ALJ/ 5% B

[ OW@{?:’\HD
Decision 83 08 047 AUG 17 1983 U mjb@.‘du\.: ““\‘L

BEFORE TEE PUBLIC UTILITIES COMMISSION OF 2EE STATE OF CALIFORNIA

In the Matter of 4he Application of )
NATIONAL BUILX CARRIERS, INC., 2
corporation, and CALIPORNIA WATER
SERVICE COMPANY, a corporation, for
an order authorizing (1) the sale and
trangfer to Galifornia Water Service
Company of the Westlake Water Systexn
and certificates of pudblic conve-
nience and necessity of Westlake
Water Company, a division of National
Bulk Carriers, Inc., (2) 4he discon-
tinuance of service by Westlake Water
Company in the territory now served
by it, (3) the commencement of ser-
vice in said territory by Califorania
Water Service Company at the then-
effective rates 0f Westlake Water
Company, (4) “he amendment of certain
extension agreements heretolore

.execu‘cec‘. by Westlake Water Company,
and, (%) Califorania Water Service
Company %0 succeed %o and exercige
rights of Westlake Water Coxpany
under a certain agreement with The
Prudential Insurance Coxzpany of
Anerica.
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INTERIM O2INION

tatement of Paets

In 1963 American~Zawaiian Steanship Company (American~
Bawaiian), a New Jersey corporation gualified +to do dusiness in
California, acquired 12,000 acres of land in Ventura and Los Angeles
Counties. 8,200 of these acres were in southern Veantura County, and
2or these American-Sawaiian foraulated a 20~year development plan,
proposing development through a number of joint veniures with various
development companies. However, the area lacked sufficient local
water resources. Acbordingl , American~Zawaiian caused the formation
.of the Russell Valley Metropolitan Water Disirict (Russell) <o import
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water purchased from and delivered through tThe facilities of the
Calleguas Municipal Water District, & member agency of the
Metropolivan Water District of Southern California.’

Then, in 1966 American-Eawaiian organized ané incorporazed
Westlake Water Company (Westlake) as a Californfa corporation,
proposing it as the vehicle tTo supply pudblic uwtility water service
within the 8,200-acre development area in Veatura County owned by
Anerican~Eawaiian. T8 service area was T0 be coexveasive with
Russell's, with Russell To be <he wholesaler. 32y Decision (D.) 75375
issued February 25, 1969 in Application (A.) 50070, <ais Commission
granted Westlake a certificate 0f public coavenience and necessizy,
but initially restricted its service area 1o approximasely 1,300
acres. Authorized and/or contiguous expancions have sinece ealarged

T TO encompass in excess of 6,000 acres of American~Zawaliian lands.

In <he hearing of A.50070 it was asserted That Azmerican~
Hawalian wouldld purchase Westlake's svock. Zowever, in 1969, prior <o
authorizasion or issuance of stock, Americen-Eawaifan aad The
Prudenvial Insurance Company of America (Prudential), a New Jersey
corporasion, formed a parvnership kuown as Wesstlaxe Village (Village)
To suddevelop laads owned by bhota American-Eawaiian anéd Prudeavial.
Subsequenzly Village purchased Westlake's stock. Westlake began
operations as a pudlic utilizy on April 1, 196¢°.

1 Anerican-Haweilan was the parent of bovh Russell and Wesztlake,

all being parvy of ites land development project. By This errangement
furure water users would pay for their water froz Westlake and 2lso
Westlake's operasing expenses, depreciasion, and rate 0f return, as
well as pay The operaving expenses and plant coste of Russell, which
were superimposed on Top of Westlake. In 1968, wizth only 16
registered vovers in the Russell district, 14 gqualified voters voted
To comnmit all future property buyers in the district to pay off over
8 30-year period a $3 million doad issue, plus interest. Most oF The

33 million was used To construcet Russell's feeder and <transmission
systen.
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In 1971, as the conseguence of exvensive development -~
wvhich resulted in conceras over financial solvency arisiang frox
future odligations as the balance in the Customer Advances account
approached 50% of zhe capizal structure - WesTlake sought and, by
D.T79566 davred Jaauwary 11, 1972, was auzhorized To deviate from ivs
Main Exteasion Rule whea its Customer Advaaces account approached
50%. Westlake's deviavion authorized <the utility <o Transfer amounts
due as refunds to ivs Capival Surplus account wheaever owaners of
refund convractes cervified Their willingness To forego cash refunds
and accept a financial inverest in the uTilizy. Turture dackup waler
plant Iingtalled was to be financed by extension contracts providing
for refunds to be dased on a perceatage of revenues. The decision
also provided chat the utility <hereafver could eaver into main
extension coazracts only with the Village or its affiliavtes, and that
such contracts were transferable oaly with Commission authorization.

In 1973 American~Zawaiian and Prudenvtial dissolved their
parvaership, and the ownershiy of Village (and <rnerefore of Weszleke)
devolved dack 100% To American-Eawaiian. ALl the main extension
contracts nade by Village with Westlake were also transferred <0
American-Zawaiian.

This reacquisition of full conirol by American-ZEawaiian was
affirmed by the Commission ia D.84335 daved April 15, 1975. Since
development of The certificated service area would involve entizies
other than American-Eawaiian and its afsfiliavtes, <the Conmission
authorized the utilizy 30 agaia enver inTo main extension coatracss
under its Main Extension Rule with nonaffiliated developers until its
outstanding advance coniract dalance reached 70% oL izs wozal
capival, provided American~Eawaliian guaranveeld 7o supply all
Wegvlake's cash flow deficiencies or was relieved 05 The obligazion
by Commission order. In addivion, Westlake was auviaorized <o eaver
into an agreement with American~Eawaiian and/or Prudential whereby
the developer would provide Westlake with the funds <vo cover all

’cos‘:s of special facilities specified in Westlake's master plan.

.
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o
Such agreements were required 40 be filed with <he Commission and
recorded in Ventura County. The agreement was 4o reguire provision
for refunds to be determined upon the basis of residential lo%
equivalents 4o be served .by the special facilities, with payments ¥0
be in accordance with Seetions C.2.a. and C.2.c. 0F the Main
Extension Rule.? '

By 1980 National Bulk Zoldings, Inc. (N¥BE), a closely held

Delaware corporation qualified 40 do dusiness in California, wholly
owned American-Zawaiian. 3By D.93852 dated December 15, 19841 4in
A.61101, NZE obtained authorization from this Commission 4o change
its corporate structure by liquidating and merging into N3E dosn
American-Eawaiizn and Westlake.’ XN3E was authorized <o operate
Westlake thereaf<ier as a division of N3E under %the fictivious
business name "Wesilake Water Company.” ¥I2E assumed and agreed %o
verforn all obligations and liabilities of Westlake, including 2ll
pain extension agreement obligations.

2 At least one such special facilities financing agreement, one
between Prudential and Westlake, was signed in April 1976, f£iled wi<h
the Commission, and recorded in Venstura County's 0£ficial Records on
May 10, 1976.

3 On Decezber 17, 1981 NBE £iled with the State of Delaware a
. certificate of ownership and nerger merging Westlake into N3E.
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®
AT the present vime thne Westlake Sysvten, locaved voday

wholly within <the Civy of Thousand Oaks, provides metered waver 1o
approximately 4,300 customers by means of 321,600 feet 0f 4-ineh
throuvgh 24~inch mains, and serves 546 fire hydrants. Eowever, its
parent, now kaown asg Naiﬁona& Bulk Carriers, Iac. (Bulk Ca.rrie:-s),4
degires to withéraw £rom the pudlic urilizy waver dusiness.
Accordingly, on April 7, 1987 Bulk Carriers entered invo an agreezent
with Califoraia Waser Service Company (Cal-Water) wheredy, sudject 0
Commission autvhorization, Bulk Carriers will sell and transfer zThe
Westlake Systen to Cal-Water. (Cal-Water, a Califoraia corporavtion,
operating tarough 20 local districis aad maintaining its principal
place of business in The Cisy of San Jose, is engaged ia tThe bdusines:s
oL supplying end distriduving water for domestic and industrial

L

purposes tTo over 300,000 customers in communizies within the Svate of
California.

By <his applicavtion Bulk Carriers and Cal-Wazer seek an ex
parte order of the Commission authorizing vhe sale and transfer of
Westlake. Upon ascguiring <he utilicy Cal-Water intends to contiaue
©0 furnish water gervice in the Territory served by <he Westlake
Sysven at the then~-effective Westlake rates and in acecordance wizh
the then-elfective Wesilake rules. Concurreat with coasummavion of
The sale and wvransfer, Bulk Carriers seeks 10 be relieved of its

pudblic water utility obligavions within <he Westleke service
verritory.

4 1n 1982 NBE changed its name to Bulk Cerriers. On February 22,

1982 Bulk Carriers filed the requisive Amended Svavenment and

Designation by Foreign Corporavion with the office oFf the California
. Secretary of State.

-5 -




A.83-05-09 ALJ/ 3

The purchase agreemen% provides for a cash purchase price
of $2,524,756,5 subject To adjusiments covering the period between
Decenmder 3, 1982 and the closing date, for (1) addizions,
bevterments, and exvensions, less revirements, together with
expenditures by Bulk Carriers for construction work in progress asv
cloging date which add vo plant in service and construction work in
progress aceounts, (2) changes in materials and supplies, (3) changes
in customer deposits, advances for coastruction, and coavridutions-in-
aid-of=-construcstion accounts, and (4) depreciation. Cal-Water will
assume all obligations with respect to refundable deposits made by
cusTomers To guarantee payment 04 bills. Real and personal propersy
Taxes and assesszents for the current fiscal year and reats shall de
proraved as of the closing dave. The purchase agreement provided
that 1£ the Commission nad 20T authorized the sale and vraansfer, and
consummation Aiéd noT occur on or before June 30, 1983, either parT
had the right To terminate tThe agreement wivthout liabilizy. This
deadline has passed. Neisher party has exercised ivs terminaziion

rignt. Indeed, the parties have agreed 0 an August 31, 1983
extension date.

Uader the purchase agreement, Westlake would be authorized
To énver into agreenments with vhe owners of existing exvtension
agreenents to provide that refunds accruing afver tThe acquisition by
Cal-Wavrer would be paid in cash by Cal-Waver rather Than be credived
o Surplus (as provided under D.79566 suprs). Further, Cal-Wazer
would succeed o all rights, duties, and obligations held by Westlake

under Westlake's April 15, 1976 agreement wivh Prudeatial (See
fooTnote 2, supre).

5 The depreciated historicel cost as of December 31, 1982 of the
properties to be coaveyed, less cusvtomer deposits, advances for
construction, and other de ferred credivs and coatridus ions, is
$2,199,756. Therefore, Cal-Water will be paying & premium of
$325 000 for the utilizy.
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Por the 12-nonth period ending Decexmder 31, 1982, Weszlake,
on votal warer reveaues of $1,507,237, and iaverest reveaue ot
$271,972, derived a net income after Taxes 0F $41%,172. Nozvice of
the application appeared.in the Commission's Daily Calendar of May 6,
1983. In addition, notice of tThe agreement 7o sell was mailed on
May 5, 1983 wo all customers of Westlake. No provest has been
received.6
Discussion

Public Uvilizies Code § 851 provides that no pudlic uzilizy
other than a comnon carrier by railroad may sell the whole or any
part oL its sysvem Or property useful in <the pe**o*mancé of izs
public duty without first obrtaining authorization To éo so from This
Commission. The purpose of this provision {c vo prevent izpairment
of the pudblic service which would resuls were 2 uvility's property <0
be transferred into tThe hands 0L a parey incapadle of perforzing an
adequate service at reasonable raves (Southern Cal. Mt. Wer. Co.
(1912) 1 CRC 520). Thus, The Commission's concern is whevther 2
proposed Transfer will Ye injurious %o =z lgnts of the publie. IF
noT, The owner nay he authorized <o nmake the 1ransfer (Eanlon v
Eshleman (1915) 169 C 200, 146 P 656). An eaviroamenzal impacT
repor% is not regquired for transter of z water utility certifi
(Anguin Wir. Co. (1973) 75 CPUC 292).

Given <he present sivuation, with Bulk Carriers, she
disvant pareat corporation, desirous of withdérawiang from pudblic
utility water service in this area, it would be beneficial ©o tThe
pudblic interest T0 have Westleke vaken over by a well-managed,

6 However, oa June 15, 1983, an eagiaeer of :he City of Thousand
Qaks' utilizy depariment 1 lephoned Acministrative Law Judge Jokn
Weiss to ask for informazion on progress of :ne app icazion. Ee
related that the ¢ivy months past had mede an offer o Bulk Carrier
higher <han Cal-Water's cur en— offer, Bus shat Bulk Carriers wan-od
cash, nov city boads, and novhing further had t*anSpi*ed. He was
unsure if The city nmight want vo take any present position oa the
epplication.
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well-financed California water public utility. Cal-Water is suckh 2
company. The largest investor-owned water utilizy in California, Cal-
Water is financially sound, well-experienced in the management and
operation of water utilities, and has qualified stalf o perform all
corporate functions while it retains Westlake's present stafl for
Local operations. The existing rate structure will de revtained, and
in eppears that transfer o ownership will have no no+ticeadble effect
on service.
The parties to the agreement assert tha%t +<he $2,524,756
purchase price is fair, just, and reasonadble. I+ was determined by a
formule which used <%he Decemder 31, 1982 account halances for assess
ané liabilities, plus a $325,000 prexmiuzm. The compuitation follows:
Asset
Acet. No. 100 = Utility Plant 2nd Zguipzent 38,092,711
Less Acet. No. 250 - Depreciavsion Reserve £88.829

$7,20%,482
Acet. No. 1% raterizls & Supplies 10,487

$7,21%,962

Less Tiabhilities

heet. No. 227 -~ Customer's Deposits S 5,200
Acet. No. 241 - Advances for Construcstion 2,%80,880
Acet. No. 242 -~ QOther Deferred Credits 1,22%,707
Acet. No. 265 - Contridution 1,046,426 (5.014,213)

32,192,756
Add - Premium 325,000

Purchase Price 82,524,756

Under the purchase agreemen®t Cal-Water will assume responsidilisy
these liabilities. EHowever, as of Decexmder %1, 1982, $319,118 of
refund obligations in Account 241 (Advances for Comstruction) were
part of the obligations incurred under provisions of those joint
ventures which edvanced fundu for construetion ¢f in-tract facilities

-

as authorized by D.79566. As these particular refunds accrue,

-
L4

4
wvould be inappropriatve and impossidle, alfter +the sale and <ransfer,
that the accrued amounts should continue o be credited 4o Surplus.

-8 -
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Accordingly Westlake should be authorized to eater into agreemenzs
with each of the Ten coatract holders to provide thas, afver
acquisition by Cal-Water, all these refunds, whea they accrue, shall
be paid in cash dy Cal-Water. (A list of these particular convracis
is set forth in Appeadix A.)

Cal-Water should 2lso be authorized o exercise, once <the
acquisition is accomplished, all those righws, duties, and
odligations, presently exercised by Westlake, which arose under thae
April 15, 1976 Westlake-Prudential sgreement pertaining o advances
of funds from developers To cover the ¢ost 0F special Lacilizies
specified in the Westlake master plan (see footnove 2 supra)

Incidensal to the szle and sransfer transaction is The faes
That The purchase price agreed upon between 3ulk Carriers ané Cal-
Water includes an increment of $325,000 over the ne< Hook or
depreciated rave base value o0f The assgets T0 be so0léd and
transferred. The preseace 0f this $325,000 increment raises <he
issue of whether Tnhe preniuxz on sale over anev 00k value saould go

envirely w0 3Bulk Carriers, or ITo WestlaXe's ratepayers, or in some
proporzion be split beiween Them. The application would give the
preziun vo Zulk Carriers.
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o
In a recent decision involviag <his issue,7 the
Commission, while authorizing the sale aad transfer to proceed,
deferred disposition of vhe prexmium over net boox value issue pending
opporvunity for dbriefing-on the issue in still another proceeding
pending before us.® The parties vo this proceeding have indicatved
vheir parvicular interest in clozing vhis sale and transfer acs
quickly as possidle. Their agreement, inivtially conzemplaving
June 30, 1983, or a daze sooner, as the dave for closing, has been
extended To August 31, 1983. We appreciate Their conceras.
Accordingly we will proceed in this proceeding as we d4é in
D.83-06-096, authorizing the sale and <transfer 10 proceed immediately
but reserving disposition and accounting of the $325,000 premiux over
net Yook value pending resolution 0 that general issue afzer
briefing in A.83-O4—379 We will make <whis iaverin order effeczive
immediately.
Ia That no protest has deen received as provided under

Rule 8.1 of our Rules of Practice and Procedure, a pudlic hearing is
00T necessary, and we will proceed ex parze.
FPindings of Pacs

1. 2y authority granted by the Commission ia D.75375 4scsued
February 25, 1969 ia A.50070, Wesvlake, 2 Califoraia corporazion,
voday wholly owned by Bulk Carriers, a Delaware corporation, provides
pudlic utility water service in parts of the City of Thousand Qaks.

2. 3Bulk Carriers desires To sell itc Westlake waTer purveyor
business and to be relieved of its water pudblic utilizy obligezions
derived from Westlake. '

7 D.83-06-096, PG&Z's sale of certain streetlight facilizties To Tae
City of Arcaza (See A.83-06~-11).

8 A.B3=04=37, PGXE's sale of various electrical facilities To the
Cizty of Redding.

. S Both Bulk Carriers and Cal-Waver, aloag with others, have bHeen
specifically iavivted ©o assist the Comaission in its consideration in

the A.873-04=37 proceeding of that general issue by £iling amicus
briefs.
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3. Cal-Water, a well-run and well-financed Califorania
corporation, auvtihorized dy this Commission To provide pudlic uzilicy
water service in numerous areas of Califoraila, desires To purchase
and operate Westlake.

4. The purchase price proposed o be paid, $2,524,756, is
based upon Decembder %1, 1982 account balances of the assets and
liabilizies of Westlake T0 be vransferred, plus a $325,000 premium
over net book value.

5. It is appropriate and reasonadle that, after the sale and
transfer, Westlake be authorized tTo make agreements with holders oF
joinT venzure conztracts who advanced funds for construction of in-
vract facilities as suthorized by D.T79566, %0 provide tThat as refunds
under these exisiing coavracets accrue, they be paid ia cash by Cal-
Water, rather than be recredited v¢ Surplus.

6. It is reasonadle, once the acquisizion is accozplished,
that those rights, duties, and obligavions preseatly exercisable by
Westlake, which arose under the April 15, 1976 Westlake=-Prudential
agreenent pertaining vo advances Lfrom developers To cover ¢osts of
special facilivties specified in the Westlake master plan, devolve
upon Cal-Water.

T. When the Commission is advised of the coasummastion of the
sale and transfer, the certificave of pudblic coavenience and
necessity preseatly held by Westlake should be zTransferred <o Cal-~
Wazer.

8. Cal-Wazer chould place 4n Trust Or escrow an amount equal
t0 the $325,000 premiuz in the sale price over net boox value, so
that the monies will be available for dispocition as direczed dy <he
Commission when its final order is issued.

9. Upon consummation o2 the sale and transfer, and upon
compliance with the £inal order of the Commission relating o
disposition of the $325,000 premium in <the sale price over net boox
value held in escrow, Westlake and i<ts pareat corporation, Bulk

. Carriers, should de relieved of their pudlic urility water service
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obligations in the verritory ia the County of Veatura served by
Vegtlake.
10. Authorizing Bulk Carriers and Cal-Water To carry outv ternms

of the sales agreement, 1o the extent authorized herein, would nov de
adverse vo the pudlic interess.

11. A pudblic hearing is n0v necessary.
Conclusions of Law

1. The purchase price coanvained in the agreement bevtween Bulk
Carriers and Cal-Waver, including the prexzium over net boox value, is
fair, just, and reasonadble.

2. The proposed sale and traasfer should de authorized sudjecs
t0 the conditions sez f rth in the following order.

INTERIM ORDZR

IT IS ORDERZED <Thazt:
. 1. National Bulk Carriers, Inc. (Bulk Carriers), after <he

effective date of this inverinm order, dut withia one year of this
effecvive dave, may sell and traasfer vo Califoraia Water Service
Company (Cal-Waser) the water systen, cervificate of pudlic

convealence and necessity, and pudlic utility propertvies of Westlake
Vater Company (Westlake) in accordance wita the verms and coadizions
of vwheir agreement convained in their application and the condizions
setT forth in this order; and Cal-Water may commence furnishing pudlic
utility water gservices To each custonmer within the Westlake service
territory at the then-effective rates and in accordance with the Then-~
effective rules of Westlake.

2. Cal-Water, upon signing of <the iasirument or iastruments oF
sale and wrancfer, shall deposit in escrow wizh a suitable dank,
Trust company, or other agent approved by the Commission's Execuvive
Director, the amount 0f $325,000 represeavtiag the prenmium over nev
book value convained in the sale price, T0 be disdursed ia a manner
t0 be staved and approved by final order of this Commission

.applicable T0 this proceeding.
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|
3. Within ten days after the date of actual sale and <Yransier

Cal-Water shall submit written notification %o the Commission’s
Executive Director oF the consummation, +the date of 4ransfer, and <he
date upon which Cal-Water shall have assumed operation of the water
system authorized herein to be %ransferred. A true copy of <he
instrument or instruments of transfer shall be atitached t0 the
written notification.

‘ 4. TUpon the signing of +the <transfer instrumpent or instrunents,

Westlake shall be authorized <o enter into agreement with <the other
party +0 each extension agreement herevofore execuited by Westlaxe,
and listed in Appendix A %0 %his opinion and order, under which each
such other party shall agree that all refunds acceruing therealver
after acquisition of the Westlake Systex by Cal-Water shall De male
by the latter payadle in cash.

5. After acquisition o0f the Westlakxe Systex by Cal-Water, Cal-
Weter shall be authorized 4o exercise all rights, duties, and
. obligations heretofore held by Westloke under provisions of that

agreement between Westlake 2nd The Prudential Insurance Cozpany of
America da%ted April 15, 1976, and authorized by +his Commission in
D.84335.
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6. Upon completion of the adove conditions of +his {nterinm
order, as evidenced by a final order %0 that effect in this
proceeding, Westlake and its parent Bulk Carriers shall s+tand
relieved of all their public utility water service odligations in the
territory served by <he %ransfe red system, and Westlake's
certificate of pudlic convenience and necessity will be <transferred
to Tal=Water.

This order is effective today.
Dated AUG 17 1983 , &% San Prancisco, California

VICTOR CALYO

DO"&;,D VIAL

TILLIAM T, SBAGLEY
Comzizzionors

Commizsioner Leonard M, Grimes, Iz,
bano neceviazily absent, did not —
Dull.eidute,
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Account No.

0241
Q241
0241
0241
0241
0241
0241
0241
0241
0241

003
003
003
003
003
003
003
003
003
003

016
017
032
047
059
105
117
129
163
301
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APPENDIX A

Wesvlake Water Company
Main Exvension Contracte
In=2ract Facilities
Joint Venture Agreezenzs

Contraetr lssued <To

Conzrace
Anoun<z

Anounv
Refunded

Balance
12/%1/82

Lakeview Develop Co.
Anerican=-Eawaliian

Westlake Ausomotive Co.

Anerican-~Hawaiian

-Westlake HEills

Azerican-~Hewaiian
American-Eawaiian
American~Eawaiian
American~Eawaiian
Bawaiian-TVW

$151,699
103,419
70,300
100,29¢
77,793
31,326
34,696
48,670
6,829
112,144

$111,912
54,995
23,710
67,175
77,634
28,658
29,537
2,104
22,290

$ 39,785
48,424
45,589
3% 124

159
2,668
5,160

48,630
4,725
89,854

$737,135

(END OF APPENDIX A)

$218,017

$319,118




