
• 

• 

• 

AL.r Icc ... 

Decisio~'l ~.as .. OS9 
May 16, 1984 ~OOO®Or.rJ I!\ n 

BEFORE THE PUBLIC UTILITIES COMX.uSSION OF THE STATE OF cA~BMJ!i 
) 
) 
) 
) 

Application of Donner Lake Utility 
CompEtny ,"0.. •• co::n :t~.rrr:.a Corporation, 
for authority to borrow $300,000 
and to issue ~ note ~nder Sections 
816-830 of the Public Utilities 
Code. ~ 
-----~ 

Application 83-07-25 
(Filed July 15, 1983) 

" . 

The Application of Donner Lake ) 
Utility Company~ a California ) 
corporation, to borrow funds under )) 
the Safe Drinking Water Bond Act 
and add a surcharge to water rates ~ 
to repay the principal and interest ) 
on such lo~n. ~ 

Application 84-04-0~1 
(Filed April 2, 1984) 

Jack Williams and Reg Knagge, for Donner Lake 
Utility Company, applicant • 

Charle~ E. Luckhardt, Jr., Attorney at Law~ 
for ratepayers of Donner Lake Utility Company, 
interested parties. 

J~es Pretti and Harry Au'bri,~h t, for the 
Commission staff. 

o PIN ION ---- ....... _-
By Decieion (D.) 92446 dated December 2, 1980, the 

Commission ordered Donner Lake Utility Company (Donner) to'make 
improvements to its water system and to pursue an applic3.tion for a 
state loan of $395,000 to cover the cost of the improvements. Donner 
received a letter of commitment for a loan of $669,800 to construct 
improvements from the Department of Water Resources (DWR) on 
March 19, 1981. Th~t commitment required Donner to meter all of its 
customers; it now meters only business c~stomers. 

When Donner was ready to go ahead with the improvements in 
1982, there were no funds available from the Safe Drinking Water Bond 
Act (Water Bond) and Donner sought and received a commitment 
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A.8;-07-25, 84-04-011 ALJ/ec '. for private financing. On July 13, 198;, Donner filed Application 
(A.) 8~-07-25 for approval of a $;00,000 private loan to be repaid 
over a ten-rear period at three points above prime. A proposed 
Commission decision e.pproving A.83-07-25 was on B. Commission Agenda 
in September 198;; but it was withdrawn at the urging of the staff so 
that Donner could pursue the Water ~ond funds which could be obtained 
at a lower interest rate. In order to make the Wa.ter ~ond loan a 
reasonable venture, Donner sought and obtained from DWR a waiver of 
the metering requirement which reduced the loan commitment from the 
$669,800 to $480,400. Donner prefers to finance its improvements 
with the private loan and made this known to the Commission staff and 
the assigned Commissioner and Administrative Law Judge (ALJ). So: 

that a hearing could be held to allow the owner to make its case,-· 
Donner reluctantly filed A.84-04-011 for approval of the Water ~ond 
loan. A.8;-07-25 and A.84-04-011 were consolidated for hearing by 
pJ;J Ruling and a hearing was held on April 19, 1984 before A'LJ Albert 
~ Porter. In addition to Donner, the Commission staff (staff) ane a 

repressentative of a group of Donner's customers appeared. 
Donner's Presentation 

Donner called two witnesses in support of A.83-07-25, 
John D. Williams, III, PreSident of Donner and Reg Knaggs, General 
Manager of Hydro Tech, a consulting firm retained by Donner. 
Williams is a Registered Civil Engineer in California B.nd Nevada who 
he.s had 14 rears' experience in the construction industry, primarily 
with Teichert Construction Company of Sacramento. Williams is now 
managing Donner on a ~ull-time, salaried basis a~ter taking over the 

company in 1982 after the death of his father; he owns 84~ of 

• 
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Donner's stock. Williams believes the improvements required, which 
are detailed in both applications, can be done for $368,000. He 

plans to make the improvements in phases and stated th3.t a $300,000 ~,I'" 
loan as requested in A.8~-07-25 would be all that is required to 
start the needed projects. He claims he can do the total job much 
cheaper if allowed to use priva.te financing because he would not have 
to put all jobs out to bid. He also believes the improv~ments could 
be coop~eted at an earlier time than if Water Bond financin5 were 
used. Williams testified he is willing to accept a 10~ or 10-1/2% 
rate of retu~n on the totul tat~ base of the company in spite of the 
fact that the private loan will be at an interest rate of three 
points above prime which would currently be 14% or 15%. Williams 
statee he is willing to forego any diVidends until the private loan 
is paid of! and would er.pect to finance another $68,000 out of cash 
flow or additional borrowings. He st~ted that the bidding 
procedures, administrative fe~, and fiscal agent tees required if 

• water bonds are used, would add considerably to the costs of 
construction. Williams is emphatic that he does not want or need, at 
this time, public bond f.l.$sistance; he wants to own and run his 
company entirely with private sector support. 

• 

Knaggs testified concerning the depreciation for the 
improvements, the current rate base, which he estimates at 
approximately $300,000, and the total cost of each loan. He 
recommends approval of the private loan. 
Sta~f Presentation 

Staff called two witnesses: Becky Hoepcke, an ASSOCiate 
Government Analyst with DWR and John Gibbons, Assistant Director of 
the Commission's Revenue Requirements Division, who is head of the 
financial analysis function. Hocpcke testified that DWR does not 
require the bidding procedure for work which is less tha.n $10,000, 
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A.83-07-2S, 84-04-011 ALJ/ec •• 
including work that might be phased in $10~OOO increments. She would 
expect the ~iscal agent costs to be no more than a $1S0-to-$17, set~ 
up charge plus $25 per month maintenance. This would be in addition 
to the normal 3% administrative fee required by DWR. She stated that 
bonds issued by the state are at a low interest rate because of the 
favorable bond market for state bond issues; however, the 8-1/2~ 
currently quoted could fluctuate depending on ~he market. She stated 
that the improvements co~ld be done by Donner provided DWR were 
satisfied that the person in charge was qualified. She agreed that a 
registered civil engineer with construction experience, such as 
Williams, would be acceptable to DWR as manager of the construction. 

Gibbons testified that it has been the Commission policy to 
favor state Water Bond loans because of the low interest rate, which 
resul ts in a low cost to customers, and because ste,te supervision of 
projects is desirable. He stated that if the company were to receive 
a Water Bond loa.n, it would be reasonable to include some fee for 

~nner to manage the additional facilities installed with the 
proceeds of the loan because such facilities are not included in rate 
base for ratemaking purposes. He noted that Donner's present re.te 
base is approximately $,00,000. Gibbons further testified that the 
amortization of a 25-year, 8-1/2%, $;79,000 loan ($;68,000 plus ,% 
a~ministrative fee) wo~ld be about $~7,000 per year. 
Interested Parties 

Charles E. Luckhardt, Jr., an attorney from San Jose, 
appeared for a group of homeowners who have properties in Donner's 
service area and who have partiCipated extensively in previous 
Commission hearings concerning other applications of Donner. In 
addition to participating in eross-examination, in his closing 

• 
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A.83-07-25, 84-04-011 ALJ/ec •• 
statement, LuckharQt was emphatic that the homeowners ~8VOreQ 
approval of the Water ]ond loan. He stated they believed 
administration of the improvements would be better under a Water Bond 
loan than if private financing were used. 
Discussion 

This is the first time we can recall that a water company 
has come before us ready and willing to USe private financing for 
improvements of this magnitude relative to its present rate base 
instead of using Water ]ond funds. It would seem there could be 
little doubt that an 8-1!2t% loan would produce a lesser cost to 
customers than private financing at '4~ to 15t%. However, there are 
several circumstances in this situation which, as will be seen later 
when taken together, result in no advantage for public over private 
financing. , . 

• 2. 

3· 

4. 

5· 

These circumstances are: 
The willingness of Donner management to 
accept a 10-'!2~ return on its total ~ate 
base under private financing • 
The payback of the private loan over ten 
years versus the public loan over 25 yeers. 
The inclusion of a management fee for Donner 
for those assets which would be added to the 
system by public financing. 
The fact that Donner should receive a higher 
return than 10-'/2~ on th~t portion of ite 
present rate base, if publiC financing were 
used. 
The additional costs of public financing over 
private fina.ncing caused by the 3% DWR' 
administrative charge and an allowance for 
the efficiency described by Williams if 
private financing is used. 

Also, a.ll parties stipula,ted there would be no income tax 
effects for at least the next five years because of losses Donner has 
sutt'ered in the past • 

• 
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A.8)-07-25 , 84-04-011 ALJ/ec 

·,e 
We are disappointed that none of the parties made a 

complete analysis of the cost to customers of private versus Water 
Bond financing. However, that can be done with the information in 
this record. The results are shown on Table 1. For the comparison 
shown on Table 1, the following assumptions were made: 

e 

1. ~he present plant rate base equals 
$300,000. 

2. The costs of required improvements equals 
$)68,000 under private financing and, 
$;86,000 under public financing. The 
$;86,000 is obtained by adding 5% to the 
$368,000 which allows for the )% 
administrative management fee required by 
DWR, and s two-percentage-point efficiency 
allowance for privately financed 
construction. 
The $368,000 wo~ld be paid back over ten 
years at 15% interest and the $)86.,000 over 
25 years at 8-1/2%. 

4. The remaining life on the present plan and 
the total life on any improvements equals 25 
years. 

S. If financed by Water Eonds, a 1~ allowance 
for managing the plant financed by the bonds 
is allowed. (See West San Martin Water 
Works, Inc. (1980) 3 CPUC 2d 435, 4;7.) 

6. No income taxes are considered. 
(. It' Water :Bond financing is used, the rate of 

return on the present plant is 11-1/2%. 
As shown on Table 1, under the assumptions adopted above, 

there is a $177,000 advantage to ratepayers over the 25-year period 
if private financing is used. Discounted at 11-1/2%, that advantage 
is negligible.. There is a disa.dvantage in the first seven years of 
$22,500 on a discounted cash flow basis which amounts to a.bout $21 
per customer on a tota.l basiS, or about $) per year baaed on about 
1,080 customers. Repayment of the private loan at $73,700 per year 

• 
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• 
~.8)-07-25, 84-04-011 ALJ/ec * 

for t~n yeare would be more then covered by depreciation 3nd return 
on inv~etment. 

This record shows that Williams i~ well qualified to manage 
the construction req~ired by either private or Water Bond financing. 
His demeanor at the heari~g convinces us he is a person who is 
interested in doing a good job at Donner, and has the will and vigor 
to do it. If it is the utility's choice to use private finanCing, we 
see no reason to force it to ·use p·l).blic financine;. rJIoreover, in this 
instance, there is no difference to ratepayers either from the 
stand~oint of cost or function. 

We will authorize the private finnnc1ng. So that adequate 
oversight can be maintained, we will require ths.t Donner file with 

the Commission and other i~terested pArties a schedule of 
construction and quarterly reports on const~uction progress and 
p:'ivate financing commitments. These will be in eddition to any 
l"equi!'et'lents of DWR and state and local health depf:I.rtments. 

• It is obvious tha.t s.ddi tiona.l funds from Donner's customers 

• 

will be :'eqilired by way of a surcharg(l in rates. Prom this record we 
cannot determine that exactly bec~.use Donner is presently operating 
at a loss and indicates it is considering applying for rate increases 
to become p:ofitable. Therefore. we will hold further hearingc on 
the rate increase that will be required. Donner is adoonished to 
file with the Commiszion and parties as early as possibl~ itz 
p:oposals for a. rate increase for a rate year beein.nine July 1, 1984. 

Eeea~se the construction season in the ~re~ Donner operates 
is limited becauso of weather conditions, this decision should be 
effective as soon as possible. 
Findings of Fact 

1. Donner is n public utility water company under the 
jurisdiction of this CommisSion • 

- 8 -



• 
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2. By D.92446 the Commission ordered Donner to make 
improvements to its system and pursue a loan from the $tst~ to cover 
~he cost of th~ improvements. 

3· Donner has a, commitment trom private S011rces for 0. $300,000 
loan and fro~ DWR tor ~ $480,400 loan. 

4. Donner prefers to make improvements to ito system using 
private financing. 

5. Table '1 and the assumptions 1lsed to make the calculation,s 
on Table 1 currently reflect the comparative costs to Donner 
customers of using private and public fin~ncing to make the required 
improvements to Donner's system. 

6. Donner management is capable of administering the 
construction of the required improvements whether public or private 
financing is used. 

7. There is no appreciable difference to Donner's customers 
whether private or public financing is used. 

• 8. In the absence of any extenuating circumstances, i! it is a 
utility'S chOice to use private financing in lieu of public financing 
to ~ake improvements to its system, priv~te financine is preferable, 
and in particular when public funds are limited. 

• 

9· The Commission may impose reasonable reporting requirements 
to assure cons~ruction of the improvements to Donner's system are 
carried out on a timely baSis. 

10. Because the constr~ction season at Donner is beginning this 
decizion ehould be effective on the date 3igned. 

11. The execu~ion ot a secured note and a security agreement 
would be for a proper purpose. 

12. The money, property, or labor to be procured or paid tor by 
the proposed note is reasonably required tor the purposes;',set forth 
in A.83-07-2S. 

13· Donner has paid the fee set by PU Code § 1904.1 • 

- 9 -
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A.83-07-2" 84-04-011 ALJ/ec* 

Conclusion of Law 

Under PU Code §§ Si6-830 the Commission m~y authorize 
Donner to enter into the indebtedne3s provided by the foll~~ing 
order. 

o R D E R - - ~ --
IT IS ORDERED that: 

1. On or after the effective date of this order, and on or 
before June 30, 1986, and for the purpose specified in the 
application, Donner Lake Utility Company (Donner) may enter into a 
security agreement with the Union Safe Deposit Bank of Stockton, 
Californi~ and may ~xecute and deliver a secured Promissory Note in 
the aggregate principal amount of up to $';00,000. 

2. Donner shall apply the net proceeds from the sale of its 
secured Note for the purposes set forth in A.83-07-25. 

3· Donner shall file the reports required by General Order 
Series 24 • 

4. On or before July 1, 1984 Donner shall fil~ with the 
Commission's Docket Office an original and 12 copies and shall serve 
on all parties a SChedule of construction on the projects outlined in 
A.8~-07-25· 

5· On July 1, 1984, and quarterly thereafter until the 
completion of the projects named in Ordering Paragraph 4, Donner 
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A.8;-07-25, 84-04-011 ALJ/ec ¥ 
" 

• .' shall file with the Commission '5 Hydraulics :Branch a progres;:z report 
on construction of the ~rojects an~ a report of the amount b~rrowed' 
and repaid on the loan authorized by this order. 

6. Application 84-04-011 is di'smissed. 
7. Application 8;-07-25 is g~anted in part and is held open 

~or further bearing on appropriate changes in Donner's rates' for 
service. 

• 

• 

This order is effective today. 
Dated MAY 16 1984 ,a.t San FranCiSCO, Calitornia • 
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A'LJ/ec •• 16 

Decision 54 05 099 @1~~@Ur00fi\n 
BEFORE THE PUBLIC U~ILI~IES CO~mISSION OF THE STA~E OF CALIrO~ LAjthJ~ 

MAY 161984 

Application of Donner Lake Utility 
Company, a California Corporation, 
£or authority to borrow $;00,000 
and to issue a note under Sections 
816-8;0 of the Public Utilities 
Code. 

App1ication,...--8;';"07-25 
(Filed J~j 15, 198;) 

• 

Application 84-04-011 
(riled April 2, 1984) 

) 

Jack Williams and Z Knaggs. for Donner Lake 
Utility Compa~, applicant • 

Charles ~. Luck~ardt, Jr., Attorney at Law, 
for ratepayers of Donner Lake Utility Company, 
interested parties. 

James Pretti and Harry Aubrieht, £or the 

ommjl.On staf;~:E'!TfC' OPINION 

By Decision (D.) 92446 dated December 2, 1980, the 
Commission ordered Donner Lake Utility Company (Donner) to make 
improvements to its water system and to pursue an application for a 
state loan of $;95,000 to cover the cost of the improvements. Donner 
received a letter of commitment for a loan of $669,800 to construct 
improvements from the Department of Water Resources (DWR) on 
March 19, 1981. ~hat commitment required Donner to meter all of its 
customers; it now meters only business customers. 

When Donner was ready to go ahead with the improvements in 
1982, there were no funds available from the Safe Drinking Water Eond 
~t (Water Eond) and Donner sought and received a commitment 
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A.83-07-25 , 84-04-011 ALJ/ec •• 
Donner's stock. Williams believes the improvements required, which 
are detailed in both ap:p1ications, can be done tor $;68,000.iIe 
plans to make the improvements in phases and stated that a $;00,000 
loan as requested in A.83-07-25 would be all that is needed to start 
the needed projects. He claims he can do the total job much cheaper 
if allowed to use private financing because he would not.have.to put 

/ .... 

all jobs out to bid. He also believes the improvements could be 
./ 

completed at an earlier time than if Water ~ond £tnaneing were used. 
/ 

Williams testified he is willing to acoept a tO~ or 10-1/2tf, rate of 
return on the total rate base of the oompa~in spite of the fact 
that the private loan will be at an inter.est rate of three pOints 
above prime which would currentlY' be 1410r 15%. Williams ste.ted he 
is willing to forego any dividends until the private loan is paid off 
and would expect to finance anothe~ $68,000 out of cash. flow or 
additional borrowings. He stated that tbe bidding prooedures, 
administrative fee, and fiscal gent fees required if water bonds are 

~ed, would add considerably ~ the costs of construction. Willia~$ 
is em:phatic that he does not want or need, at this time, public bond 
assistance; he wants to ow and run his compe,nY' entirely with' private 
sector support. 

Knaggs testi:f'~ed concerning the depreCiation for the 
/ 

im:provements, the our~ent rate base, which he estimates at 
approximately $300,000, and the total cost of each loan. He 
recommends a:pproval/of the private loan. 
Statf Presentation/ 

I 

Staff called two witnesses: Becky Hoepcke, an Associate 
Government Anal/st with DWR and John Gibbons, ASSistant Director 0'£ 
the CommiSSion's Revenue Requirements Division, who is head of the 
finanoial analysis function.. Hoepcke testified that D~ doez not 
require the bidding procedure for work which i6 less than $10,000, 

• 
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•• for ten years would more than be covered by depreciation and return 
on investment. 

~his record shows that Williams is well qualified to manage 
the construction required by either private or Water :Sond financing. 
Bis demeanor at the hearing convinces us he is. a person who is ./ /,,-
interested in doing a good job at Donner, and ha.s the will and ...... vigor 
to do it. If it is the utility'S choice to use private f~c1ng, we 

/' see no reason to force it to use public financing. Mot-eover,in this 
instanee p there is no difference to ratepayers e1th~from the 
standpoint of cost or funct10n./ . 

We will authorize the privete finanC~g. So that adequate 
oversight can be maintained, we will rec;,Uirel"that Donner file :with 
the Commission and other interested part~ a schedule of 

/ 
construction and quarterly reports on construction progress and 
private financing commitments. ~~heS~Will be in e,ddi tion to any 
requirements of DWR and state and 'ocal health departments. 
~ It is obvious that ad tional funds from Donner's customers 
~ill be required by way of a S~charge in rates. From this record we 

cannot determine that exactl{ because Donner is presently operating 
at a loss and indicates i~S considering applying for rate increases 
to become profitable. ~erefore, we will hold further hearings on 
the rate increase that;will be required. Donner is admonished to 
file with the Commission and parties as early as possible its 

I . 
proposals for a raje increase for a rate year beginning. July 1~ 1984. 

Because~he construction season in the area Donner operates 
is limited because of weather conditions, this decision should be 
effeetive as soon as possible. 
FindinBs of Faet 

1. Donner is a pu.blic utility water company under the 
jurisdietion of this Commission • 

• 
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• 2. :By D .. 92446 t.he Commission ordered Donner to· make 
improvements to its system and pursue a loan from the state to cover 
the coat of the improvements .. 

,. Donner has a commitment from :private sources for a $300',000 
loan and from DWR for a $480,400 loan .. 

4. Donner prefers to make improvements to its system using 
private financing. 

5.. ~able 1 and the assumptions used to make the/calculations 
/' ' on ~able 1 currently reflect the comparative cosx~ to Donner 

customers of using private and public fi~anc~to make the required 
improvements to Donner'S system. ~ 

6. Donner management is ca.l'able 0'£ administering the 
construction of the required improve~ts whether public or private 
financing is used. ~ 

7.. There is no appreciableldifference to Donner's customers 
~hether private or public fin~ing is us~d. 
• 8. In the abeence of My extenua.ting circumstances, it 1 t 1s a 

utility's choice to use pr ate financing in lieu of public financing 
to make improvements to i s system, private financing is preferable. 

9. ~he Commissio may impose reasonable reporting requirements 
to assure constructio of the improvements to Donner's system are 
carried out on a timely basis. 

10. :Because ~e construction season at Donner is beginning this 
deciSion should bef effective on the date signed. 

/ 
11. The e:;ecution of a secured note 8,nd a security agreement 

would be :ror~roper purpose. 
12. The money, property, or labor to be procured or paid for by 

the proposed note is reasonably required for the purposes set forth 
in A.83-07-25. 

13. Donner has paid the fee set by PU Code § 1904.1 .. 

• 
- 9 -



A.83-07-25, 84-04-011 ALJ/ec 

• Conclusion o~ Law 
Under PU Code §§ 816-8'0 the Commission may authorize 

Donner to enter into the indebtedness provided by the following 
order. 

~ORDER 
/ 

IT IS ORDERED that: /// 
1. On or after the effective date o£/this order, and on or 

/ before June 30, -1986, and for the ~urpo$e specified in the 
/ 

application, Donner Lake Utility Company (Donner) may enter into a 
security agreement with the Union safe Deposit Bank of Stockton, 

/ 
California and may execute and ~e1iver a secured Promissory Note in 
the aggregate principal amount/of up to $;00,000. 

2. Donner shall app~he net proceeds from the sale of its 
secured Note for the purp~es set forth in A.83-07-25. 

;. Donner shall ~le the reports required by General Order 

.ries 24. / 
4. On or be~~e July 1, 1984 Donner shall file with the 

Commission's DOCk~. Office an original and 12 copies nnd shall serve 
on a.11 parties a chedule of construction on the projects outlined in 
A.8~07-25· 

,. and quarterly thereafter until the 
completion 0 the projects named in Ordering Paragraph 4, Donner 
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