Decision No. _80I99 | @R{T@HNA&

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of )
Jona S. Cavanaugh & Evelyn Cavanaugh )
dba Hillview #6 Water Co. (Declared a )
Public Utility by the Public Utilities )
Coumission in Case #3567) for a ) Application No. 53558
Cextificate of Convenience and Necessity) (Filed August 31, 1972)
to operate a Public Utility Water System)
and Establish Rates for service in that )
portion of the Rio del Mar Lodge Sites
Subdivisions 1 & 2 purchased in 1960.

)

John S. Cavanaugh, for applicants.

H. E. Davis, for himself, interested party.

Robert T. Baer, Attorney at Law, for the
Commission staff.

OPINION

Applicants John S. Cavanaugh and Evelyn Cavanaugh, husband
and wife, seek a certificate of public convenience znd necessity for
a public utility water systea.

Public hearing was held before Examiner Catey in Santa Cruz
on November 21, 1972. Notice of hearing had been published ic accor-
dance with this Commission's rules of procedure. In addition, notice-
was mailed to the twelve customexs of the existing water system vhose
zddresses were known to applicants. One other customer was notified
through a2 neighbor but applicants were unable to contact the xemzining
two customwers. The matter was submitted on November 21, 1972.

Testimény on behalf of applicants was presernted by one of
the applicants. A customer testified in his own behalf and in behalf

of three other customers. The Commission staff presertation was
made by a staff engineer. |
Service Area

Applicants' proposed certificated area consists of Rio del
Mar Lodge Sites, Subdivisions L and 2, and two nearby lots outside
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those subdivisions. The area is about 2-1/4 miles north of Aptos
Saatae Cruz County. There are 376 lots iz the two subdi ivisions,
but aprlicants estimate that because (1) lots as subdivided are swmall,
(2) off-street parking must be provided for homes comstructed iz the
éres,and (3) the terrais is quite rugged im places, caly about 125
building sites are available.
History ‘
A public utility, Aptos Water Company, kad served customers
In and about the commmity of Aptos at least as far back as 1913,
Rio del Mar Lodge Sites was part of the area it had undertaker the
obligation to sexrve. By 1937, the utility ziready had extended
sexvice Into a portion of Subdivision No. 1 of Rio del Maxr Lodge
ires,
Decision No. 35803 dated September 29, 1542 in Application
No. 25153 authorized Aptos Water Company to tracsfer the water system
to James A. Harris, Jr. aad G. W. Cooper, doing business as Monterey
Bay Water Company. The authorized travsfer was offected, 2o the
obligation to serve Rio del Mar Lodge Sites, under upplicable filed
tariffs, passed to the Harr: s-Cocper co-partnershinr. The two partmers
and various neirs and assigns operated the Aptos water system until
1964, ' ‘
In 1960, applicants and othexs acquired about 290 iofs in
Rio del Mar Lodge Sites. The then cwners of Monterey Bzy Water
Company &id nct deny their obligation Zo serve the subdiviscion but
allegedly were unable fimancially to provide the necassexy facilisies
Tows, in oxder to provide water service to rheir lots, applicants
stalled 2 well, a tazk, and a commecting distridution main.
Monterey 3ay Water Company connected the new facilities to its then
existing public utiliity system but the arravgement betwzen the parties
epparently was mever reduced to writing. The utility overated the
system for 2 shoxt time umtil, purswanr to Decision No. $671Z dated
cauary 28, 1584 in Application No. 46001, Mozterey Bay Water Company
so.d <ts assets to Soquel Creek County Water District (SCCWD). The
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SCCWD cperated the Rio del Mar Lodge Sites system for a while, but
title to that portica of Movterey Bay Water Ccempany’s systém'was nst
rassed to SCCWD. Subsequent efforts oy appiicants to effect the
transfer of the Rio del Mar Lodge Sites system to SCCWD, &t no cost,
were unsuccessful. In fact, SCCWD physically removed a short sectl
of its pipeline and separated the Rio del Mar Lodge Sites system £rom
the rest of the SCCWD system. ,

In the meantime, several of the lots in the subdivisicn
were resold and the purchasers built recidences. With 2t least the
tacic spproval of applicants, the homeowmers comnected service pipes
to the water system. During the year 1965 and until September, 1966,

appilcants charged the homeowners a flat rate of $2.50 per month for
watexr sexvice,

In 1966, applicants discentinued collecting the momthly
flat rate and the customers undertook maintemsnce aad operation of
the system but applicants contisued to be respomsibie for the power
bills on the well pump., This arrangexent was =2t formelized at that
time by 2 writrten agreement.i

In Case No. 8567, a complaint £iled jm 1959 agzinst appli-
cants by three of their customers, applicants stated their jnteation
Lo contlme to pay the power bills, pending determinaticn of the
respoasibilities of SCCWD. Appiicants intended at that time to
institute legal acticn in the courts to force SCCWD to resume opexation
of the warer system and service %o the arez, purscant te the stipula-
ticn filed by SCCWD as 2 condition precedent to Cexission authoriza-

tico of the tramsfer of Monterey Bay Water Compary's assets to the
disrtrict:

2/ Ore of the customers in the current prcceeding testified that 2
- statemeat in Decision No. 77059 dated Lpril 7, 1570 in Case
No. 8967 is Incorrect. That decision stated that an agreement
had been entered Inmto ou September 9, 15665,
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"District will be subject to all legal claims for
water service wiich might have been enforced agaiast...
Moatzrey Bay, including such claims as may exist in
territory ouatside of the boundaries of Distriet.”

Because of that umqualified stipulation, and the fact that
SCCWD had served the area before it severed the pipeline, it appeared
unlikely In 1970 that SCCWD would cemtinve to refuse service. Deci-
sion No. 77059 in Case No. 8967 established that applicants were &
public utility water corporation subject to this Commission's juris-
diction and required applicants to continue operating on somewhbat of
2 caretaker basis pending resumption of service by SCCWD or the
establishment by applicants of more conventional service arrangexents
and rates, after approval by this Commission. Service was restricted
to the severteen parcels already being supplied.

Lpplicants did not have sufficieat funds to carry out their
intended legzl action against SCCWD. Iastead, they formed Ric del Max
Lodge Sites Mutual Water Company, Ime., and requested authority in
Application No. 52887 to denate the water system, together with
certain future improvements, to the mutual. Afrexr a hearing on the
application, however, the Commission found, in Decision No. 80469
dated August 31, 1972, that, zmong other things, the metual did not
reflect the wishes of many of the existing customers, who opposed
the transfer of the system to the wutual. Tke application was denied.

The situation now is at an impasse. Applicants' financial
statement, Exhibit No. 1, shows that they have practically no 1iguid
assets. They have not even been able to pay the power Bills on the
water system pump pursuant to their interim agreement witk the cus-
toxers, resulting in a current delizquent balance of $350 owed to
the electric utility. Most of their assets consist of some 125
building sites in Rio del Mar Lodge Sites, and even those 2ssets have
beer mortgaged. Applicants' sole source of ixncome Is procesds from
sales of the building sites. Without water service, the sites owned
by applicants are useless for building, thus freezing the only source
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£ funds to make reeced improvements to the water system. Without
extensive Improvements Iz the water system's sources of supply,
pucping ond storage facilities, the system cammot supply all of
applicants' building sites.
Proposed Solutions

Applicants ask that tkey be granted a certificate of public
convenience and necessity (CPCSN) to operatez’their water system 23
a public utility, to establish a $10 menthly flat rate, and to serve
ali of Rio del Mar Lodge Sites, Subdivisions 1 snd 2.

The sequence of future events apparently visvalized dy
appiicents Is: 1. With removal of tke presemt prohibitica against
2dding customers to the water system, applicants' building sites will
become salable. 2. After about seven additionsl customers have Leen
added, water system reveoues at applicants® proposed rates will cover
out-of-pocket costs of meintaining and ¢perating the system. 3.
Prcceeds from sale of buiiding sites will provide applicamss with
the furds needed to make improvements to the scystem so it cam sexve
the eatire certificated area. 4. After more customers are added to
the system, meters will be imstalled and rates cstablished comsistent
with costs of operation and return on investment.

The Commission staff recommendations in Exhibit No. 3 zx
designed to achieve essentially the same end result as applicants’
plan but with some significent safeguards designed to proteet the
present custoxers, prevent premature overexparsion, and imsure timely
censtruetion of Improvements. In summary form, the staff recommen-
daticns cre:

1. Crant CPCSN with a certificated arez inmcluding Ric
del ¥ar Lodge Sites snd the two lots ‘served outside

2/ The cnly CPCEN 2pplicable here is pursusat to Sectiom 1001 ¢f thke
Public Utilities Cocde. This is a certificate te copstzuct, not
operate, z water systex, although the axea to be sexrved by the
constructed systex normally 1s specified in the cextificscre and is
termed the "certificcted arxea'l.
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that tract, but make the certificate comtingeunt
upon applicants' obtaining title or rights to land
upon which their existing storage tank and pipeline
are located.

Allow only 20 additional customers until an addi-
tional supply of water is available. :

Require applicants to establish a plant replace-
ment fund from proceeds of their real estate
sales in the service area.

Grant applicants' request for a $10 momthly flat
Xrate,

Require applicants to imstall future plant only om
Propexty to which they have title or rights-of-way.

Discussion :

Applicants' history does not imspire great confidence in
thelr reliability or judgement. Their comstructiom of a public
utility water system without first obtaining Commission authorization
was clearly in violation of Section 1001 of the Public Utilities
Code. The infraction cammot even be attributed to naivete because
applicants were at the time owners of a public utility water system
elsewhere in Santa Cruz County.

Nevertheless, we are faced with 2 situation where (1) the
dest solution, resumption of service by SCCWD, is apparently unattain-
abile and (2) the mext best solution, ownexship and operation of the
system by the customers in the form of a mutual water company, has
been attempted without success. Under these circunmstances, the
Commission staff's recommendations seem to offer the best possibility
of a workable solution to the present unsatisfactory situation.

The customer who appeared at the hearing questioned the
need for a $10 monthly rate. He pointed out that whéen the customers
were operating the system they did not spend that much, even includ-
ing some capital items. The customers, however, were not payiag
Zor power bills, ad valorem taxes, or plant Cepreciation. Also, what-
ever labor and management talents the customers comtributed to the
opexation would not be available free to applicants. The customer
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conceded that he personally will be willing to pay the ﬁfdpééed
nonthly charge if applicants maintain and operate the system properly
themselves.

The Commission staff engineer comcluded that the present
well source can supply sufficient water to serve twenty additional
customers. Revenue from additional customers at the $10 monthly rate
should eventually cover all operating expemses and provide some return
on investment. That return and any depreciation accruals covered by
reverues can be reinvested in such essentials as improved automatic
controls on the puxyp as suggested by the staff engineer and single~
phasing protective relays as suggested at the hearing by a customer.
Major improvements obviously will require more fumds than can reason-
ably be genmerated from operation of the system. A plant improvement
fund from applicants' sale of lots and homes should provide assurance
that the system improves commensurate with its growing needs.
Findings

1. The rate authorized herein is reascnable until thexe 1s a
significant increase in custowmers, and that rate will not do more
then cover maintemance and operatiom expenses for the foreseeabie
future.

2. Public convenience and netessity require the construction
of improvements to a system to serve the certificated area requested
by applicants.

3. Applicants' source of supply Is adequate for sexving only
37 customers.

4.a. Applicents bave not yet acquired larnd or rights-of-way for
their storage tamk acd comnecting lines.

b. Applicants' only source of fimds for major additions and
improvements to their water system is from sale of lots within their
requested certificated area.

Conclusion

Applicants should be granted their requested rate and CPC&X,
but the CPC&N should not become effective watil applicants have
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(1) obtained legal right to occupy land upon which phrts bf‘thg_
system are located and (2) agreed to establish a fund for system
additions and replacements.

IT IS ORDERED that:

1. After the effective date of this order, applicants John S.
Cavanaugh and Evely= Cavanaugh are authorized to file the revised rate
schedule attached to this order as Appendix A. Such filing shall
comply with General Order No. 96-A. The effective date of the
revised schedule shzll be four days after the date of filing. The
revised schedule shall apply omly to service remdered om ard after
the effective date thercof. The rote schedule shall supersede the
opexating arrangement authorized bf‘Decision No. 77059 dated
April 7, 1970 in Case No. 8967.

2. A certificate of public convenience ard necessity is granted
to applicants authorizing them to comstruct improvements to their |
water system to sexve Rio del Mar Lodge Sites, Subdivisions 1 and 2,
aad the two mearby lots identified as Tex Code Aress 105-364-1 and
105-364~2, about 2-~1/4 miles morth of Aptos, Saanta Cruz County. |

3. TUntil authorized by further order of this Commission, zppli-
cants shall not provide service to more than their present seventeen
customers and twenty additional customers within their certificated
area. The twenty additional customers shall be the first twenty
applicants for service who have obtained a building permit for con-
structing a residence om property within the certificated area.

4. The certificate granted herein is conditiomed upon the
following:

&. Applicants shall obtain title to, or rights-of~
way on; all land upon which are located their
63,000~-2allon storage tank and gipelines con-
necting that tank with their well and with pipe-
lines on Redwood Road.

Applicants shall agree to establish a plant
improvement and replacement fund from the proceeds
of sales of lots which they own within the cexti-
ficated area. The amount deposited iz the fund
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shall be $200 for each unimproved lot sold and
$500 for cach lot with residence sold. The
funds are to be deposited in an interest-bearing
special account in a benk or savings and loan
association, separate from applicants' other
cash accounts. The fund, including earned
interest, shall be used only for additions to
or replacements of plant facilities. Withdrawals
from the fund shall be made only after lettexr
approval sizned by the Commission's Secretary.
A report shall be filed in this proceeding by
applicants by Maxch 31 every year, detailing
additions to and expenditures from the fund .
during the preceding year and the year-end
balance in the fund.

5. Im future construction, applicants shall obtain title or
xrights-of-way for all land upon which plant is to be installed.

6. After the effective date of this order, applicants are
authorized to file revised tariff sheets, Iincluding a tariff service
area map, to provide for the application of their tariff schedules
to the areas certificated herein. The map shall clearly state that
only twenty serxvices will be added after January 1, 1973, and that
priority for installing services will be determined by the chronmolog-
ical order of the issuance of building permits by the County of Santa
Cruz to the applicants for sexvice.

7. Compliance by applicants with paragraph 6 of this order
skall constitute acceptance by them of the right and obligation to

furnish public utility water service within the area certificated
herein. | |
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The effective date of paragraph 1 of this order shall be
twenty days after the date hereof. The effective date of the rest
of the order will be established by supplemental order after appli-
cants have filed in this proceeding proof of their compliance with
paragraph 4.

Da';:edR?t San Frandsco , California, this __3’_27_‘?:_ day
of JANUA —

Commissiomer Vernon 1. Sturgeon, heing
nocossarily absent, did not participath
in the disposition of this proceoding.
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APPENDIX A

Scheduwle No., 2R

RESTDENTTAL FLAT RATE SERVICE

APPLICABILITY

Applicable to all flat rate residential water service.

TERRITORY

Rio el Mar Lodge Sites Subdivisions Noes. 1 and 2 and parcels.
ldentified as Tax Code Areas 105-364~L1 and 105-364-2,. Santa Cruz Cowmnty.

RATES Per Service Connection
Per Month =

For & single-family residentfial Wittt ooennnn. $10.00

SPECTAL CONDITIONS

1. The above flat rates apply to a service commection not. la:gei-
than one inch in diameter.

2. Service is limfted to the present 17 customers and the first 20
additional lot owners to obtain s budlding permiv from Santa Cruz County.




