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83 4)5 0:10 MAY 4 19831 

Decision __________ __ 

BEFORE THE Pv~LIC UTILITIES COMMISSION or THE STATE OF CALIFO~~IA 

Keefner Enterprises, Inc., a 
California corporation, by 
authority of P.U.C. Code ~8S1, 
et seq., requests authorization 
to transfer the assets and 
liabilities of the public utility 
water facilities of Keefner 
Enterprise, Inc. to a new 
corporation to be ~~own as: 
Apple Valley Water Resources 
Co., Inc. 

, 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

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

Application 82-09-15 
(Filed September 13, 1982~ 
amended Deceober 10, 1982) 

In the ~~ended application Keefner Enterprises, Inc. 
(KEI) seeks Co~ission au~horization to transfer the assets and 
liabilities of its two public u~ility water systems to a new 
corporation, Apple Valley Water Resources Co., Inc. (A~~~). 

KElls Youn;towne Water Company (Youngtowne) system would be 
desiqnatec as A~~-East and the fo~er Aztec Water Company, Inc. 
(Aztec) system operated by KEI as Apple Valley Water Resources 
West would be desiqnated as AV~~-West. AV~~ proposes to keep 
separate accountin9 records for the two systems for ratemaking 
purposes. 

The application states Eugene F. Keefner and his wife, 
Cecile Keefner, are the sole owners of KEI and A~~.lI The 

11 E. F. Keefner was listed as tbe owner of lOO~ of A~~~'s stock in 
1981 annual reports filed by A~~ for the two utility systems. 
The refilings of these annual reports in KE!'s name list E_ r. 
Keefner as the owner of lOO~ of KElls stoek. 
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a~ended applica~ion states that the Keefncrs will continue to 
subsidize the duy-to-day operutions of the two wuter systems. 
The application ~lso states that Keerner Engineering (0 separate 
corporation, not a holding of KBI) is providing needed utility 
funds (zee application, page 8) because KEI was unable to provide 
finuncial support for utility operations du¢ to its 19B1 losses. 
The application states that the Kecfners pc=son~lly guaranteed 
bank loans and provided funds needed to operate and maintain the 
two water systems and to purchase a new pump. AVWR has filed 
applications with the St~te of California Department of Health 
Services to obtain Safe Drinking Water Bond funds to fund water 
system improvements. 

The application alleges that the transfers would permit 
KEI to avoid cominqling funds from its utilities' operations with 
funds from its nonutility operations and would permit the sale of 
KEI to potential ~uyers not dcsirinq to own water utilities.lI 
Backaround to Pilin~ 0: Aoolicot~ 

Decision (D.) 82-06-015 dated ~une 2, 1982 in Case 10864 
states "thot Eugene F .. !<cefner created 'AVWR ond carried out the 
un13wful transfer and/or rcorganizotion of KEI. We concluded 
that Keefner has employed a variety of dilatory acts 'J.nd/or 
illegal acts to avoid complying with Commission orders. We 
ordered (~) KE! to comply with D.93480, as ~odified in 0.82-06-015, 
and (b) the filing of an ~pplicution by KEI and AVWR to transfer 
control of the Aztec zystcrn operations ~nd/or assets to AVWR 
or to file documentation sho· .... inq a rcconvcyonce of title of water 

Y If AV'i\'R is owned by KE! (sec pagc 4 of application), a sale or 
transfer of KEI, or of r<EI' z utility holdings , without Commission 
approval would result in an unauthorized transfer of ownership 
and/or control of publiC utility water systems. 
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system assets to KEI by AVWF.. We put AVWR on notice that it 
would be required to comply with D.934BO, as modified in 
D.B2-06-01S, if the Co~~ission approved the transfer of the 
Aztec system to AVWR and put Keefner, the alter eQo of KEI and 
AVWR, on notice that the transfer would not relieve him from his 
personal responsibility for eompliance with D.82-06-01S. 
Compliance With D.82-06-015 

The amen~~ent states that KEI (a) has inereased the 
water pressure in the higher portions of the Aztec system and 
has repaired leaks in the system: (b) is negotiating with Apple 
valley Ranchos Water Company (Ranchos) for a standby water 
supply to be provided through an intersystem eonnection: 
(c) expects to arrive at a workable a~re~ent with Ranchos 
soon:lI and (d) will install an additional booster pump at the 
outlet of its storage tank after eompletion of the intereonnection 
with Ranchos. This pump will be equipped with automatic eontrols 
to permit use of the Ranchos' connection as a second souree of 
supply for the system. If necessary, KEI will modify its existing 
booster pump installation on the eastern border of Tract S746 to 
comply with the requirements of General Order (GO) 103. The 
application states that after ~ese improvements have been com-
pleted, the County Department of Health Services has indicated 
that it will recommend lifting the County building moratori~~ 
within the Aztec system service area. 

KEI further alleges that (a) completion of the above-
mentioned improvements will permit it to serve its existing 
customers and a reasonable n~~ber of new customers at pressures 

11 The ~~en~~ent was filed on December 10, 1982. As of ~~rch 9 
19B3, the Co~~ission had not been advised that an agreement 
had been reached. 
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meeting the requirements of GO 103 and that the system would 
meet applica~le fire-flow re~irements: (0) after the Cou~ty 
ouilding moratori~~ is lifted, it will com~ly with the notice 
requirements contained in D.82-06-01S to permit prospective 
customers to arrange for installation of service connections 
ano meters to supply water to their properties; (c) the 
improvements would cost approximately $10,000; Cd) on approval 
of the application ATNK will file an applieation requesting 
authorization to issue shares of stoc~ for the existing 
assets of the ~tility plus the improvement costs; (e) on 
Septemoer 30, 1977 KEI issued a note of $42,500 to the Nepomucenos 
payaole at the rate of $400 per month, including interest payments 
caleulated at an annual rate of 8.5%, with the ~alanee due on 
Septemoer 30, 1992; and (f) the r~ainin~ principal ~alance on 
the note was $35,000 on November 30, 1982. 

ATN~ requests CommiSSion authoriZation to ass~~e the 
remaininq indeotedness on the note. 
Background on Youngtown~ 

By D.8778l dated August 30, 1977 in Application 56828, 
KEl, a California corporation, was authorized to (a) purchase 
the Younqtowne system in San Bernardino County (County) from 
Benj~~in ~epomuceno and Lourdes Nepomuceno;~ (b) issue a 
promissory note 0: up to $45,000 to the ~epomueenos; (c) acquire 
the ~epomucenos' water corporation certi:ieate 0: public 
convenience ane necessity: ana Cd) file tariffs. 

KEI was ordered to provide no service outside of 
Traet 6182, except to sell water to the Apple Valley View xu~ual 
Water Company (Xutual). KEl's sales to ~utual were restricted 

iI ATN~ is authorized to issue 100,000 shares of no par stoc%. 
~ The Nepomucenos acquiree the system in a receivership proceeeir.9. 
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to the amount needed to supply 40 Mutual customers. In addition, 
KEI was ordered to "attempt to secure an additional source of 
water supply which meets the requirements of the State Department 
of Health so that it will have two sources of water" and to 
transmit pro;ress reports to the Co~~ission's Hydraulic Branch 
on June 30 and December 31 of each year on its actions to secure 
the additional water supply. 

KEl's 1981 annual report to the Co~~ission shows only 
one source of supply for the Youngto~~e system. XEl has not 
filed the required pro;ress reports. 

The California Department of Real Estate advised the 
Co~~ission of further contemplated develo~ent within Tract 6182. 
The need for an alternate water supply increases with any 
expansion of serviee from the Youngto~~c syst~. 
Modifie~tion of Lon~-term Debt ~zreernent 

The Nepornucenos have no o~jection to the proposed transfer. 
Appendix B attached to the ~~en~~ent is a partially executed 
aqreement desiqned to protect the interests 0: the ~epomucenos if 
the transfer is approved. Fully executed copies of the aqree-
ment (Exhibit 1) were subsequently received by the Co~~ission. 
Paragraph 2 of the agreement su~stitutes the name Apple Valley 
Water Resources Co. (East) for Youn;to~~e in the note but does not 
modify other terms of the agreement. The a;reement also states 
that prior payments on the note have been made by Eugene F. Keefner, 
Cecile Keefner, KEI, or AV~~. 

Apple Valley Water Resources Co., Inc. should be 
substituted for Apple Valley Water Resources Co. (East) in 
paragraph 2 of the agreement. 
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Financial Statements 
The following table, based on Appendix A attached to 

the amendment, shows a pro forma AVWR balance sheet based on 
recorded amounts on KEI's books as of December 31, 1981 and 
adjustments reflecting the 4dd1tion of $10,000 for system 
improvements. The total assets~ capital surplus, and total 
equity and liabilities shown in the application have been 
reduced by $32,308 to reflect a water plant acquisition 
adjustment. leEI and/or AVWR purchased the assets of the 
Aztec system from County for less than depreCiated plant 
costs. The net asset value of purchased depreciable plant 
assets should be amortized over the remaining life of that 
plant. 

Balance Sheet 
(December 31, 1981) 

Adjusted Adjusted 
to Show to Show 

Improvements Improvements Assets West West East Both Sys tems -- -Water Plant in Service $ 90,036 $100,036 $ 62,970 $163,006 Reserve for Depreciation 54,140 54,140 36,339 90,479 Water Plant Less Reserve 3S.,896 45,896 26,631 72,527 Water Plant Acquisition Adj. (32,308) (32,308) (32,308) Cash 1,588 1,588 272 1,860 Other Current Assets 336 336 6 342 
Total Assets 37,820 47,820 26,909 74,729 Adjusted Total Assets 5,512 15,512 26,909 42,421 

E~u1tI & Liabilities 
Capital Stock 

(22,009) (8.,354) Earned Surplus 13,655 13,655 
Capital Surplus 10,000 10,000 
Capital Surplus Adjustment (32,308) (32,308) (32,308) Long-Term Debt 31,431 31,431 
Current Liabilities 24,165 24,.165 17,487 41,652 

Tot. Equity & Lab. 37,820 47,820 26,909- 74,729 
Adjusted Tot. Equity & 

5,512 15,512 26,909 42,421 Liabilities 

-6-



A.82-09-1S ALJ/EA/ee 

KElts recorded 1981 u~11ity annual reports show losses 
of $12,374 for the Aztec system and $15,479 for the Youngtowne 
system. We have not evaluated the reasonableness of those amounts 
for ratemaking purposes. These losses demonstrate the need for 
continued backing by the systems' owners at this time. 
Further Discussion 

It would not be adverse to the public interest to 
authorize the transfer conditioned upon the personal guarantee 
of the Keefners to provide necessary funds to the utilities. 
The separation of utility functions from REI opera~ions is 
desirable. As noted above, if KEI holds title to the utilities, 
another application would be needed to sell KEI. 

The execution of an &~reement between ~nchos and KEI 
and/or AVWR and construction of the above-described facilities 
are the first steps needed to bring the system into eom~l1ance 
with D.82-06-0l5. Compliance with Ordering Paragraph 2 of 
D.93480, as modified by D.82-06-01S, is overdue. That delay, 
in turn, prevents the lifting of the building moratorium and 
the supplying of water service to potential customers desiring 
service from the Aztec system. In addition, IEI has not complied 
with the requirements for reporting on its efforts to secure 
another source of supply for the Youngtowne system. Appendix A, 
attached to this deciSion, con~a1ns the ordering paragraphs 
relevant ~o ~h1s discussion. If an agreement is not executed 
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,-

within 30 days after the effective date of this order, KEI or 
AVWR should obtain another potable source of water supply or 
co~~ence construction of a new well within 60 days after the 
effective date of this order. An application to issue stock 
may be filed after complying with Ordcrin~ Para;raph 2 of 
D.93480 as modified by D.82-06-01S. 
Findings of Fact 

1. KEI is a California corporation operating two public 
utility water companies subject to the jurisdiction of this 
Commission. ICEI also conducts nonutility operations. ICE I 
acquired its utilities under authorizations granted in D.S7781 
and in D.8784l. 

2. KEI is owned by Eugene F. Keefner ~~d Cecile 
Keefner. 

3. AVWR. is a California corporation owned by Eugene F. 
Keefner and Cecile Keefner. 

4. The Nepomucenos, holders of a note secured by assets 
of the Youngtowne system, have no objection to the proposed 
transfer. 

S.. leEI has delayed in complying with Ordering Paragraph 2 
of D.93480, as modified by D.82-06-01S. That delay prevents 
the lifting of the building moratorium and the sypply1ng of 
water service to potential customers desiring service from the 
Aztec system. 

6. KEI has not filed the required progress reports on 
its efforts to secure an additional source of water s~ply for 
the Youngtowne system ordered in D.8778l. 
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7. There is no known opposition to this a~plicat1on and 
no reason to delay authorization of the authority requested. 
Conclusions of Law 

1. A public hearing is not necessary. 
2. The transfer is not adverse to the interests of the 

Nepomueenos if the word "('East)" on line 3 of r>sragraph 2 of 
the agreement between KEI and the Nepomueenos is changed to 
", Inc. ". 

3. The following order should be effective on the date of 
signature to ~ermit AVWR to lawfully control the operations of 
both utility water systems. 

4.. The transfer of water utility assets of KEI to AV'WR 
conditioned on the personal guarantee of the Keefners to 
provide necessary funds to the utilities is not adverse to 
the 1>ublie interest. 

S. The books of ICEI and/or AV"WR should be modified in 
conformity with the balance sheet adjustments for the Aztec . 
system described in this deCision. 

6. XEI and/or AVWR should 1>romptly com~lete its negotiations 
with Ranchos to obtain another source of supply from Ranehos 
within 30 days from the effective date of this order, to 
complete the improvements it proposes to use for that su?ply, and 
to comQly with the require=ents of GO 103. 

7.. If the Ranchos' strpr>ly is unavailable, KEI or AVWR 
should obtain another potable source of water s~ply or commence 
construction of a new well within 60 days after the effective 
date of this order. 
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8. If a source of supply is unobtainable from Ranchos, 
KEI and/or AVWR should modify its improvement ~14n filed in 
compliance with Ord~ring Paragra~h 1 of D.82-0~-015 within 45 
days from the effective date of this order. 

9. KEI and/or A~~ should file progress reports on efforts 
bei~g made to secure ano~her source of sup~ly for the Youngtowne 
system as required by Ordering Paragra?h 11 of D.87781. 

10. KEI should file annual reports for its water system 
operations up to the date of transfer within 30 days after 
the date of transfer. 

The authorization granted is for the purpose of this 
proceeding only and is not to be construed ~s a finding of ~he 
value of the utility assets or capi~31 of KEI. 

o R D E R -----e IT IS ORDERED tha t : 

1. Keefncr Enterprises, Inc., (KEI), :1 California corporation, 
is ~uthorizccl to trilnzter its public utility 'N.;:lter zY!';te!'l1 .:tzz~tz .:tncl li.)bilitiez to 
Api?lc V.)llcy Rc::ourcez Co., Inc. (!\V.~R), .') Czlliforni,J cor~r.)tion, condi tionccl on 
the 9Crcon.)l 9u~r.:tnt~~ by the Kce(ner's to provide nocczzwry funds to the utiliti~z. 

2. AVWR shall file 11 modified agreement wi:h Benjamin M. 
Nepomuceno and Lourdes Nepomuceno making the co=rection described 
io Conclusion 2. 

3. The books of KE! and AVv."R, shall be modified in conformity 
wi~h the balance shee: adjustments fo= ~he Azeec Water Comoany, Inc. 
system described above. 
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4. KEI and/or AVWR ~h~ll promptly com~l~tc it= n~goti~tion= 
with Apple V~llcy Ranchos W~tcr Comp~ny (~nchoz) to obt~in ~nothcr ~ 
source of zupply from Rancho~ to ~o~plete the improvements it ~ 

proposes to use for that supply, ~nd to comply with the requirements 
of General Order 103. 

5. If the Ronchoz' supply is un~v~il~ble, KEI or AV~R shall 
obt~in another potable source of water supply or commence construction 
of a n~w well within 60 cays after the effective date of this ordcr. 

6. If a source of supply is unobtainable from Ranchos, KEI 
and/or AVWR zh~ll modify its improvcm~nt pl~n filed in compliance 
with Ordering Paragraph 1 of D.82-06-015 within ~5 days after the 
effective date of this order. 

7. KEI and/or Am\R zhall file progrezz reports on ~ffortz 
being made to secure another source of supply for the Youngtowne 
Water Company system as required by Ordering Paragraph 11 of 

~ D.87781. 
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8. KEI shall file annual reports for its water system 
operations up to the date of transfer within 30 days after the 
date of transfer. 

This order is effective today. 
Dated HAY 4 1983 , at San Francisco, California. 
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A.PPDI1> IX A 
Page 1 

Ordering Paragraphs 2 and 3 of D.93480 state: 
"2.. Defendant shall include the follOWing 
requirements in its imp~ovement plan: 

"a. Defendant shall secure a 
water supply mee~1ng the 
quality and quantity require-
ments of the County Department 
of Environmental Health Services 
(HD) by contracting with another 
utility, by purchasing a well, 
or by commencing construction 
of a new well within 60 da~s 
after the effective date of 
this order. 

''b. Defendant shall co~lete addi-
tions to water supply, booster 
capacity, a~d storage within 
lSO da~s after the effective 
date of this order. 

"c. Defendant shall complete any 
other i~rovements within 30 
months after the effective 
date of this order. 

"3. Within 70 days after the effective date 
of this order defendant shall file a coPY 
of its improvement plan with HD, reapply 
for a water supply permit, and request that 
the County life the building moratorium in 
its service area." 
D.82-06-01S changed the effective date for compliance 

with those ordering paragraphs to June 2, 1982. D.82-06-01S 
modified Ordering Paragraph 4 of D.93480 as follows: 
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,.-

APPENDIX A 
Page 2 

"2. Ordering Paragraph 4 of D. 93480 is revised as 
follows: 
'~ithin 10 days after the building moratorium 
is lifte~, defendant shall mail notice of the 
fact to its customers, complainants, and to 
any other person who had asked for water ser-
vice to a lot within defendant's service area. 
The notice shall state that those ~rsons may 
contact defendant to arrange for a meter and 
service connection. Defendant shall concurrently 
mail a copy of the notice an~ a list of the 
persons served to the Commission's Hydraulic 
Branch. Defendant shall publish notice of the 
lifting of the building mora~orium in a loeal 
newspaper of general circulation and shall 
mail a eertified copy of the published notice 
to the Commission within 2S days after the 
lifting of the builc:iing moratorium." 

Ordering Paragraph 11 of D.87781 states: 
"11. Keefner Enterprises, Inc. shall attempt 
to secure an additional source of water supply 
which meets the requirements of the State 
Department of Health so that it will have two 
sources of water. Keefner Ente~rises, Inc. 
shall transmit to the Commission $ Hydraulic: 
Branch progress reports on its actiOns to 
secure the additional water supply on June 
30 and December 31 of each year, pending 
further order of the Commission." 

(END OF APPENDIX A) 
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amended application states that the Kee:ners will continue to 
subsidize the day-to-day operatio~s 0: the two water systems. 
The application also states that Kee:ner Engineering (a separate 
corporation, not a holding 0: KEI) is providing needed utility 
funds (see application, page S) because KEI was unable to provide 
financial support for utility operations due to its 1921 losses. 
The application states that tbe Keefners personally guaranteed 
bank loans and provided funds needed to operate and maintain the 
two water systems and to purchase a new pump. A~~ has filed 

/ applications with the State of California D~artment 0: Health 
/ Services to obtain Safe Drinking Water Bo~ :unds to fund water 

system improvements. ~ 
The application alleges tha. the transfers would pe~it 

KEI to avoid comingling funds from~s utilities' operations with 
funds from its nonutility operations and would pe:rnit the sale of 
KEI to potential buyers not desu{ing to o~ water utilities.lI 
Backcround to Filine of A~~lic¢tion ~ 

DeCision (0.) 82-0~015 dated June 2, 1982 in Case 108~ 
states that Eugene F. Keefner created A~~ and carried out the 
unlawful transfer and/or r/orQanization of KEl. We concluded 
that Keefner has employe';a variety of dilatory acts and/or 
illegal acts to avoid c~plying with Co~~ission orders. We 

I 
ordered (a) KEI to cto.. y with D.93480, as modified in D.82-06-015, 
and (b) the filing of an application by KEl and AV~~ to transfer 
control of the Aztec sys~em operations ~~d/or assets to AV~~ 
or to file d~~ent~ion shOWing a reconveyance 0: title of water 

/ 
If A~~ is owned by KEl (see page 4 of application), a sale or 
transfer of KEl, or of KEl's utility holdings, without Commission 
approval wQuld result in an unauthorized transfer of ownership 
and/or control of public utility water systems. 

-2-

55 



A.82-09-l5 AtJ/EA 

8. If a source of supply is unob~ainable from Ranchos, 
KEI and/or AVWR should modify its im?rovemen~ plan filed in 
compliance with Ordering Paragraph 1 of D.82-06-015 within 45 
days from the effective date of this order. 

9. KEI and/or AVWR should file progress reports on efforts 
being made to secure another source of sup~ly for the Youngtowne 
system as re~uired by Ordering Paragra~h 11 of D~87781. 

/" 
10. KEI should file annual reports fo~!ts water system 

operations ~ to the date of transfer within 30 days after 
the d.ate of transfe'r. ~ 

The authorization granted s for the purpose of this 
proceeding only and. is not to be/ onstrued as a finding of the 
value of the utility assets o~caPital of KEI • 

.Q"!.~~! 
IT IS ORDERED t~: 

1. Keefner Ente~~1ses, Inc., (KII), a California cor~rat1on, 
/ is authorized to transfer its ~ublic utility water system assets 

I 

and liabilities to AP/ple .. Va~l~y ~esour~~s "co • ., I;te. (AVWR)., ~I -hi I ~.h.f"~ 
California corporation~ 6TJd ... l,-;-~~ :-~./..Y--,~-: '/,'/_~..M- ..4:> v-.L 4: ..,n p,,~'t::":' ~e/'~;""" -~....... -.f, (A'~ 'f./;t.fo ' u~ • 

~' 2. AVWR shaltltfile a modified agreement.with Benjamin M. 
/ 

Ne~muceno and Lourdes Nepomueeno making the correction described 
I 

io Conclusion 2./ 
3. The bOoks of KEI and AVW'R shall be modified in conformity 

I 
with the balance sheet adjustments for the Aztec Water Comoany, Inc. 

I 

system described above. 
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4. KEI and/or AVWR shall promptly complete its negotiations 
with Apple Valley Ranchos Water Company (Ranchos) to obtain 
another source of supply from Ranchos -wf-th-i~-e-f-te-r-t-he­
..eU~.t;.e-o.f-thi·s-order-,", to complete the 1=nprovements 
it proposes to use for that supply, and to comply with.,,-ihe require-
ments of General Order 103. ~ 

5. If the Ranchos' s~ply is unavailabl~I or AVWR 
shall obtain another potable source of water~ply or commence 
construction of a new well within 60 days after the effective 
date of this order. ~ 

6. If a source of supply is unobtainable from Ranchos, 
KEI and/or AVWR shall modify its impr6vement plan filed in com-

/ 
~liance with Ordering Paragraph 1 ~f D.82-06-015 within 45 days 

I after the effective date of th~s~rder. 
7. leEI and/or AVWR shalYfile progress reports on efforts 

being made to secure another source of supply for the Youngtowoe 
Witter Company system as required by Ordering Paragraph 11 of 
D.877S1. 

/ ,. 
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