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Decision 83 03 004 MAR 21385

BEFORE TRE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORKIA

Application of ROLLING GREEN )

UTILITIES, INC., a California )

corporation, & water company, and )

DEAN W, KNIGHT & SONS, INC., a )

land development company operating

a sewer company for an order Application 61103

authorizing and approving a sale (Filed December 2, 1981)
of the sewer system owned and

operated by Dean W. Knight &
Sons, Inc. to Rolling Green
Utilities, Inc. (Public Utilities
Code Sections 851 et seq.)

Dean W. Knight & Sons, Inc, (seller) 1is a land
development company which also operates a public utility sewer
system corporation under Commission juriad:[ction.l/ Rolling
Green Utilities, Inc. (buyer) provides public utility water
service to 186 customers and propane utility gas service in an
area being developed by seller. In Decision (D.) 69724 dated
September 28, 1965 in Application (A.) 47642, a certificate of
public convenience and necessity was granted to buyer, authorizing
it to provide public utility water and public utility propane
gas services .3 Buyer and seller provide their respective utility
services within overlapping service areas. Seller also provides

sever service to a sanatorium located over one-quarter mile south
of {its main service area.

1/ Sewer szttem- corporations were not under Commission jurisdiction
at ime s«ilg.e:: was incorporated. (See Public Utilities (PU)
Code tion 230.6.)

/ Buyer's propane gas c¢o ation {8 no longer under Commission
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Buyer and seller seek Commission approval of the sewer
system sale. Buyer also secks authority to ILssue its $80,000
note toseller for the acquisition of the sewer system (see
Exhibit 1). Seller wants to sell the system because it expects
to cease its operations after it completes & current subdivision
develooment project. In addition, the parties wazt buyer to
enter into a 25-year lease for the lands on which the sewer
system's treatment ponds are located. The two utilities use
the same employees and the same office. The utilities delieve
that the sale will result in economies in utility billing,
bookkeeping, legal, and accounting expenses.

Dean W. Kaight owns 51% of the common equity of buyer
and of seller. His wife, Olivia A. XKnight, owns the rexainiag
common equity irn the two companies (see Ixhibit 1).

On December 15, 1978 seller aund buyer held specizl
neetings of their respective boards of directors. Buver accepted
seller's offer to purchzse the sewer system as of January 1, 1979,
for an $80,000 noninterest-bearing promissory rote dve on
January 1L, 1989. That note (Exhibit H attached to the application)
1s unsecured. Seller reoresents that the depreciated Yook value
of its $137,970 sewer system was $8C,000 at that cime.

In A.60485, seller's application to increase its sewer
rates, seller submitted evidence that it must comstruct addi-
tional sewer treatwent facilities to meet the water quali: '
discharge recuirements set by the California Regional Water
Quality Control Board, Lahontan Region (Lahozatan). Mr. Kaight
testified that he will either provide the funds for these
improvements or he will persomally guaraantec & loan for that
purpose.
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Discusgion

The purposes for which the sale and transfer of
control sought are reasonable. It would be desirable to
consolidate the three utility operations into one corporation.

The application also requests {ssuance of an $80,000
promissory note based on prior net plant values. Buyer's net
assets are now less than $80,000.

The amount of the note issued should be reduced to
reflect seller's equity investment in sewer plant. As of
December 31, 1982 seller's utility plant in service was $146,660;
its reserve for depreciation was $60,120, based on a 1982 depre-
clation expense accrual of $3,340; and its net contributed plant
was $12, 290.3/ Seller's equity plant investment was $74,250
as of December 31, 1982. Any note issued should be further
reduced by a depreciation accrual based on an annual accrual

... xate of 0.025. The amount of the note may be increased up to _

‘..

..$80,000 if the Knights provide seller with equity capital to

.construct sewer system improvements prlor “to the date the system
~'is transferred to buyer. ’

If the authorization granted in this deciaion is
exercised, buyer's books should show the original cost of sewer

system assets, the accrued reserve for depreciation, and
contributed plant assets at the time of transfer.

3/ Contributed plant totaled $13,060. The accrued depreciation
on contributed plant was $770.
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Findings of Face

1. Buyer, 2 Califownia corporation, owns and overates a
water corporation which is subject to the jurisdiction of this
Coxzission and a propane gas distribution uvtility which is not
subject to the jurisdiction of this Commission.

2. Seller, a land development company, owas aad operates
a sewer system c¢corporation subiect to the jurisdiction of this
Coamission.

3. Dean W. Xnight and Olivia A. Knight own all of the
common stock of buyer and seller. Seller plans to cease its
operations after completion of a curreat subdivision development
project.

4. Buyer seeks authorizatiorn to issue its vunsecured,
noninterest-bearing nmote in the amount of $80,000 to
seller, which is due oz January 1, 1989, for the purchase of the
sewer system assets. Buyer is required to pay a fee of $160
to issue a long-term note of $80,0C0 avthorized by the Commission.
Buyer may issve its note in the amount of seller's equity invest-
ment in sewer plant. This amount was.$74,25C on December 31,
1982. The amount of the note should be further reduced based
on accrued depreciation f£rom December 31, 1982 to the date of
transfer. The amount of the note may be increased up to $80,000
i£ the Knights make further system equity investments In sellex's
sewer systexm prior to the transfer. If the note is issued for
less than $80,000, the fee should be reduced by $2 per thousand
for each thousand dollars or fraction thereof.

5. Buyer could achieve economies in its uvsility operations
1£ it acquires seller's sewer systen.
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6. The purposes for which the sale and transfer of control
~ sought are reasonadble. Economies are possible {f the three
utility operations are consolidated into ome corpout::l.on.

. Conclusions of Law

1. A public hearing is not necessary.

2. The transfer authorized will permit buyer to lawfully
agsume control of the sewer system operations of seller.

3. Buyer'’s note to seller may not exceed seller's net equity
plant investment.

4. The sale will be made effective upon payment to the
Commission of the $160 fee for issuance of an $80,000 note by
buyer as required by PU Code Section 1904(b) or of a lesser fee
1f seller's net equity investment in utility plant and equity

funding to construct sewer treatment plant improvements is less
than $80,000.

The authorization granted is for the purposes of this
proceeding only and is not to be coustrued as a finding of value
of the assets being sold.

ORDER

IT IS ORDERED that Dean W. Knight and Sons, Inc.
(seller) is authorized to sell its sewer system assets to
Rolling Green Utilities, Inc. (buyer) and for buyer to issue
its noninterest-bearing promissory note due Jamuary 1, 1989 to
seller. The transfer and sale shall be made effective upon
payment to the Commission of the $160 fee for issuance of an
$80,000 pote by buyer as required by PU Code Section 1904(b)
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or of & lesser fee if seller's fuvestment in utility plant and
equity funding to construct its sewer treatment plant improve-
ments is less than $80,000. Seller shall file documentation
to support the amount of the note issued within 15 days of the
transfer date,

This order becomes effective 30 days from today.

Dated MAR 2 1983 » &t San Francisco, California.

LZONARD M. GRIMZS, JR.

President
VICTOR CALYOD
PRISCILLA C. GREW
DONALD VIAL

Commissioners

PUDGC UTITIES COMMISSION
3TATE OF CALIFORNIA
i

-6~
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Buyer and seller seek Commission approval of the sewer
systen sale. Seller also seeks authority to issue its $80,000
note to buyer for the acquisition of the sewer system (see
Exhibit 1). Seller wants to sell the system because it expects
to cease its operations after it completes a current subdivision
development project. In addition, the parties want buyer to
enter into a 25-year lease for the lands on which the sewer
system’'s treatment ponds are located. The two utilities use
the same employees and the same office. The utﬂ:lties believe
that the sale will result in economies in ut:llit:y billing,
bookkeeping, legal, and accounting expenses.

Dean W. Knight owns 51% of the common equity of buyer
and of sellex. His wife, Olivia A. Knight, owns the renaining
common equity in the two companies (see Exhibit 1).

On December 15, 1978 seller’ and buyer held special
meetings of their respective boa::d of directors. Buyer accepted
seller's offer to purchase the uver systen as of Jamuary 1, 1979,
for an $80,000 nonintereat-beMng promissory note due on
January 1, 1989. That note (x:hibit H attached to the application)
is umsecured. Seller reores/ents that the depreciated book value
of its $137,970 sewer ayat.em wvas $80,000 at that time.

In A.60485, ul’ler 8 application to increase its sewer
rates, seller submitted/evidence that it must construct addi-
tional sewer treatment’ facilities to meet the water qualicy
discharge requi.rements set by the California Regional Water
Qualicty Control Board, Lahontan Region (Lahontan), Mr. Knight
testiffed that he will efither provide the funds for these ,
improvements or he will personally guarantee a loan for that
purpose.




A.51103 ALJ/emk

Findings of Fact

1. Buyer, a Califoruia corporation, owns and operates a
water corporation which is subject to the jurisdiction of this
Commission and a propane gas distribution utility which is not
subject to the jurisdiction of this Commission.

2. Seller, a land development company, owns and operates

4 swwer systea corporation subject to the jurisdictionm of this
Comnission.

3. Dean W. Knight and Olivia A. Knight own all of the
common stock of buyer and seller. Seller plans { ceage its
operations after completion of a current subdivision development
project.

4. Buyer seeks authorization to iuu its unsecured,
noninterest-bearing note to buyer in the’ amount of $80,000 to
seller, which is due on January 1, 198/9, for the purchase of the

sever system assets. Buyer i{s required to pay a fee of $160

to issue a long-term note of $80,000 authorized by the Commission.
Buyer may issue its note in the a{nount of seller’s equity fnvest-
ment in gewer plant. This amount was $74,250 on December 31,
1982. The amount of the n::t/should be further reduced based

on accrued depreciation from December 31, 1982 to the date of
transfer. The amount of the note may be increased up to $80, 000
if the Knights make furthcr system equity investments in seller's
sever system prior to the transfer. 1If the note is issued for
less than $80,000, the fec should be reduced by $2 per thousand.
for each thousand dollars or fraction thereof.

5. Buyer couﬁl' achieve economies in its uti{lity operations
if it acquires seller's sever system.




