Decision No. __ 79638 @R% @H 1‘1}\\‘\} &"L

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission's
owa motion fnto the ownexrship,
rates, operatiouns, service, main-
tenance, facilities, equipameat,
water supply, billiag practices,
and records of GREAT WESTERN WATIER
SERVICE, a corporation, and JERRY
L. COLE and WARREN O. WAGNER,
lndividuals, and MICEELLE
ENTERPRISES, LTID., a corporation.

Case No. 9242
(Filed Jume 29, 1971)
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Jerry J. Cole, for Great Western Water Service
and for himself, respondents.
Warren W. Wingad, for Michelle Enterprises, Ltd.,

respondent.
Charles W. Bartiett, Warren Maiden, Loxetta C. -
Mc Calman and C. 5. Meinkey, 2or thcmselves,

{uterested parties.
Cyril M. Saroyan, Attormey at Law, for the
Commission staff.

INTERIM OPINION

The Coumission instituted this investigation of respondents
Grcat Western Water Service:! (Great Westerm) Jerry L. Cole, Warxzen
0. Wagner and Michelle Enterprises, Ltd. (Michelle) as & zTesult of
customex complaints and a preliminary investigation of those
couplaints by the Coumission’s staff.

Public hearing was held before Examiner Catey fu Paimdale
on October 13 and 14, 1971. Testimoauy was presented by an engluecex
of the Commission staff, by a sanitariaz frowm the Los Angeles County
Health Department, by ten customers of Great Westerm, by respordeat
Cole and by a representative of wespondent Michelle.

i/ Changed to ''Great Westerm Euvirommens, Ine.' on March 20, 1970.
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After all parties had been given an opportunity to present
evidence in this proceeding, counsel for the Commission staff
suggested that the {nvestigation be held open for a period of time
and that any declsion rendered upon the present record be interim in
nature. The examiner concurred and stated that if and whken it
_appcars appropriate to bring the record up to date with further

hearings, the parties will be so notified.
Sexrvice Area

Grest Western serves water to three separate districts in
the Antelope Valley near Palaudale, Los Angeles County. Westmont, the
largest of those districts, serves 91 customers out of a potential of
about 314 upon full development, in the vicinity of 40th Street East
and Avenue T. Littlerock Farms serves 12 customexrs out of a potential
of 56, in the vicinity of 117th Street East and Avenue S-10. Palmdale
Acres sexves 12 customers out of a potentisl of about 52, in the
vicinity of 97th Street East and Avenue N-8.

Westmont District resulted from the conmsolidation of the
operations of two predecessor utilities: Chester C. Bagstad (Circle-
C-Ranchos) and Desacres Water Company, together with an extemsion
loto contiguous Tract No. 23445. The consolidation and extension
wexre cffected pursuvant to Commission authorizations.

Littleorock Faras District and Palmiale Acres District were
created by the unauthorized expansion by Great Western imto territory
not contiguous to its Westmont District., Even if the two additiomal
areas had been centiguous to the Westmont Tistrict, the serving of
them would sti{ll have been unlawful, inzsmuch as Creat Westerm was
subject to a prouibdbition against such expansion. The restrictions
are in Decision No. 59934, dated April 12, 1960, in Application No.
29083 and Decision No. 71667 dated December 6, 1966, in Applicationm
No. 48862. Zy the time the umavthorized expansions came to the
Commission's attention in Case No. 9003, customers had been served
for several years and 2pparcntly would have suffered great inconve-
nience Lf Great Westerm had been ordered to cease and desist the
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unlawful service. Instead, by Decision No. 77151, dated April 23,
1970, the two systems were declared to be part of Great Westera's
utility operations.

Cunership

Great Western's immediate predecessor Ls Warzen 0. Wagner,
an Iindividual who had been doing business as ""Great Westerm Water
Sexrvice'.  In Application No. 38394, hereby incorporated by reference,
Wagner requested authorization to trausfer the water system to (Great
Westexn, the coumon stock of which initially Wagmer would be sole
owner. The pleading f£iled in that proceeding stated, in part:

"The purpose of said appliied Zor transfer...

is to enable the applicant public utility to

attract Iindividual and institutiomal invest-

went in its operatioms, as well as to eaable

the creation of an entity of greater perman-

ence and stabxlxty.

The tramsfer requested {a Application No. 38394 was auvtho-
rized by Decislon No. 53985, dated October 30, 1956. Despite pre-
cautions incorporated in that decision and subsequent Decision No.
55106, dated Jume 11, 1957, the anticipated ''grester permanence and
stability' were not achieved.

One of the precautions was to cuthorize the Issuance of
up to $200,000 (pax value) of Great Western's Class B common stock
to Wagner in exchange for nonutility assets comsisting of land-salies
contracts and trust deeds with an aggregate face value of not less
than $200,000, the income from which would be used for comstruction
of water system additions and improvements, The record showed that
those assets should have produced at least $1,200 per wmonth, the
amount which Wagner had been providing as workirng capitzl while
operating the utility as a proprictorship., Respondent Cole, thke
present president of Great Westerm,testified that his search of the
utility's records disclosed that over $100,000 was coilected by the
utility and used for further development of the water company. He
was unable to discovexr what dispositiom had been made of the remainder
of the $200,000 of nonutility asgeis -of’th2 cocrporation..
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A further precaution was to requirxe that the $200,000 of
Class B common stock be placed in escrow and that Wagner could mot
consuamate 8 sale or transfer of such shares, or auny interest therein,
ox receive any comsideration therefor, until further order of the
Commission. Inasmuch as all of Crest Western's common stock is voting
stock, pursuant to its articles of incorporation, sud the issuance of
only some $75,000 of Class A stock was authorized by the Commission,
ownexship of the Class B stock presumably represented effective
control of the corporation.

The placing of the Class B stock im escrow should have
prevented shift of control to any new party. Nevertheless, in
April 19692/ respondent Michelle Enterprises counsidered that it had
in some manner acquired title to Great Westerm's common stock. This, -
of course, was not possible as to the Class B stock but could have
been true as to the Class A stock, upon which no sales or transfer
restrictions had been placed. The Class A stock appatently now is
owned by respondent Cole.
Present Operations

The Commission staff has investigated Great Western's
operations. The results of that ianvestigation are summarized im
Exhibit No. 1, presented by a staff engineer. That evidence,
together with the supplemental testimony of customers and respondeunts,
forus the basis for this brief discussion of the utility's operatioms.

The present management of Great Western inherited & multi-
tude of problems. Over the years, the various corporate officisls
‘have not operated the utility properly. They have extended iuto new
territory in viclation of Commission oxders, have failed to keep

- adequate records aud have failed to maintain the water properties in
reasonably workable condition. The historical deficiencies wexe

2/ Decision No. 77151, dated April 28, 1970 i Cases Nos. 9003 and
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aggravated for several months by dispute over comtrol and ownership
of the corporation. The utility's books, meager as they are, were
not even available to the present management during the dispute.
This required recomstruction of customer ledgers, cstimates of
customer billings aud resulted in rendering of wany erromeous bills.

A few weeks prior to the hearing, respondent Cole retrieved
the lmpounded corporate books. This should permit the correction of
billing errors but does not solve the basic problems. Without
adequate records of planmt costs and operating expenses, a proper
rate level cannot be determined. Respondent Cole alleges that lack
of rate relief has resulted Zu some of the financilal difffculties
of Great Westerm, such a&s delinquent taxes and delinjuent power
bills. TFrom the customers' viewpolint, it {s alse haxd to justify a
rate increase until service lmprovements have been effected.

A further problea results from absentee managemensz. Colie's
principal business is situated in San Francisco. Eis "loezl"™
representative who maintains the water systex lives eighty miles
from the sexvice area.

Other Nearby Water Purvevors

Varfous Los Angeles County Water Works Districts and
Palmdale Irrigation District serve arecas contiguous to or mear to
the areas served by Great Westera.

The Westmont service area is largely within the bounderies
of Palmdale Irrigatiom District. A small portion fs within the
boundaries of Littleroek Irrigation District, but zecent emactment
of legislation relating to Palmdale Irrigation District was designed
to simplify anmexations. Directors of Palmdale Irrigation District
have expressed an interest in imcorporating the entire Westwont
systen into the Irrigatiom District's operatioms. Cole testified
that the County Engineer's office was also investigating the
possisle acquisition by the county of the entire Great Western water
system. Cole estimated that it would be sometime from April to

June, 1972 before anything would be done with respect to transfer of
the Westmont systen.
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Petitions to aumnex Littlerock Farms to Los Angeles Counts:
Water Works District No. 33 were circulated in Avgust, 1971 and ¢he
County Engineer's office has completed preliminary enginecring work
to caxry out the anmexation. The acount of bonds that would be
required has been determined and preliminary steps toward anuexation
have been completed. Cole testified that, in his opinion, Littlerock
Farms could be taken over by the County before December 31, 1971.

The Palmdale Acres service area is not within the boundaries
of a public agency from which water service readily can be provided.
The County Engineer's office has, however, made z preliminary study
of annexing this area to an existing County Water Works District as
an loprovement district. At the time of the staff investigation,
the residents of Paladale Acres had not yet circulated a petitionm
nor applied to the Board of Supervisors for this annexation. Oue of
the custowers in that area testified that, in his opinion, no public
agency would be willing to acquire the Palmdale Acres system because
the land way be acquired im five years by the Palmdale International
Alrport, He also felt that the owner of five of the twelve residences
in that area would be opposed to formation of an improvement district,
thus defeating any such move. This custower's fears may be groundless
because (1) it is unlikely that the County Engineer would have undex-
teken to study possible anrexation if the county were unwilling to
sexrve the area, (2) the landloxrd of the five rental houses would be
better able to keep the houses rented with 3 relisble water supply,

and (3) investment {n water facilitles presumably would be reimbursed
1f the property were condemmed for airport use.
Findings and Conclusions

The Coaomission finds that:

1. Respondent Great Western Envirounment, Inc. (Greaet Westernm)

has failed to furnish end maintzin adequate, efficicut sud ressomable
service.
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2. Great Western has failed to bill and collect proper charges
from customers on & timely basis due, in part, to the tewporary
fopounding of Great Western's books by respondeant Michelle Enter-
prises, Ltd. (Michelle).

3. Great Western has failed to file with the Commission annual
reports for the years 1968, 1969 and 1970.

4. Great Western has failed to maintain adequate records wnich
would permit a determination of the recasonableness of its rates.

5. Great Wessern has failed to meet its financial buxdens.

6. Great Western has had interruptioms in its public utility
service, but has not refused to render service.

7. Respondent Jerry L. Cole (Cole), as Great Western's
president and holder of its Class A common stock, 1s now operating
Great Western,

3. Michelle has turmed Great Western's books and records

over to Cole and no lonmger comtends it has an interest in Great
Westexrn, |

9. Respondent Warrea 0. Wagner originally formed Great Weastern
and apparently still has nominal ownership of Great Westexn's Class B
comaon stock, but mno longer exercises any management control over
Great Western.

10. There are public agency water purveyors adjacent to or
reasonably uear Great Western's service areas which could take over
operation of Great Westeru's water systems.

The Commission concurs with the comclusion of its staff
and of Great Westera that, under the circumstances disclosed by the
record in this proceeding, it would be in the best interests of
Great Western's customers for ome or more of the nearby water pur-
vVeyors to take over Great Westerm's operations. We also concur with
the staff’s suggestion that a final order not be Issued at this time.
The progress reports which the order herein requires Great Western to
file will determine what future Commission action is appropriate.
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INTERIM ORDER

IT IS ORDERED that,until further order of this Commissiom,
respondent Great Western Eavironment, Inc. shall file monthly pr°3r°t/<&?’
reports by the tenth day of each month starting with ﬁanuary 1972,
showing the status of each of the following:

a. Correction of billiang errors.

b. Repairs of all known leaks.

c. Negotiations for transfer of all oxr portions of
the water system t¢ neardy water purveyors.

The effective date of this order lS the date hereof.
Dated at San Frazdsco cal om:{.a this

FEBRUARY , 1972, M/W ﬂ
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