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BEFORE THE PUBLIC UTILITIES COM!{ISSION OF THE STATE OF CALIFORNIA

In the Mattexr of the Application of )
CALIFORNIA WATER SERVICE COMPANY

(U 60 W), a corporation, for an
order authorizing it to acquire

all the outstanding shares of stock
of Water West Corporation in
exchange for the issuance to such
shareholders of shares of common
stock of California Water Service
Company.

gpl:[cation 87=-12-014
(Filed December 7, 1987)
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McCutchen, Doyle, Brown & Enersen, by A.
. Attorney at Law, for
California Water Service Company, and
Anthony T, Karachale, Attorney at law, for
Water West Corporation and Shareholders of
Water West Corporation, and Gilbert Nedill
for himself and Water West cOrporation,
applicants.
, for the Water Utilities Branch
of the Commission Advisory and Compliance
Division.

By this application, Calitornia Water Service Company
(Cal Water) joined by Water West COrporation (Watex West) and all
of the shareholders of Water West (Water West Shareholders), see)cs
an authorization for Cal Water to acquire all outstanding shares o:
Water West stock in consideration of the issuance to such
shareholders by Cal Water of 70,000 shares of Cal Water common
stock. I , ‘ : j '

Notice of the application was published in the
Commission’s Daily Calendaxr of Decenbor 10, 1987; no inquiries or
protests were received respacting the application.

Cal Water requested a hearing on the fairmess of the
transaction under Public Utilities (PU) Cc»de § 822. This statute.
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is designed to allow California utilities to invoke the exemption
from Federal securities regulation provided by § 3(a) (10) of the
Securities Act of 1933 (Title 15 USCA § 77c(a) (10)). § 3(a) (10)
provides that certain transactions, including an exchange of stock,
are exempt from registration requirements, if a state tribunal
finds that they are fair. There must be a hearing on the issue and
the affected shareholders must have the right to appear.

Notice of hearing was provided to Cal Water, Water West,
Water West ratepayers, and all Water West shareholders. The
hearing was held before Administrative Law Judge Gilman on
February 22, 1988 and submitted that day.

Gilbert Nelll, vice-president and a principal shareholder
of Water West, Donald Houck, executive vice-president of Cal Water,
and Harold Ulrich, vice-president and ohie:t financial officer of
Cal Water, testified concerning the proposed transaction. The
staff representative sponsored an exhibit which supported the

_transaction without taking a position on the § 822 issue. The
exhidit recommended that approval be conditioned on a requirement

that Cal Water adopt Water West’s tariffs. The exhibit also noted i
that Water West had entered into a non-standard main extension

contract with the City of Salinas.
Ibe Agrecment

' The Stock Exchange Agreemant and Plan of Reorganization
executed by Cal Water, Water West and Water West Shareholders was _
filed with the Commission as an exhibit to the application.  Under
that agreement, Cal Water will acquire control of Water West by an |
exchange of all of the outstanding shaxos of Water West for 70,000 ‘
shares of Cal Water no par common stock. The oxchange ratio is cne.
share of Cal Water stock for 5.38376 shares of Water West Stock.

It is anticipated that Cal Water will replace the.

existing Boaxrd of Directors with its own noninees. Its: personnel
will take over the responsibility of mnaging the corporation. :
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Water West serves approximately 3,300 customers in four
physically isolated districts, all located in Monterey County. Its
Bolsa Xnolls district with 1,800 customers is the largest of the
four and is contiquous to Cal Water’s Salinas district. Water West
has eight employees. The undepreciated cost of the Water West
properties exceeded $3,400,000 as of June 30, 1987. The
depreciated cost of those properties exceeded $2,600,000 on that
date. Water West currently has outstanding 376,863 shares of
stock. ' '

water West is family-owned and operated, but, as its
vice-president Gilbext Neill testified, it is no longer a “mom and
pop” operation. If the operation is to finance and replade plant
as needed to comply with all regqulatory requirements, especially
those affecting water quallty, it needs a wide range of management
skills.

There is also reason to be concerned about continui:y ot
managenent. Water West is now managed by GilbertmNeill; his.

‘brother, and their father. However, the father, whe founded and
built up the system, is now in his 80s; Gilbert has no-chxldren,

and his brother has no c¢hildren interested in operat;ng the )
utility. N

‘™

Financing is another area of concern. In order to keep
operating plant in acceptable condition, Water West needs a
continual infusion of debt capital. However, in recent years it
has been unable to find lending institutioné wilxing:to furnish the
long term capital needed. As a result, family members,have been
impelled to lend large sums to. the utility. Currently, the lack ot
sut:xc;ent loan capital has led Water West to postpone sone o
projects. While the plant is currently capable of maxntaznlng good
service, the long-term prospects are not encouraglng. . -

Yeill testified that the dec;slon ‘was made to look for a
buyer of the Water West stock. Accordingly, an approach was made
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to Cal Water. The result was the Stock Exchange Agreement and Plan
of Reorganization.

Cal Water has more than 337,000 customers in 21 districts
throughout the State. Its Salinas district has approximately
17,600 customers, is served by 19 employees, and is contiguous %o
Water West’s Bolsa Knolls system. The undepreciated cost of all
Cal Water properties exceeded $357,000,000 as of June 30, 1987.

The depreciated cost of those properties was almost $264,000,000 on
that date. Because of its size, it has management employees whe
specialize in operations, regulatory affairs, financing, taxes and
accounting. These skills will be immediately made availablegtq k
Water West: the cost of this management will be shared by ‘'a larger
nuxber of customers. Cal Water has ready access To sources of
long-term debt capital and can obtain such financing at attractive
rates. ‘

Water West, for the immediate future, will remain a
separate corporation, dealing with both its customers and with this
Coemmission as a separate. entity. Ult;mately, the Bolsa Knolls

‘'system will be physically and operationally consolidated with Cal
Water’s Salinas district. Since the two systems are contiguous,

physical 1ntegxatlon can be achieved. relatzvely easily and | .
inexpensively. The other three Water West systems will be operated-“
as physically separate systems by Cal Water. All four will be

operated out of Cal Water’s Salinas office. In the long run, Water

- West will lose its separate identity and these systems will become
part of Cal Water’s district organization, most likely to be
operated as part of its Salinas District.

The Water West Shareholders will benefit from the
transaction. The Cal Watexr stock.they will receive is activel y
traded whereas there presently is no market :or the Water West
shares. The new Cal Water shares w111 provxde a dividend, whereas
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Water West does mot pay dividends. The new Cal Water shares will
be a less risky investment than the Water West shares.

Cal Water, generally speaking, provides good service
throughout all of its divisions. Thexe is no reason to doubt that
the same high standards will be observed by the new management of
the Water West system. Customers will also benefit from 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 Watexr’s central office.

Cal Water expects that there will be no dilution in its
earnings. There would thus be no signiticent effect on Cal Water
shareholders. Aside from a small reduction in per customer costs,
there will be no noticeable impact on Cal Watexr’s existing
ratepayers. On a short term basis, Cal Water will keep the Water
West rates in effect for service furmished after the closing..

The Water West systens ere-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 Ratie \

The evidence demonstrated that the 5.38376 exchange ratio
of Water West stock for the Cal Water common was reached in arms’-
. length negotiations between representatives of the Water West
Shareholders and Cal Water after consideration of relative book
values, earnings and. other relevant tectors.
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Effect on Tariffs, Accounting, Rate
: 1 gtility Obligati

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 same
reason, there is no need to be concerned, at this juncture, over
either the accounting or rate base treatment of any Water West
propexty, including that acquired under the non~standard extension
contract. Property owned by the corporation will continue to be
aceounted for in the same mannexr 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 ratemak;ng
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 hecessary when
(ox if) Cal Water decides to merge with Water West, or dtherwise;
acquire its property and assume its public utility obligations.
'Howevex, this decision does not approve any such transaction. We.
can therefore defer cons;deratlon of the statf’s concerns untll
such an appl;catxon is before us.

Waiver. 30 Day Rule

As amended in 1987,  PU Code §. 311 now permits all’parties ‘“

to a Commission proceeding to stipulate that the Commission may
issue its decision soonexr than 30 days after hearing. Such -a
stipulation was entered into this record at hearxng. It appearSJ
particularly appropriate to act on thls.stlpulatxon, since the:ef
was no dispute to be resolved. Accordingly, the Adninistrative Law
Judge’s Proposed'Decision was‘placed7on«the agenda. for‘the‘next
scheduled meeting following its lssuance. The Proposed Dec;sxon‘
is accepted with only nminor ed;torxal changes.
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SURRALY

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
ocperaticnally, and that it will not be adverse to the public
interest. Therefore, the Commission will grant all authorizations
sought in Application 87-12-014. There is also evidence to support
a f£inding of fairness under PU Code § 822.
Findings of Fact . _

1. The terms and conditions 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 376,863 shares of Water West is fair.

The shareholders of Water West will benefit from the transaction.
There will be no signiﬂcant dilution in earnings for Cal Water
shareholders.

3. The transaction will benetit t.he existing ‘customers of
Cal Water, since the administrative and mnngerial costs will be
shared by a larger number of customers. There will be no adverse
effects. _ o

4. The transaction will benefit the customers of Water West,
by providing access to debt capital at reasonable rates and under.
favorable conditions; the transaction will also assure that the -
utility serving them is well-managed. :

5. The proposed transaction will not be adverse to the
public interest. :

6. The authority requested. should be granted.

7. The money, pro;nrt:y, or labor to be procured or paid for
by the issuance of common stock herein authorized is roasonably
required for the purposes specitiod herein which purposes are not,
in vhole or in part, reasonably chargaable to oporating expenses. or:' 3
to income.
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8. 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 no disputes to be
resolved by this decision, it is appropriate to act on the
stipulation.
conclusions of Iaw

1. The application should be granted to the extent set for:th
in' the oxder which follows.

2. There is no need for any order requiring adoption of
tariffs, or for accounting or ratemaking treatment of property, or
assigning responsibility for main extension obligations.

The number of shares outstanding, the total par value of
the shares, and the dividends paxd do not determzne allowadble
return on plant investment. This authorization is not a finding of
the value of the utility’s stock or property, nor does it indicate
the amounts to de included in ratesetting proceedings.

QRDER

IT IS ORDERED that: \ |

1. cCalifornia Water Service cémpany_(cal water), Water West
Corporation (Water West), and Water West Shareholders are
authorized to carry out the terms and conditions of the Stock
Exchange Agreement and Plan of Reorgahization.as‘set forth in the
application,‘and Cal Water may acquire control of Water West in
accordance wzth the provisions of saxd Agreement.

2. Cal Water may issue 70,000 shares of its common stock o
Water West Shareholders in the proportxon of one share of Ccal Water
common stock for each 5.38376 shares of Water West ‘stock.

3. Cal Water. shall file with the Commission the report

required by General Order 24-B, which order, insofar as-applzcablg,
is hereby made a part of this order. R
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4. Within 30 days after consummating the transaction herein
authorized, Cal Water shall notify the Commission in writing of
that fact.

5. This order shall become effective when Cal Watex has paid
the fee prescribed by PU Code § 1904(b), which fee is $3,254.
Unless exercised, any authority herein granted will expire on
July 31, 1988.

patea MAY 17 1988 , at San Francisco, California.

STANLEY W. EULETT
Domzomrli%d: R DUDA
' WILK

G. MITCHELL
JOBN B. OBANIAN-

Commissioners

[ PUBUC STiumics COmMISIoN 1

| CERTIFYSTHAT-TNIS DECISION: | |
WAS AS2R0VED BY JTHEZABOVE:
COMMISSIONERS, TODAY,- . ©

A SR
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Riscussion

Water West serves approximately 3,300 customcrs in four
physically isolated districts, all located in Monterey County. 1Its
Bolsa Knolls district with 1,800 customers is the/largest of the
four and is contiguous to the Cal Water‘’s Sali ‘Q district. water
West has eight employees. The undepxeciateg/cost of the Water West
properties exceeded $3,400,000 as of June/pbc 1987. The
depreciated cost of those propartiea-excecdcd $2,600,000 on that
date. 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 plant
as needed to comply with all requlatory requirements, especially
those affecting water cuality, it needs a- wide range o: management
skills.

There is also reason totbc‘conccrned about continuity o:-

managenment. Water West 4As now nanaged~by“ci1bcrt'Neill, his
brother, and their fatler. However, the father, who founded and:
built up the system, is now in bis 80s; Gilbert has no children;
and his brother has no children interested in operating the '
- utility. :
Fiﬁancing is another area of concern. In order to keep.
operating plant,ih acceptable condition, Water West needs a
continual infusion of debt capital. However, in Tecent years it
has been unablé to f£ind lending institutions willing to furnish the
long term capital needed. As a result, family members have been
impelled to/lend large sums to the utility. Currently, tha lack’‘of
sufficient/loan capital has led Water West tokpcstponc some

roject54/ While the plant is currently. capable‘ct'maintaining good
service,/ the long-term prospects are not encouraging. |

Neill testified that the decision was made to loock for a

buyer/of the Water West stock. Accordinqu,_nn approach was nade
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to Cal Water. The result was the Stock Exchange Agreement and/;;an
of Reorganization.

Cal Water has more than 337,000 customerxs in districts
throughout the State. Its Salinas district has approxf:ztely
17,600 customers, is served by 19 employees, and is” contiguous to
Water West’s Bolsa Knolls system. The undeprecixted cost of all
Cal Water properties exceeded $357,000,000 as Of June 30, 1987.

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, requlatory azzairs, financing, taxes and
accounting. These skills will be inmediately'be nade available to
Water West; the cost of this managemé;tvwill be shared by a larger
numbexr of customers. Cal Water ready access to sources of
long-term debt capital and can obtain such zinancing at attractive

rates.

wWater West, for th immediate future, will remain a

separate corporation,‘deali g with both its customers and with this

Comnission as a ;eparate‘eﬁkity.. Ultimately, the Bolsa Knolls
systen will be physically und«operationaliyuconsolidateduwith‘Cal‘
Water’s Salinas district. Since the two qystams are contigquous,
physical integrationupén be achieved relatively easily and
inexpensively. Thzéother'three'water'Wbstsystems will be operated

as physically separate systems by Cal Water. All four will be
operated out of CAl Water’s Salinas office. In the long run, Water
West will lose jits separate identity and these systens will become
part of Cal watér ’s district organization, most likely to be
operated as pd%t of its Salinas District.
xmmmx \

The Water West Shareholders will benefit from the
transactidﬁ- The Cal Watexr stock they will rccoivo is actively
traded whereas there presently is no market for the Water West ,
shares./ The new Cal Water shares will provide a dividend, whereas




A.87-12-014 ALJ/JCG/Xa

Effect on Tariffs, Accounting, Rate
Base and Utility Obljgations

s

Staff’s concexn over adoption of tariffs is premature.
This transaction will not cause any change in Watex Weﬁt's tarifes.
They will continue in effect, as a matter of law, regardless of who
owns its stock or sits on its Board of Directorsl{ For this same
reason, there is no nead to be concerned, at th/is 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 corporartion will continue to be
accounted for in the same manner as D ore, no matter who owns the -
stock or sits on the Board. :.ikew_i/we, a change in control or in
stock ownership would not justify any change in the ratemaking
treatment for items currently inA:::e base.

Orders dealing with the obligation of main extension
contracts or the effect of neé tariffs may well be necessary when .
(or if) Cal Water declides 1}0 nmerge with Watex West, or otherwise
acquire its property and assume its public utility obligaticns. |
However, this decision does not approve any such transaction. We'
can therefore defer consideration of the Staff’s concerns until
such an application is before us.:
Wai 30 Dav_Rul S

As amenc‘}cd in 1987, PU Code § 311 now permits all parties :

to a Commission proceeding to stipulate that the Commission nay

" issue its decisiZ: sooner than 30 days after hearing. Such a - ‘-
stipulation was/ entered into this record at hearing. It appears |
particularly /appropriate to act on this stipulation, since t.hexe is
no dispute to be resolved. Accordingly, the Administrative Law =
Judge’s Praposed Decision will be placed on the agenda for the next
scheduled/meeting following 'its issuance, and no comments will’ be
accepted
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8. All parties have stipulated that the Commission nay’issue
its decision less than thirty days after the issuance of the
Proposed Decision herein. Since there are no disputes to be
resolved by this decision, it is appropriate to act on the
stipulation.

Conclugions of Law

1. The application should be granted to/the extent set forth
in the order which follows.

2. There is no need for any order requiring adoption of
tariffs, or for accounting or ratemaking/treatment of property, or
assigning responsibility for main exte ion obligations.

The number of shares outstanding, the total par value of
of the shares, and the dividends pa&& do not deternmine allowable
return on plant investment. This/authorization is not a finding of
the value of the utility’s stoo'-o:'proporty, nor does it indicate
the amounts to be included in ratesetting proceedings.

ORDER
IT IS ORDERED ,that:

1. California w ter Service Company'(Cal Water), Water West
Corporation (Water West), and Water West Shareholders are
authorized to carry/out the terms and conditions of the Stock
Exchange Agreement and Plan of Raorganization as set forth in,the
application, and Cal Water may acquire control. of Water West in
accordance with/the provisions of said Agreement. :

2. Cal Water may issue 70,000 shares of its common stock to
Water West Shareholders in the proportion of one share of Cal water'
common ctock(:or each 5.38376 shares of Water West stock. ‘

Cal Water shall file with the Connission the report

required/éy‘ceneral Order 24-B, vhich order, inso!ar as applicable,
is hereby made a part of this orde:. o




