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pecision S8 06 Q18 JUE 8 1988
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

JRIGINA
sell, and Lance L. Johnson and @@E@ J_f\_j l\r

Sally Johnson to buy all 9,000 Application 88=-02-002

Application of Ernie Schoettmer )
)

shares of outstanding common 3 . (Filed February 1, 1988)
)
)

and Jean Schoettmer, sellers, to

stock of Arrowhead Manor Water
Company .

Ernie Schoettmer and Jean . Schoettmer (transferors)
and Lance L. Johnson and Sally Johnson: (transferees) jolntly seek
Commission authorization for the transfer of all of the outstandlng |
common shares of Arrowhead Manor Water Company'(Arrowhead Manor) .
from transrerors to transferees, pursuant to-Publ;c Utlllt;es (PU)
Code Sections 851 through 854. _ : - ~
' The applzcatlon appeared on’ the COmmLSSlOn’S Daily
Calendar of February 4, 1988. Appl;cants jointly notified
'Arrowhead Manor’s customers of thls.applxcatlon._ Norprotests have
been received: therefore, a publlc hear;ng 15 not- necessary-.

Arrowhead Maner LsA51tuated near. the communlty of Cedar . '
Glen. As of Decembex 31, 1986, Arrowhead Manor had, 214 active
metered servxce connectxons and 380 act;ve flat rate serv;ce
connectzons, or a total of 594 act;ve servmce connections. .
Axrowhead Manor has no: customer depos;ts or mazn extensxon

contracts.: .
Net utlllty rate base1 as of December 31, 1986 is

$133,899. Although the or;g;nal cost less accumulated deprec;atzon

1 Rate base.is the xnvestment on wh;ch a utllxty is- entxtled to..

earn a. fair rate of return. .
. \
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of Arrowhead Manor is stated at $917,976, $784,077 is nonrate base
Department of Water Resources Safe Drinking Water Bond Act financed
property. The application represents that transferees are aware of
the present rates and rate base and will not seek changes in
present rates and rate base before Arrowhead Manor’s next general
rate proceeding. |

The application states that the selling price is
$100,000. However, the terms of the sales agreenent provide for
transferees to pay $68,544 for all of the outstanding‘shares of
Arrowhead Manor, Exhibit A to the application. Transferees paid

transferors $10,000 upon execution of the sales agreement,‘andrhave L

agreed to pay $30,000 at.the time of closing of the‘sale, and to
execute a $28,544 promzssory note with an znterest rate of eleven
percent (11%), secured with the outstanding common shares of
Arrowhead Manor, payable in monthly Lnstallments of at least
$448.35. '

outstanding stock is $31, 4565‘ Th;s dmf!erence represents two
‘demand notes-prev1ously‘1ssued by Arrowhead Manor to transferors,

The dlfrerence between the $100 000 sellzng prlce-and the.f*
$68 644 due to transferors for all of Arrowhead Manox’ s ; sued and’ f\ A

dated September 30, 1987. Because ‘the sales agreement prov:des rorwt.fff
scheduled monthly payments oL $494.16 these ‘notes, not expected to. fl'

be paid in full for at least fzve years, should be classx!xed as'
long-term debt. e o : A

By letter or Apr11 6, . 1988 appllcants clarxrled that the,g
demand notes are long-term debt and should be,classifled as such on””
Arrowhead Manor's account;ng records-‘ Accord;ngly, applxcants j _
request COmmlssxon authority to enter. 1nto a 1ong~term debt |
arrangement, pursuant to Sectzon 817. ' :

- Since th;s-appl;catlon is not protested applzcants' _
requests to convert the demand notes to long—term debt should be
approved. However, these: notes should be redrawn to state the.
payment ternS-Ldentltled in the sales agreement and to delete the
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clause “payable upon demand.” Also, the fee schedule identified in
PU Code Section 1904 is applicable to these long-term notes.

The $28,544 promissory note previously discussed is a
personal note and, as such, is not subject to PU Code Section 1904.

Mr. Sohnson, currently a water consultant, has over
thirty years experience with various companies owned by California
Water. Ms. Johnson has experience in the financial community.
Transferees are quallf;ed to control. and operate Arrowbead Manor.

Transferees’ comblned net worth of approx;mately $110,000
in 1987 15 sufficient to purchase and operate Arrowhead Manor, as
shown in Exbibit G to the sales agreement.

The sales agreement discloses that the County of San :
Bernardino has a c¢laim against Arrowhead Manor for :rauthise feés.“,:
This claim totals $11,309 as of September 25, 1986. Transferors
'dlspute the County of San Bernardino’s claim. However, transferorsi
represent that, should ‘the clalm be proven valld ‘transferees may
use the franchise fees owed as a basis for a water rate increase..
Further, transferors represent that if-a rate adjustmént is not
allowed Arxowhead Manoxr for the franchlse.fees, transferees may
apply any'portxon of the franchlse fees which accrued up to the
closing date against the $28, 544 note. _ :

The’ Commission Adv;sory and Compllance va;s;on (CACD)
conducted an 1ndependent analysis. of this- appllcatlon, A copy of
this written analysis has been placed in the tormal file to-this 5‘
applxcatlon. Based on CACD's analysxs, CACD recommends.approval or
the applxcatzon. ‘ e )

By this decxs;on, trans:erees are notitied that. rates are
set with projected future'costs, not past costs. Although
franchise fees may - e consmdered in settlng xates., such fees
applxcable to~pr1or perlods are not recoverable through rate:
offsets or future rate proceedangs. '

The proposed rates. and. charges are to be the same rates
and charges pzesently on tzle w;th the Commlsslon.‘
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indi £ Pact

L. Transferors and transferees jointly seek authority to
transfer all of the outstanding common shares of Arrowhead Manor
from transferors to transferees.

2. Applicants jointly notified Arrowhead Manor’s customers.

3. No protests to the application have been received.

4. Arrowhead Manor has no customer deposits or main
extension contracts. ‘

5. Utility plant-=i n-serv;ce 1ncludes $784 077 of Department‘y
of Water Resources Safe Drinking Water Bond Act financed property
which is not a component of rate base. .

6. Transferees are aware of the present rates and ra te base“"
and represent that they will not seek changes in present rates and |
rate base before Arrowhead Manor s next general rate proceedzng.

7. The sales price is $100,000.
) 8. Transferees are paying 368 544 for the outstandang comnon :
shares of Arrowhead Manor.

9. Transferees are o execute a $28 544 promzssory note wmth
an interest rate of 1ll% payable to: transferors in monthly -
installments of at least $448.35. . ‘ ' . :

9. Transferees, as: Arrowhead Manor, are assum;ng two demand
notes totallng $31, 456.‘ g . .

10. Appl;cants-clarmrmed that the twOvdemand notes are long- ‘
term debt and that the notes should be’ classrfaed as’ such on y
Arrowhead Manor’s accountlng records. : : -

1 .g Applrcants request author;ty to record the notes as long-V”

term debt. s , : ' :

12. Long—term notes are subject to PU Code Section’ 1904.

13. Transferees are qualzfxed to~control and operate
Arrowhead Manor. . L o :

14. Transrerees have suff;cxent net’ worth to'purchase and
operate Arrowhead Manor. ' '
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15. The Commission sets rates on projected future costs, not
past costs.

16. Although franchise fees are considered in setting rates,
such fees applicable to prior periocds are not recoverable through
rate offsets or future rate proceedings. ‘

17. The transfer of stock and control of Arrowhead Manor from
transferors to transferees is not adverse to the public interest.

1. A public¢ hearing is not necessary. .

2. The transfer and control of all of Arrcwhead Manor’s
common stock rrom transrerors to transferees should be author;zed.

3. Arrowhead Manor’s demand notes should be converted to
long-tern debt. , ‘

4. The $28,544 promissoxry note is a personal note not
subject to PU Code Section 1904. ‘

" IT XS ORDERED that: ' \

1. Exnie Schoettmer and Jean Schoettmer (transferors) are "
authorized to transfer all of Arrowhead Manor water Company's -
(Arrowhead Manor) outstandxng -common shares to Lance L. Johnson and’
sally Johnson.

Arrowhead Manor’s two-demand notes-total;ng $31, 546 shall
be classlfled as 1ong-term debt. These notes shall be. redrawn '
consistent with the terms 1dent1:1ed in the sales. agreement
Exhlbxt A to the appl;oat;on., The term payable upon demand" shell
be deleted for both notes. o ‘ . S

 The. author;ty granted by thxs order to lssue an evxdence
of 1ndebtedness,w111 become effectlve when,transteree pays $64. 00,
set by PU Code Section 1904(b), to the Comm;ssmon s.Flscal otrzce
of the Management Serv;ces D;vis;on.‘ " - ‘
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4. Within 10 days after the completion of the transfer,
transferorys shall notify the Commission’s Advisory and Conmpliance
Division Director, in writing, of the date of the transfer and of
the date upon which transfereec shall have assumed operation of
Arrowhead Manor. A true copy of the ;nstruments of transfer shall
be attached to the notification.

5. Transferees shall keep Arrowhead Manor’s book and records
in accordance with the Unzform System of Accounts for Water
Utilities prescrlbed by this Commission.

6. Transferees shall file an annual report in compliance
with General Order 1.04-A, on a calendar yeax basms.,

7. Transferees shall assume transferors' responsxbzl;ty for. - .
paying Arrowhead Manoxr’s 1988 user fee under PU Code” Sections. 401

et seg.

8. Transrerors and transferees sharl take the necessary

steps requlred by the Department of Water Resources for transferees‘f'

to assume the Safe Drinking Watexr Bond Act loan obligations. .
Transferors and transferees shall jorntly prov;de a true copy: of

the contract assumption to the: CommlSSLOn’S Adv;sory and Complzance‘:‘fwf}

Division Dlrector upen execution.

9. ‘Before the transfer occurs, - transterees shall del;ver to
transferees, and transferees shall keepq all records. of‘the
constructmon and operation of. Arrowhead Manor.; '

10. When the authorxzed transfer is. complete'and the
conditions of this order are fulfxlled Ern;e Schoettmer and Jean
Schoettmexr shall be relmeved of thezr publxc'utlllty oblxgatlons
for the transferred system., : L

11. The authority granted in thls applzcatxon is not a

finding of the value of the rlghts and propert;es tolbe
transferred.
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Arrowhead Manor will use its existing Corporate.
Identification No. U~347-W in connection with the certificate or
authority issued in this proceeding. The number shall appear in
the caption of all original pleadings and in the title of pleadings
filed in existing cases with this Commission.

13. This application is granted as set :orth above.

This order is effective today.
Dated June 8, 1988, at. Carson, Calafornxa.

12.

STANLEY W. EULETT
. President
DONALD VIAL b
FREDERICK R. DUDA
G. MITCHELL WILK
JOEN B. CHANIAN
> Commissioners
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12. Axrowhead Manor will use its existing Corporate
Tdentification No. U-347-W in connection with the certificate or
authority issued in this proceeding. The number shall appear in
the caption of all original pleadings and in the title of pleadings
f£iled in existing cases with this Commission.

13. This application is granted as set fgrth above.

This ordex is effective today.
pated __JMIN 8 1988 , at San Ffancisco, California.

TSQANLER'VV EHILETT
President .

DON“LI>VDU.
FREDERICK R, DUDA .
G- MITCHELL ‘WILK
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