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Decision 91-07-046 July 24, 1991 o JUL 25 1991
BEFORE THE PUBLIC.UTILITIES comssxou OF. THE. STATE OF. CALIFORNIA

In the Matter: of the Application of) @ R B @ ﬂ NAE

Idylwild.Water .System.to. increase. . ).

rates to surcharge customers for ) Applicat;on 91~ 03-050
participation-in the' Mountain: ) ~(Filaed ‘March=25;:1991) -
Mutual. Water Company’s Montevina .. )ywﬁg. e e e e e e
Pzpelxne Project. ' g ‘ ' '

Bruce FrapKs, for Idylwild Water System,’

. applicant. -
Dgnglg_uggxgg and Thomas Smegal ‘for the A
“Commission Advisory and: Compliance -
Division, Water Utilities Branch. . .

Idylwild. Water System (Idylw;ld), a s:nallr pr:vately
owned Santa.Cruz. Mounta;n watexr .systen, . constructed 1n 1905 .
alongside H;ghway 17 on the north or. Santa Clara szde of. the
sumnit, passed through various owners before being sold to-the
present owner, Bruce Franks, in September 1973... Franks 15 a‘tw S
cextified water treatment plant operator and has operated treatment
plants for over 20 years. Under contract he also manages several
mutual water companies in the area..

" As the result of consumer complaxnts and rollcwxng a
staff investigation and public hearing, the Commission asserted
jurisdiction over the Idylwild system in Decision (D.) 87-07-095 on
July 29, 1987. The system now serves 46 netered customexs 1ocated
in the steep mounta;nous terrarn along mostly unpaved roads cr
former 1ogg'mg trails. o RN DLW L T

Idylwxld obtalns its water from a small pool or Lntake
basrn formed by a natural rock-barrier in Moody ‘Creek "in Mcody
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Gulch. From th1, intako bas;n the water is plped through a

strainer to storage ‘tanks. from ‘which, 'after’ chlorlnatlon, it glows -
by gravity to the customers. Despite.-five. years of- drought -water -
supplies have contlnued to be adequate to meet ‘the- aystem s needo.”*f
The 1989 earthquake destroyed the system's storage tacllatxes -and. - o
cracked many of the mains. However, after: the earthquake Franks
replaced the tanks and repaired the mains at an estxmated cost or o
$60,000.

A pos;tlve result of the 1989 earthquake ror mountain
residents was the constructaon of the 21 Ooo-zoot, e-inch Montevina
Pipeline from San Jose Water Company s Montevina treatment plant
above Lexingten Reservoir parallellng Haghway 17 to Hely City.

Built with Federal Emergency’ Management Agency (FEMA) and Office of
Emergency Services’ (OES) grants, augmented by a 30-year Department
of Water Resources’ loan at 8-1/2% to Redwood Mutual Water: Company :
(Redwood) , the pipeline was completed at a cost of approxamately '
$2.7 million. Redwood is the initial owner. Although ‘there

appears to be no written federal or state requlrement ‘“that it be a -
shared resource, the pipeline has capacity to delaver water for
approx;mately 1,500 homes. - Redwood, ‘with 388" connectlons, wants to
share the resource with other water companies, but, as a mutual ‘
water company exempt from regulation by the Commission’ and‘wantlng '
to malntaxn that exemption (See Public Utilities (PU) Code - R

§ 2705),% it has decided to form a new mutual water company,

. . PO FE T WY A
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1l As relevant here, PU Code § 2705 proqides that any corporatlon
or 'association organized ‘for ‘the purpose of’ delivering water- to ies -
stockholders or members at cost, including use of works for. el
conserving, treating, and reclaiming water, and which dellvers
water to-any one except its stockholders or members or to-the state
or any agency or department thereof, to any city, county, school -

(Footnote continues on next page)
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Mountain-Mutual Water Company (Mountain), to be-the- owner-and = -
operator of the Montevina Pipeline. Accordingly, .both.privately: |
owned public utilities and mutuals: could: join Mountain and, get
acecess to plpelxne water. ot the X4 companxes other than Redwood,
all except Idylw;ld and Mt. Charlxe are mutuals-~‘-»',vw
Idylwild’s Problem With Contlnued :

, Increasingly str;ngent Env;ronmental Protectlon Agency
and Department ¢f Health Service requzrements assoclatede1th the .
federal Safe Drinking Watexr Act Amendments of 1986 requzre that all
communlty water systens relymng on surface water sources provxde
multlple barrler treatment ;ncludlng filtration and dls;nfect;on by
June 30, 1993. There are no exceptlons.' The requlrements lncludeg_ﬂ
preparation of an engineering report on the capaczty of the ‘water
treatment plant to treat the spec;rxc source waters avazlable, the |
installation of facilities to store and condition backwash water -
© prioxr to reuse, the provxs;on for certzrzed water treatment plant )
operatlon, and the capabllxty of meetzng ongolng dally monztor;ng
and operatlng requxrements._ The constructlon of a new water o
treatment plant requires a szgnlflcant capxtal 1nvestment and alsoj,ﬂ
imposes additional operating expenses for power, chem;cols, and
increased operator surveillance and attention. Prior to the 1989
earthquake Franks had engineers make some preliminary estimates of
the continued reliance on the creek. The creek treatment option
was estimated then to be in excess of $80,000 for purchase Epﬁ_‘uu“”

(Footnote contlnued from prevxous,page)

district, or’ other’publmc dlgtrlct or to any other mutuar*water
company, -at cost, is not a public utillty; and - is-not' subject: to
the- 3urlsd1ct1on, control rox regulatlon or the Commxss;on._ "
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installation alone. ' It is-Franks’ view thatlthere is not-much -
choice'.2 S

- o - B Y 4 it S

He-testified: . .77~ RIS S A

© o7, oJthat -for us to get-into-the: treatment
business for the Idylwild Water Systenm, for a
small system like this, when there is water, or
treated water available, ' that this 'is the best..
way to go. Let San Jose Water Works monitor... . .. ..
the water 24 hours a day and let them LilL out s
the reports, and we’ll take it.” (RT 8.) c

Hounta;n’s In;t;al Perzod

Adninistrative Costs Assessment

i Each applmcant water company, mutual or prxvately owned, o

was requ;red to pay a $1, 500 appllcatxon tee to-become a member of :

Mountain. Idylwxld was one of the 14 water companzes who paxd thzs t

fee to jo;n Mounta;n. .
- But in addltlon to this membershlp fee, unt;l Mountaxn h

owns the pxpel;ne and can obtazn revenues from the member componles ?
related to the resale o! water to them, Mountaln has ;mposed a szo .
pexr month assessment aga;nst a1l actlve water serv;ce connect;ons S
for its 14-member ‘companies. Thls assessment is to pay Mounta;n’"'”:
ongoing admln;stratxve expenses (legal costs, consultant costs,van ft

engineering water master plan, xnsurance, and other start-up

2 Over recent years Franks has actively worked on an
alternative to reliance on creek sources. A Commission Senior
Utilities Engineer in November of 1985 estimated that it would cost
Idylwild approximately $1,300,000 (oxr $30,000 per connection) to
bring Montevina water up the hill to Idylwild, install a
250,000-gallon reservoir, and update the distribution system to
General Order 103 standards. Seeking a more feasible resolution-
than going it alone, Franks monitored the efforts of Chemekta Park

and Redwood to bring a pipeline to realization; the efforts were "

later abandoned because of cost. In the aftermath of the 1989. ..
earthquake, when FEMA and OES funds were possible, Franks wrote to

both OES and Redwood seeking for Idylwild to be.allowed to connect.,g

On April 4, 1990 Idylwild paid $1,500 to Redwood as a down payment
for a connectmon study.
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expensesy.;f'The“mutuaIﬂCOmpdnieslbeganJéurCh&rgingwthéirbﬁémbers%wﬁ#
starting February 1991. The assessment initially is to'runinines "7
months. It is" anticipated that-after-that,” it can'bereduced. 7 " .i-
Start of assessment through the two privately owned: public utility::
companies was deferred to allow each company to- obtain Commission
authorization to make the assessment surcharge, but”their- -
assessment period at $20 per connection for each month must also”
run nine months. i S
While the Water Branch has some 'concerns with ‘the rather

e, =

substantial legal and consultant fees incurred and budgeted fox the’: -

year by Mountain, the Branch believes that Idylwild’s membership in" :
Mountain is necessary, and therefore recognizes that’ to retain’
membership, Idylwild is obligated to pay all necessary and’
reasonable charges required- by Mountain.- Nonpayment of any = '
obligation to the mutual is grounds for expulsion. The Branch ' -
agrees that the assessment per connection should be paid-by "~ '
Idylwild by means of a monthly $20 surcharge applicable to-all
metered Idylwild customers regardless-of whether they are:currently:’
paying service charges or recelving water service. ‘However;'at '
this time the Branch would' authorize: 'a surcharge for an initial:
period of only nine months. - - - . 0o o T LoonmInnn o
- The Present ‘Application - T (A S TU

~ Idylwild filed the present application on:March 25, 1991% -
proposing ‘that ‘it be authorized to impose'a $20 per-month-per- -
connection until it begins receiving water deliveries- from<
Mountain. It noted that this was the: first phase surcharge; that a™’

L A

3 Redwood, the-largest of the -Mountain mutuals, " dur;ng ‘1989 and:’
1990 advanced more than $100,000. toward formation.of Mountain and
construction of the pipeline, and will be reimbursed a pro rata
share of these' advanced costs by Mountain as part of the transfer -
of pipeline ownership after a detailed accounting. Meanwhile, .
since February 1991, Redwood has received a $7,000 monthly credit
against its monthly assessment fees to pay a portlon of the
anticipated reimbursement of advanced costs.

-5 =
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secondwwouldnprobably.be1neededwtogpaygrorythegengineeringistudym}gxﬁ
and connection:of an intertie.: In.April Idylwild- asked. -for;a-delay-.
in processing the application-to allow investigation-into -:

procedures involving veoting. for Mountain’s Board-of.Directoxrs. - ..
This,accomplis@ed,;throughaBranchrstaﬂfbAdministrative;LanJudge,;xys
(ALY) John B. Weiss was informed of Idylwild’s.readiness to-.. - .-=..

proceed. : .- -, s T R T o A
The Intextie ST e
... An earlier engineering report estimated that an-intextie

to . connect Idylwild to the Montevina Pipeline would cost: $25,000. - . .
On January 3, 1991, Xdylwild retained Boyle;Enginaering,to;desigﬂgaw,
water transmission line from- the pipeline to Idylwild tanks.  The .- -
study and design, received on the-eve of the May 28, 1991 hearing,- -
indicated that an existing Idylwild pipeline- from- Old. Santa-Cruz. .
Highway (where the pipeline is) to- Upper Idylwild Road-and Raineri - -
Lane where Idylwild has tanks can possibly serxrve. = The Montevina:
Pipeline Pump Station No. 2 at. Oakmont which serves to pump. water - .
to Holy City will also be able: to pump water to the:elevation of
Idylwild’s Raineri Lane tanks. By following- their electrical- .
diagrams, putting in telemetry controls from Idylwild’s tank .to-
existing controls at Ogallala Road and 0Old Santa Cruz.Highway, the- ..
intertie should work. Franks estimates that resolution.should cost
about $10,000. If that does not work out, Franks would like to
locate the intertie to the corner of Buckeye and Raineri Lane.
(where he owns the property) where he would locate a tank, or to a -
location at-whatever elevation it must.be..: :
Publi inq May 28. 199

A duly noticed public hearing was held Tuesday evening,
May 28, 1991, in the Loma Prieta School on Summit Road in the Santa
Cruz Mountains above Los Gatos. Approximately 15 customers ﬂ Coe
attended. Idylwild’s evidence was presented by Franks. -Staff
presented its couprehensive report on the application through
engineer Tom Smegal. Custome:s‘Drummond;‘pindgni'CQbk/quwlghq;,g4“*

SR
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Margo, Foster, and King presented illuminating.-questions whichi: . o.my
helped for an.understanding:of the:problem and.proposed-solutions.
At close of the hearing there was.a unanimous:showing.from:. those:s .
present in favor of Commission authorization.of.the:requested:w =

surcharge. - The ‘application was then submitted.for:decision.mz . .

. . - . . - N F o . o e e ke
. . . . . . o yoel e A

The basic question that:faces: the Commission,. Idylwild’s: -

managenment, and the ratapayers is whether oxr not this small .
mountain water utility should continue its membership-in Mountain
and intertie to obtain reliable treated water through-its:-

membexship in the mutual from San Jose Water Company, or whether it -

should abandon its application' fee in Mountain and face. the
uncertainties and large costs of investment in a modern water:

treatment plant. For the Idylwild ratepayers it is-complicated to ' ::

2 degree by the fact that after the earthquake they formed a-.

special district to buy Moody Gulch:in order to protect-the ... = -
watershed from loggers; currently each ratepayer pays $l5-monthly, .

payable for 15 years. Once connected to:Mountain and the:Montevina '

Pipeline, that investment in Moody Gulch is substantially;usexess
to thenm except as a hedge for the future. ... ... oo T
We believe that in reality there is no choice open for.

Idylwild in this situation. The stringent water treatment«.. . =~~~

requirements mandated under: federal and:state laws.will:shortly
require very heavy investment in filtration and disinfection

treatment plant. 7This equipment will require. continuous.monitoring: -

and effort, requirements not feasible for so small a utility.  Its- °

life: span.cof approximately 15.years would mean replacement:

investments. Filtration waste disposal would be expensive as well. =

Idylwild does not have the capital or borrowing.resources
to fund major investments in treatment plant. :Its distribution .
system must gradually be brought into compliance with-General -
Order 103 standards as well. ' The conclusion reached by Franks to .
go ahead with Mountain appears to be the only reasonable
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resolution.. Now,: Idylwild.must either: put into~effect ther$20 per:.»
month- per. connection: surcharge.to-remain:a-member. of. Mountain:oxr .be-~:
dropped.: We will authorize- ldylwild te initiate:and-~collect that. '
surcharge.” But we will. limit the-collection of: the:surcharge to. -
nine successive months. - If Mountain: imposes a-:similar-assessment: .
beyond that period, Idylwild may seek an amendment to the order: -

that follows to accommodate such requirement. . As connection to the

Montevina Pipeline through Mountain would be beneficial to.all:on ..
the Idylwild Water System, each metered connection should:be billed:

the surcharge-whether or not it currently receives water or*pays an

service charge. LT S CC P 0% S A P S
As:soon.as decisions are made-on the.intertie,- Idylwzld

should request bids on the construction work and-select a- " . '~ .-

contractor. A further public hearing, . after notice, would.then-be-

necessary, should Idylwild seek a surcharge to_payqfor~the¢1ntert;e Y

construction costs. After completion.of the ‘improvements and

initiation of water service from Mountain, rates: would requirxe. . -. -
adjustment ‘to. . reflect the new costs involved, including the:costs - ..

..v,'r Cw C o TR
. - € o

of purchased water.. o n - : :
The present proceeding will ‘remain open as the: veh;cle
for these purpO.."reSn . P e [T o W - ' Lo

o . L N e - o oo o
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. As.provided in PU Code: § .31l, .the Proposed Decision-of. -
ALY John B. Weiss was served .on the part;es to th;s proceedzng-”. o -

party submitted .comment.

Fipdings of Fact . ot Tl aah mor Do WooT LDl o
1. Idylwild . is a water publlc utlllty subjectmto regulatzon

by this Commission. R B Lo ELl
2. Faced with coming- strzngent water: rlltration\and
treatment provisions mandated by federal and state healthu ...
authorities, Idylwild must either switch-.and connect . to-an:
alternative-safe and reliable. treated: water source, . or .itself

JM o
A
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develop additional sources and install and maintain costly water
treatment plant.

3. IXdylwild lacks the funds and/or borrowingicapacity to be
able to.go it alone in development .of :an. Lndependent utzllty—owned
safe and reliable water supply and treatment plant. . ~izum ~or LU0

4. The Montevina Pipeline project has: brought a safe and "
reliable treated water supply to the general vicinity oﬁmIdYIW1ld’ o
service area, and in the form of the Mountain Mutual Water Company
offers a present opportunity to participate as a mutual menber
company to obtain a secure dependable source of safe potable water ‘s
for the future. s

" As an initial step, Idylwild has: joined Mountain, but now
as a mutual nmember ls.requzred to'meet its obligations to the . .. =/
nutual. - T S A RS St S I T

6. Ratepayerswwill‘have”to~advance-whateverﬁtunds»would.be
recuired to bring Idylwild: into present“and‘future“cOmpIiance‘with'
federal and state requirements, either:as' a mutual' membexr ‘company
or as a self sufficient independent utility.. R R P E D

7. To meet its initial. administrative ‘costs and ongoing
expenses pending ultamate full operations,. Mountain requires its
nember companies to assess thelxr customers a $20 monthly :assessment
Per connection for a nine-month period, with the probability of a
reduced assessment thereafter.

8. At thc May 28, "1991 evening hearing of the captioned
application, there was no.opposition from ratepayers to Commission
authorizatian_to'Idylﬁild to impose on ratepayers a monthly per
connection assessment. for a nine-menth period.

9. Because this proceeding involves the public health and
safety the ensuing order should be made effective on the date of
issuance.
conclusion of faw /-7 VL

2:bdﬂmﬁeﬂhépiiéation”to:immediately initiate the stated
monthly‘éﬁféh&£§é;Bhbuldubefgranted as expeditiously as possible.
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~IT IS ORDERED that: - .. .- . Siaoel
'vl.. Tdylwild water System . (Idylw1ld) -is' authorized to:impose.:
a $20 per month per connection surcharge for remittance: tOMMbuntAan
Mutual: Water Company foxr the latter to: fund operations: and:
administrative expenses. ‘ S R A L e AN
2. The surcharge .shall be for a.period of 9 months, and
shall be applicable to all metered customers. regardless: of. whethexr -
they are currently paying service charges. or receiving water
sexvice. ¥ o
3. Within 60 dayslof-fhe‘ezfective7date of-this~order,.;
Idylwild will put the construction work on the intertie out.te bid .
and select a contractor who can expeditiously perform the work.. .

- 4. Should Idylwild find it necessary to obtain ratepayer
funding for the intertie construction,"ﬁ*”mustrfile~anbamendment;tor
the present application seeking a. surcharge to- pay~£or the
construction. Lo o RGN

5. This proceed;ng is not closed.h
This: oxder is effective.today. . i .ni. oomozans o
Dated July 24, 1991, at Samn: Franczsco, California..:

FEN ,.‘“ -

L

VPATRICIA M. ECKER‘I‘
N ‘President

2 G MITCHELL WILK: oo oo o

... JOHN B.. OHANIAN _ . ,. e
o “ i DANTEL" Wi ~FESSLER””
y oz NORMAN- DL SHUMWAX‘"
.. .Commissioners, .
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| CERTIFY THAT 'U-HS DEC(SGON Bebizell
WA.:»«APPROVED BY»THE"J\BOVE
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