29', 1965) 

w. Paul Payne, for LeRoy :1. LaFrentz and Emma Lee 
I:aFrentz, applicant sellers. ' 

Raymond ,E. Hmens, for the Commission staff. 

LeRoy .J. LaFrentz and Emma Lee LaFrentz (sellers), husband 

and Wife, doing. business as Descanso Park Water Company,' and'Descanso 

Park Water Co. (buyer) a corporation, seek authority fortbe transfer 

of a water· system. 'Suyer also requests authority to issue securities., 

Public bearing on this application was held, before Examiner 

Cateyin San Diego,on January 25, 1966. Notice of hearing. had been: ' 

publisbed in accordance with ,this COmmiss,1on' s instruct:tons and'rules, 

of procedure. Test1mony was presented by one of the sellers" who' is" , 
also president of buyer, and by sellers' accountant. The' matter. 

'was submitted on January· 25> 1966,. 

Sellers and '8wer' 
'," ' 

Sellers are the owners of a public ut:tlitywater system 

serving an area adjacent. to the eO'lIlZIUltlity of Descanso in S'an Diego 

County. ' They acquired jOintly from the former owner the portion of' 

the system supplying the Descanso Park area, pursuant to' authority , 

granted by Decision No. 50835, dated December 7:t 1954> in Application 

No.: 35838-. Mr. LaFrentz ac:qu:t.red from. the former owner the portion 

of the system· supplying the DescansoParkTe~ace area, pursuant to 

authority granted by Decision No:. 61725, dated, March,' 28; 1961,' in " 

Application No. 4195,1. 
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Buyer is a corporation formed by sellers who are officers 

.and directors of buyer. '!be securities which buyer proposes to .. 

issue would, at least initially, be held by sellers and.members.,of 
. , . 

their ixmned~te famly. . . 
Pro,pOsedSecllrities ' 

In the application filed October 21, 1965, buyer proposed 

: . to issue certa1n securiti.es i.n exchange for sellers Y water system 

and to sell other seeurities to provide world.ng cash: 

In Exchange for -V:ratcr System @ $687 495 .. 80, 

To Sellers ••••••••••••• 24 shoo of $100/ shoo common stocl<. 
To Sellers' daughter... 6 she of $100/sb. common stock. 
To Sellers' daughter... $19,,247.90 unsecured note. 
To· one of Sellers •••••• $19,247.90 unsecured' note .• 

For Working ClI sh' of $>7000 

To Sellers •• ~ •••••••••• 5 sh;. of $lOO/sb. common stock. 

Inasmucb as sellers' daughter is not a part.' owner of the . 

w~ter system, it is presumed tbat the securities ac~ually would be 

issued to sellers, who would then transfer some of them to tbeir 

claugbter~ with or ";o1ithout compensation. 

As is indica~edby tbe foregoing tabulat1on~ buyer proposes 

to J,lss1gn a "value" of" $1,000 per share to the common stock in 

cetc:rmining tbe number of shares to be issued for the water systexn 

and working cash. The $900 per. share 1nexcess of the par value 

w01,l1d be shown on buyer'.s books as paid-in surplus. 

!be· purchase price of $68,495'.80 for tbewatcr system is 

based upon the net assets of the system as of, December 31, .1964, as 

show-n in Exhibit A attached to the application. On that b~$1s) 

selle-rs now propose to reduce the· $5,000 working cash they originally 
. . . 

woold' have prOVided as of December 31, 1964, to reflect .. s0rr.c $2,00.0 

in.,cash they have provid~d the utility operation since that· date. ... ,,Onc 

ofebc sellers testified further that even the r€c!~ced~ ~moU'O.t'of woric~' . , 

:tngcashwouldnot necessa,r11y be made ·available· to· buyerbceause"'the 
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stock requested'for that pt.lrpose may not' 'be sold 1n1t:Ullly. He first 

testified that he had no one in mind who m1ght purchase the stock 'to 

provide working easb, but later testified that he' would, accept stock~' 

for about, $3,000 of working' ca,sh. 

Potential PotureTransfers 

Section 8510£ the Publ1cUtilities Code prohfbits the, 

t:ansfer by s' public utility of its propcrty necessary or' uscful :r.n 
the performance of its duties to,' the public, without first hav:Lng,,' 

obta:i.ned Coamdssio'O. authorization. The Commission may thus determine' 

in advance whether or not .any proposed tran::;fer would' be adverse to' 

the public interest. This regulatory protection to: the publ:tc'can. be 
" 

ci:cumvent,ed:t however" in 'the case of a elosely held corporation', by 

1:ransfer of all of the tltilityTs common stock, rath~r.than the utility 

plant; to, a new owner~ If a corporate utility is, well-establisned . 

~nd financially strong and 1s eapableof carrying out its-public 
. . .' 

obligations regardless. of changes in its management~ there may be no' 

need for'surveillance over subsequent·.transfer of shares of stock 

issued orJ:gwlly with Commission' authorization. Thatwoul:<.1 not 

necess~rily'be the: case with the proposed eor'Por~te buyer'of the 

Descanso Park water system. 

One of the sellers testified that he' has no· present" 

intention of disposing .,of his interest in the co:rporation tod:Jy, but 

could not guarantee his plans for tomorrow. For ,example) he declined 
, , 

to enter into a stipulation, suggested by the Cormnis'sion staff, that, 

he would not dispose of, tbe securities to officers of a specific;' 

utility which has managed and operated water system.9' nearby, in 

San Dicgo, County. 
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The Commission 'staff representative po!nted out that 'the 

shares of commOn stocl, could be placed in escrow, subject to' transfer 

only upon. Comm.ission authorization,. lie did not recommend: that 

procedure as a general solution to the problem of uncontrollable 

transfers-out, under the c1rcumsUlnces herein, suggested such escrow~ 

ing as 8 suitable alternative to· the eype of stipulation's, declined.by. 

sellers. 

Discussion 

The requisite for authority to transfer a-public utility . 

water system, regardless of the affiliation or lacl( of affi.liation of 

sellers and buyer,' is a showing that the transfer is not adverse to, 

the public interest. Such showing must include , among other things, 

evidence that buyer is financially capable ·of acquiring the system, 

and operating it in a sat1sfactory manner ~ 

Requests for authority to transfer a utility from' a 

proprietorship to a corporation are often for the purpose of making 

tIlOre funds available for the utility operation; in .tl'lisproceed1ng" 

the purpose appears to be to malte less funds available·. One of the· 

sellers testified that the reason for the incorporation is to 1lI3'ke . 
the waee1: system'·f.'s.tand on its own two feot" and to avoid providing 

, ' ' 

outside funds ,from his other enter-:>rises. He indicated ehat the . . . 
c~rporation would clO.'whatever 'it could with whatever funds, ii;·h.ad 

~vailabie bat e~~:~ .~th his 'limited liability asa stoekhol~r.;of 
, • ",: to , '.' • 

.. 

the c~oration,.,he w~u~d no .longer. have the' obligation o·f' a proprietor 
.. ,". 

to provide: . funds when<ne~ded.' 
'i .'t· . , .. 

Buyer t s propo~lto"issue notes would create an added drain 
" , 

on 'the cash avai.lable· soleiy' from system. operatiOns. At the pres'ent 

.time;, the water system is unencumbered. If buyer were a well .... 

established entity with reasonable availability.of additional -funds.,' 
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tbeproposedcap1tal structure of about one-half equity and one-half 

debt ~70uld be ,acceptable. In fact, the lower income taxes resulting. 

from. tbe interest deduction on the' debt could benefit the utility's 
, ' " 

customers in the form of lower water rates than would,otherwise be, 

appropriate. The short-term benefits would be more than offset 1n 

this case, however, by the utility's precarious financial position 

resulting frOm the proposed capita.l structure. In Exhibit No. 2~,: 

sellers 'state tbatthe Cotm:lission staff's recommendation for:,issuance 

of 'all 5tO<:1<.7 instead of part stocl~ and part notes, is. not acceptable 

to them. 

F:tnd;ng '.and Conclusion' 

The Commission f1nc1stbat the proposed sale and transfer 

would be adverse to· the public interest anet concludes that the 

.application should be , denied. 

ORDER 
--~----

IT IS ORDERED that the application of LeR.oy J. LaFrentz 

and Emma Lee LaFrentz (sellers) and Descanso, ParI, Water Co. (buyer) '" 

for (1) authority to transfer a water system, and (2) authority to 

issue securities, is denied. 

The effective cIate of this ord~r sballbe 'twenty days .. 

after· the .da'te hereof. 

Da ted at __ ---:San=.:;Fm~:n.;;;d!OO;;:.:;._._, Ca I1fornia, this _-.;.j_/ft __ 
day of ___ A_P_R_fl_' ___ , 1966. 

Comm1ss1on~r Peter E. Mitchell. being 
I1eeessar1ly, ab:ent. ~1e. not :pllX't1e1pa:te 
in the· 41spos1t1on ot this proceed1cg. 


