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Item CA-3 
Agenda 5/11/88 

-ss OS 010" MAY' 1 1 1988 rrili9l n@r rr I~ n 
Decisior. uu UUU@.U.UJJjLS 

BEFORE THE PUBLIC UTILITIES COMMISSION OF 'l'BE STATE OF CALIFORNIA 

In the Hatter o'r the Application o~ ) 
CALIFORNIA WATER SERVICE COMPANY ) 
(U 60 W), a corporation, ~or an ) 
order authorizing- it to. acquire ) 
all the outstand1nq shares of stock ) 
of water west corporation in ) 
exellange for the issuance to such ) 
shareholders of shares of common ) 
stock of california water Service ) 
Company. ) 

-----------------------------) 

; . 

Application 87-12-014 
(Filed. December 7, 1987) 

McCUtchen, Doyle,. Brown & Erler.en, by A. 
Crawford Greene, Attorney at Law, for 
ca11tornia water service 'Company r and 
Anthony T. Karachole,. Attorney at:t.aw,. for 
water West Corporation and Shareholders of 
Water West Corporation, and Gilbert Neill, 
for himself and· Water west Corporation, 
applicants..' 

Hartin BrAqen, tor the Water 'Otilities Branch 
ot the commission Adviaor,r and Compliance 
Division. 

o P=;IH X 0 N, 

By this application, calitornia water service Company 
(cal Water) joined by Water west corporation (Water West) and all 
ot the 'shareholders ot Water west (Water west Shareholders),. seeks 

an authorization :for cal water to: acquire all outstanding- shares or 
Water west stoCk in consideration o'rtheissuance to: such 
shareholders by cal Water of 70,000' ahares of cal water common 
stock. 

Notice of the application was published~in the 
Commission's Daily calendar ot December 10', 1981: .no, inql.1iries. or 
protests were received respecting-the application. 

cal water requested a bearing- on the fairness of the 
transaction under Public 'Otilities(PtT) Code § 82'2. 'l'his statute 
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is designed to allow California utilities to invoke the exemption 
from Federal securities regulation provided by § ~(a)(10) of the 
Securities Act of 1933 (Title 15 USCA § 77c(a) (10»~ § 3(a) (10) 
provides that certain transactiona, ineludinq an exehanqe o~ st~, 
are exempt from reg'istration requirements, i~ a state tribunal 
~inda that they are fair ~ There must be a hearing' on the issue and 
the affected shareholders must have the right to. appear. 

Notice of hearinq was prov1dedto, cal Water, Water West, 
Water west ratepayers, and all Water West shareholders.. The 
hearing' was held before A~inistrative Law Judge Gilman on 
February 22, 1988- and submitted that day .. 

Gilbert Neill, vice-president and a principal shareholder 
of Water West, Donald, Houck, executive vice-president of Cal water, 
and Harold Ulrich, Vice-president and chief'f111.ancial officer of 
cal Water, testified concerning- the proposed transaction.. 'rhe 
staff representative sponsored. an exhibit which supported the 

. transaction without taking· a position on the 5' 822 issue.. ,The 
exhibit recommend.ed that approval be conditioned on arequ.irement 
that CAl Water adopt Water We.t's tar1ff.~ '!'he eXhibit also· noted' 
that Water West had entered, into a non-standard. main extension' 
contract with the City of salinas. 
%he AqreeaeDt 

~he Stock Exchange Agreement and Plan of Reorqanization 
executed by cal Water, Water West and Water West Shareholders was 
filed with the commission as an exhibit to: the application..· 'Onder 
that agreement,. cal Water Will acquire control ot Water West by an .. 

c 
•• 

exchange ot all of the outstanding· ahares of Water West tor 70,000 
. . 

shares. ot cal Water no. par common stock.. The exchange ratio. is one: 
share of cal Water stock tor 5 .. 38376- shares ,of Water West· stock~ 

:It is. anticipated that cal water will replace the 
existing Board of Directors. with. ita own nominees. Ita personnel . 
will take over the responsibility of managing the corporation • 
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Piscussion 
Water West serves approximately 3,300 customers in four 

physically isolated districts, all located in Monterey County. Its 
Bolsa :<rtolls district with 1,800 customers is the largest of the 
fou~ and is contiquous to Cal Wate~'s Salinas district. Water West 

has eight employees. The undepreciated cost of the Water West 
properties exceeded $3,400,000 as of June 30,. 19$7. The 
depreciated cost of those properties exceeded $2·,600,000· on that 
elate. Water West currently has outstanding 376,863 shares. of 
stock. 

Water West is family-owned and operated, but, as its 
vice-president Gilbert Neill testified,. it is no longer a ~mom and 
pop" operation. If the operation is to finance and replace p,lant 
as need.ed. to comply with all regulatory requirements, especially 
those affecting water quality, it need.s a wide range of management 
skills. 

There is also reason to be concerned. about continuity of 
management. Water West is now managed by Gilbert Neill, his. 
brother, and.their father. However, the father, who. founded and 
built up the system., is noW' in his SOsi·.Gilbert: has no- child.reni 
and. ru.$ brother has no· ehildren interested in operatin9' the 
utility. '~., 

' .. 
Financing is ,another area of concern. In order to. keep 

operating plant inacceptable condition,. Water West needs a 
continual intusion of debt capital. .However,in recent years it 
has been unal:Ile to. fincllending institutions willing to. furnish the 
long term capital needed. As a result,. family lUemberS. have been 
ilnpelled to lend large sums. to· the utility. currently, the lack of 
s.ufficient loan capital has led. Water. West. to. postpone some 
proj ects. While the 'plant is currently capable of" maintaining good 
se::::vice, tile long-term prospects are not encouraqinq. 

Neill testified that the decision was.· made to. look for a 
buyer of the Water West stock. Accordinqly, an approach was made 
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to Cal Water. The result was the Stock Exchange Agreement and Plan 
of Reorqaniza~ion. 

Cal Water has more than 337,000 customers in Zl districts 
, 

throughout the State. Its Salinas district has approximately 
17,000 customers, is served by 19 employees, and is contiguous to 
Water West's Bolsa Knolls system. The undepreciated cost of all 
Cal Water properties exceeded $35.7,000,000 as of June 3.0, 19'87. 

The depreciated cost of those properties was almost $·264,000,000 on 
that date. Because of its size, it has management employees who, 
specialize in operations, regulatory affairs, financing,. taxes and 

". 
accounting. Th.es.e. skills will be ilrrmec1iately mad.e available: to: . 
Water West; the cost of this management will be s."l.ared by'a'large= 
n~er of customers.. cal Water has ready access to sources of 
long-term debt capital and can obtain sUC?h financing at attractive 
rates. 

Water West,. for the immediate future, will remain a 
separate corporation,. dealing with 1:>oth its customers a.."'ld 'With: this 
commission as a separate entity. Ultimately,. the Bolsa Knolls 

. system will be physically and' operationally consolidated with. cal 
Water"s.5alinas district- Since the two systems are contiguous,.' 
phys~cal integration can be achieved.relatively easily and 
inexpensively. . The other three Water West systems will be· operated' 
as physically separate systems 1:>y cal Water. All four will be 

operated out of cal Water's salinas office. In the long run,. Wate= 
west will lose .. its separate identity and the~e systems will become 
part of Cal Water's district organization, most likely to be 

operated ~$ part of its salinas D:i.stric:t. 

uts;~s or the· T'J:MSaction 
the 'water west Shareholders will benefit from the 

transaction. The Cal Water stock they will receive is actively 
traded whereas there presently is no market for the Water west 
shares. The new cal Water shares will provide a dividend,. whereas 
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Wat~r w~st does not pay dividends. The new Cal water shares will 
be a less risky investment than the Water West shares. 

cal Water, generally speoJdng, provides good. service 
throughout all of its divisions. There is no reason to doubt that 
the same high standards will be observed by the new management of 
the Water west system. CUatomers will also ~nerit rrom cal 
Water's professional management skills. 

There will be operating economies, even in the short run, 
since some utility functions will be taken over by cal Water: for 
example, billing will be handled by cal Water's central office. 

cal Water expects that there will be no. dilution in its 
earnings. There would thus be no significant effect on cal Water 
shareholders. Aside trom a small reduction in per customer costs, 
there will be no noticeable' impact' on cal Water's,existing 
ratepayers. On a ahort term basis, cal water will keep- the Water 
west rates in e~f!ect for service furnished atter the closing' .. 

The Water west systems are- in good condition and provide 
good service to- their customers. However, it should be noted that, 
some of the water west plant may be overdue for replacement or 
major rework because of recent capital shortages. 
Exchange Ratio 

The evidence demonstrated that the 5.3837& exChange ratio-
of Water West steck for the cal Water common was reached in. arma'

. lenqth neqotiat'ions between representatives ot the Water West 
Shareholders and cal water atter'consideration of relative book 
values, earn1nqs and o~er relevant factors • 
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E~:fect on Tari:f:fs, Accounting, Rate 
~~_and Utility Obligati2ns 

Staff's concern over adoption of tariffs is premature. 
This transaction will not cause any change in Water West's tariffs. 
They will continue in effect, as a matter of law, regardless of who 
owns its stock or sits on its Board of Directors. For this sa."t1.e 
reason, there is no need to be concerned~ at this juncture, over 
either the accounting or rate base treatment of any Water West 
property, including that acquired under the non-standard extension 
contract. Property owned by the corporation will continue to be 

accounted for in the same manner as before, no matter who owns the 
stock or sits on the Board. Likewise, a change. in control or in 
stock ownership would not justify any change in the ratemaking 
treatment for items currently in rate base. 

Orders dealing with the obligation of main extension 
contracts or the effect of new tariffs, may well be necessary when 
(or if) Cal Water decides. to merge with Water West, or othe~ise 
acquire its property and assume its.p@lic' utility obligations. • 

'However, this decision does not, approve any such transaction. We 
can therefore defer consideration of the Staff's concerns until 
such an app1ication'is before us. 
Waiver. 30DQY RUle 

As amended in 1987, PO' Code §, 311 now' permits all parties 
to a Commission proceeding to stipulate that thcCommission ~y 
issue its decision sooner than, 30 days after hearing. :SUeh,'a 
stipulation was entered'int<> this record at hearing. It appears 
particularly appropriate to act on this stipulation, since there" 
was no dispute to. be, resolved. .Accordingly, the .Administrative Law 
Judge's Proposed Decision was plaee~ on· the agenda tor the ,next 
scheduled lD.eeting following: its issuance~ 'I'heProposec:l Deeision 

, . 
is acceptec:lwith only minored'itorial changes. • 
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After careful review of the record in this proceeding, 
the Commission has determined that the acquisition of control by 
Cal Water of Water West is sound and reasonable economically and 
operationally, and that it will not be adverse t~ the public 
interest. Therefore, the Commission will qrant all authorizations 
sought in Application 87-12-014. There is also evidence to support 
a finding of fairness under l't1 Code f 822-. 

JPindings of PAct 

1. 'l'he terms and condi tiona of the. stock Exchange Agreement 
and Plan of Reorganization among cal Water, Water west" and the 
water West Shareholders attached to the application are fair. 

2. Issuance by CAl Water of' 70,000' shares of its. common 
stock in exChange for the )76,86) shares of Water West is fair. 
The shareholders of Water West will benefit tromtbe transaction. 
There will be no signifieant dilution in. earnings ~or CAl Water 
shareholders • 

3. The transaction will benefit the existing customers of 
cal Water, since the administrative and .manaqerial costs will be 

shared by a larger number of customer.. There will be no adverse 
ef'fects. 

4. 'l'he transaction will benefit the customers of Water West, 
by providing access t~ debt capital at reasonable rates and under 
favora])le concU tiona: the transaction will ·also- assure that the 
utility serving' them. is well-managed. 

S. '!he proposed transaction will not be adverse to. the 
public interest. 

6. 'rhe authority requested.should be granted. 
7. 'rhe money, property, or labor .. to be procured or paid for 

by the issuance of common stock berein Authorized· is reasonably. 
required for the purposes apecif:le4 herein,. which purposes are not, 
in whole or in part, reasonably chargeable to op8rat1ng expenses or 
to. income • 
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S. All parties have stipulated that the Commission may iss~e 
its aeeision less than thirty days after the issuanee of the 
ProposedOeeision herein. Since there are no disputes to be 

resolved. ~y this deeision, it is appropriate to aet on the 
stipulation. 
~clusions ot Law 

1. The applieation should be granted to the extent set for--n 
in the order which follows. 

2. There is no need for any order requiring adoption of 
tariffs, or for aecounting or ratemakinq treatment o~ property, or 
assigninq respon$i~i11ty tor main extension obligations. 

The number of shares outstanding, the total par value of 
the shares, ana the dividends paia do, not determine allowable 
return on plant investment. This authorixation is not a find.ing of 
the value of the utility's stoek or property, nor d.oes it ind.icate 
the amounts to ~e included. in rate setting proeeedings. 

IT IS ORDEREO that: 
1. california Water Service Company (Cal Water), Water West 

Corporation (Water West), ancl water West Shareholders ,are 
authorized to earry out the terms and conditions of the Stoek 
Exchange Agreement and Plan of Reorqanization, as set forth in the 
application, and cal Water may aCcIuire control of. Water West in 
accordance with the provisions of said Agreement. 

2. Cal Water may iss~e 70,O~O shares of its common stoekto 
Water West Shareholders in the proportio~ of one share of cal Water 
common stock tor eaeh $.3a376 shares of Water west. 'stock .. , 

3.. Cal Water, shall :file, with the commissi-onthe report 
required by General Order 24-B, which order, insofar asapplical)le, 
is hereby ~ade a part, of tnis order. 

- s: -
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4. Within 30 days atter consummating the transaction herein 
authorized, Cal Water shall notify the commission in writing of 
that fact. 

s. This order shall become effective when cal Water has paid 
the tee prescribed by PO Code § 1904(~), whiCh tee is $3,254. 

Unless exercised, any authority herein granted will expire on 
July 31, 1988. 

Dated __ MA_Y .... lo..;!;..· ..;.1;;.;98B~ __ , at San Francisco, california • 

pua~iC :.)'::~r:l~S COf: .. \\lSS."O.,\; I" 
STA!E'OF CAtiFORNtA. .' 

""'---, '. l 
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piscp.ssion /' 
Water West serves approximately 3,300 customers in tour 

. / 
Phys1cally isolated districts, all located in Monterey County. Its 

./ 
Bolsa Knolls district with 1,800 customers is the/largest ot the 
four and is contiquous to the Cal Water's sal~ district.. Water 
West has eight employees. The undepreciated~ost of the Water West 
properties exceeded $3,400,000 as of June 3'0,1987. The 

/ 
depreciated cost of those properties. exc8'eded $2,,600,000 on that 

.1' 
date. water West currently has. outstaDding 376,863 shares or 
stock. . / . 

Water West is family-owned and operated, but, as its 
vice-presid.ent Gilbert Neill tes~1ed.., it is no lODqer a 'mom and 
pop" operation. If the operation. is to ~1nance. and replace plant 

I . 
as needed to comply with all l:egulatory requirements, especially 
those affecting water qualjt ~. it· needs a· 'W':t~e range of manag~ent 
skills. " 

There i. also reason to be concerned about continuity ot 
lIlAXlagement. Water West i.s now managed· byG1lbe.rt Neill,. his 
brother, and their tat1ler.. However, the father, who- tounded and' 
built up the system., fs now in bis 80s; Gil))ert has no child.r~ni 
and his Drother haro children interested in,operating the 
utility. . . ' ' 

Financinq is another area of concern·. In order to keep 
operatinq plant j.n acceptable condition, Water west needs a 
continual infusdon ot debt capital. However, in recent years· it 
has been una):)J!eto- find lending institut.ions willing to turnish the 

I . 
long term capital needed. As a result, f8lll!lY2Dembera have ,been 
ilnpelled to/lend large auma to the utility. currently, the, lack 'ot' 

sutticientl'loan capital has led. Water 'West to-postpone some· 
projects) While the plant is currentlycaP4bl~' of maintaininq 9'oocl 
service I the long-term., pro.~cts are not encouraging. . ' 

Neill testitiedthat thedecis10n was made to look for a 
:buyer of the Water West stoek..AccorcUDqly, an approach was made 
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to Cal Water. The result was the Stock Exchange Aqreement ~an 
of Reorganization. ~ 

cal Water bas more than 337,000 customers in~ 4istricts 
throughout the state. Its Salinas cUstrict bas appr~tely 
17,600 customers, is served by 19' employees, and i~conti9Uous to 
Water West's Bolaa Knolls system. The undeprec~ed cost of all 
cal Water properties exceeded $3$7,000,000 ~a~ June 30, 19S7. 
The depreciated cost of tho.e propertiea w~almoat $264,000,000 on 
that date. Because of its. size,. it has metnage:nent employees who 

/ . 
specialize in operations, regulatory af~irs,. financing, taxes and 

I 
accounting. These skills will »e. imm~iately l:>e :made available to 
Water west: the cost of this mana9~t will be shared by ~ larger 
number of customers. cal Water ~readY access to sources of 
long-term de»t capital and can olita.:l.n suchf'irumeing at attractive 

rates. if 
Water west, for th imme<1iate future,. will remain a 

separate corporation, dea11 q with both its customers and with this 
I 

commission as a separate entity. tn.timately,. the Bolsa :K:nol~ 
system will be physical 11 and operationally consolidated ·';'ith Cal 
Water's salinas· d.iatriof.. Since the two systems. are contiquous, 
physical integration Ian be achieved relatively easily and 

inexpensively. The ~ther three .. Water West systems will be operated 
as physically sepa~te systems by cal Water. All ~our will be 

operated out of C'l Water's Salinas office. In. the lon9, run, Water 
I . . 

West will lose £ts separate identity and these systems will become 
part of cal wa~r"s district ot'g'axUzation, most likely to be . 

I ' 
operated as ~rt of its Salinas District. . 

I 
ltf9cts Of 1;he Transaction· 

1:he water West Shareholders will benefit from the 
transaet1dnp The cal water stock they will rec.iv~ ia actively 

I . . .. 
traCled w)iereaa there presently is no market for the Water West 

The new cal Water shares will provide a diviClend,. whereas 
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Mfect on Tariffs, Accounti.ng'" Rate 
BaSEt Me! utilitY 2bl1gations " 

// 
Statt's concern over adoption ot taritfs is p:emature • ., 

This tre.nsaction will not cause rmy change in Water west's tariffs. 
They will continue in effect, as a matter of law, ~ardless of who
owns its stock or sits on its Board of Director~ For this same 

/ 
reason, there is no need to- ))e concerned, at this juncture, over 
either the accounting or rate ))ase treatment!'of any Water West 
property, including that acquired under ~ non-standard extension 

, I 
contract. Property owned »y the corporation will continue to- be 

accounted for in the same manner as betore,. no- matter Whe> owns the " 
/ 

stock or sits on the Board. Likewise, a cbange in control or in 
I 

stock ownership would not justify ~y cllrmge in the ratemaking 
treatment tor items currently Wrate ))e. .... , 

orders'dealing with the obligation of main extension 
contracts or the effect of net tariffs may well be necessary when 
(or if) cal Water decides trf merge with Water West,. or otherwise 

/ - -

acquire its property and assume its pUblic utility obligations.. 
However, this decision d~s not approve" any such ,transaction. We' 
can there tore , deter coy:"ideration of the Staff's. concerns. until 
such an application ,. before us. ' 

WAiver. 39 PAY Rulo/. . 
As amended in. 1987, PUCode § 311 now permits all parties 

to a commission ~oeeed.in9' to stipulate that the. commission may .. , " 
issue its decis~n sooner than 30, days after, hearing- S\lch 4 ' 

s.tipulation . wal entered into: this record at hearing.. 'It appears" 
, I . , " 

particularly tppropriate tc> act on tbia, stipulation, since there:; a.' ,. 
no dispute to, be resolved. AccordinqlYi the Administrative Law 

JUdqe's Pr~sed Decision will be placed on the aqenda for tben~, 
scbedUlefeetinq following . its. i~suance, and 1'1<> comments- will' ~', 
accepted . 
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s. All parties have stipulated that the Commission 'mAy issue 
,/ 

its decision less than thirty days after the issuance Of/the 
Proposed Decision herein. Since there are n~ dispute~t~ be 
resolved by this decision, it is appropriate t~ act on the 
stipulation. 
5=smclusions of' Loy 

1. The o.pplica.tion should be qranted to the extent set forth 
in the order which tollows. 

2. There is no need for any order requiring adoption of 
tariffs, or for accountinq or rat~~~eatment of property, or 
assiqning responsibility for ma1n,exte~i~n obligations. 

/ 
The nUlDber of shares outstandinq, the' total par value of 

of the shares, and the dividends paid do· not determine allowable 
return on plant investmen, t. This/authorizationis not a finding of 
the value of the utility"s atock"or property, nor does it indicate 

/ ' 

the amounts to be included in atesetting proceedings. " 

IT IS ORDERED :that: , 
1. california wlter service Company (cal Water), Water West 

, I ' 
Corporation (Water west), and Water West Shareholders are 
authorized to can.~'Y, out, the terms and conditions of the Stock 
Exchange Agreement and. Plan. of' Reorganization as set forth in the 

, , 

application, and;cal water" may acquire control, of Water' west in ' 
accordance with/the prOVisions ofaaid Agreement .. 

2. call'later may issue 70,000 ~res of its common stock to 
Water west Sbarebolders in the proportion of one ahare of cal Water' 
common atoc:sl for' each $.38'376 shares of Water., W.st" a~ I ' ' 

3. cal Water ahall tile with ,the Commission the report 
required/~Y General Order 24-:8;; which order, insotar as applicable, 
is hereby made a part of this ordar.. ' 


