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Decision _____ _ 

BEFORE !HE PUBLIC UTILITIES COMMISSION OF !HE StATE OF CALIFO~~ 

SIERRA ORGANIZAnON OF CITIZEN ) 
COMMI'l'l'EES ON WATER (SOCCOW), ~ 

Complainant, 

vs 

LINTON E. FORRESTER, EL~OR 
FORRESTER, dba HILLVIE'W' WA'IER 
COMPANY, 

) 
) 
) 
) 

~ 
Case l0937 

(Filed January 2, 1981) 

) 
Defendants. 

~ 
Joseph C. Gasperetti, Attorney at Law, 

for Sierra~ganization of Citizen 
Com:nittees on Water, co:lp1ainant. 

Richard L. McMechan and Robert B. Lindley, 
Attorneys at taw, for Hillview Water 
Com??ny, Inc., defendant. 

Gunter D. R~dlin, tor california Department 
of Public Health, and Daniel J. Corrigan, 
for Department of Water Resources, 
interested parties. 

William Jennings, Attorney at Law, 
James M. Barnes, anc John J. Gibbons, 
for the Commission staff. 

INTERIM OPINION 

By its complaint filed January 2, 1981 Sierra organization 
of Citizen Co~ittees On Water (SOCCOW), which consists of 25 c~stomers 
of Hillview Water Company, Inc. (Hillview), requests an order of the 
Commission finding that in the matter of a Safe Drinking Water Bond 
Act (SDWBA) loan, issued to Hillview under a contract with the 
Department of Water Resources (DWR) and approved by the Commission in 
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Decision (D.) 91560 dated April 15, l~O, in Application (~.) 58816,;1 
th~t: 

1. The loan should be rescinded or in the 
~ltern3tive that complain~nt be required 
to p~y only ~n amount reason~bly required 
to provide upgrading of the system as 
opposed to expansion of the system. 

2. There was not a majority of public support 
for the loan. 

3. An investigation should be co~~encecl 
relating to a possible conflict of interest 
among various parties. 

4. An investigation should be co~~encecl 
relating to the activities of the 
Department of Health Service (DRS) ~nd 
DWR. 

5. The California public Utilities Commission 
(CPUC) should file a complaint ~g~inst 
Hillview for criminal fraud. 

6. All books and records concerning the lo~n 
should be audited. 

7. ~o new lo~n or addition~l funds under the 
current loan should be approved. 

8. All new connections should be requir~d to 
pay an amount equal to th~: poid by existing 
users. 

9. The surcharge should be rcducecl annually in 
accordance with the nu~bcr of new conr.ections. 

10. Tne surcharge should be basco "upon a 
"uniform cents per hundred cubic fcet." 

During the course of hearing the co~plaint was amencied by 
deleting all reference to the requests for investigations of st~tc 
~gencies ~nd the filing of criminal complaints by this Commission • 
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On February l7, 1981 Hillview filed its answer admit~ing 
that 1~ applied for and was issued a SDWBA loan and denying all of 

the other allegations. 
Public hearing was held before Administrative ~w Judge 

Daly at oakhurst and San Francisco and was submitted on November 10, 

1981. 

Background 
Hillview provides water service to five subdivision 

areas in the unincorporated co~~unities of Oakhurst, Raymond, 
and Coarsegold, approximately ~5 miles northeast of Madera in 
Madera County. The $e?ara~e water systems within these sue
divisions are: (1) S'.Jnnydale-Roya'l Oa.'..:s-Hidden Oaks (Sun.'"lydale) 
which serves 189 customers; (2) Raymond. (?~ymond) which serves 
46 customers; (3) Hillview-Gold.side (Goldside) which serves 
lOl customers; (~) Sierra Lakes (Sierra) which serves 76 customers; 
and (5) Coarsegold-H~ghl~~ds (Coarsegold) which se~/es 20 customers. -- . The record indicates that Sunnydale's supply of water was 
derived fro~ two radial wells located near the Fresno River. Because -- --"--.-"~.-." 

or efrluen~ fro~ a nearby county sewe~ dis?osal syste~ and fro: 

. "'--Irioun~a3:"ncreeks that feed int:.o t.he rive'!', t.he, wells we:-e founc. 

• 

to be producing contaminated waters in a check conducted by DRS in 
1977. DRS ordered immediate chlorination and directed Hillview to 
drill a new well away from the river. As part of a program to 
interconnect and upgrade its various systems and to develop an 
adequate quality of water away !roo t~e river, Hillvi~w in 
1977 applied to DWR for a $700,000 SDWBA loan. !he application was 
denied because DWR was of the opinion that the amo~~t was excessive 
and more than Hillview could repay. After consulting with DRS 
Hillview developed a revised program of im?rove~ents with the main 
emphasis on developing a new source of water and adequate storage 
facilities. To solve the contamination problem Linton Forrester, 
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Hillview's president, suggested that such facilities be located 
near the Yosemite High School, which is situated approximately two 
miles from the river. As a result a second application was filed 
with DWR for a loan of $442,797. With this amount Hillview proposed 
to install approximately 10,000 feet of new water mains, drill or 
repair eight wells, add 1,130,000 gallons of water storage facilities, 
and install or improve water treatment equipment. 

Before a loan is granted the applicant must demonstrate to 
DWR its ability to repay the loan and show that it bas instituted 
measures that will~aximize'water conservation. Under Public Utilities 
(PU) Code §§ 816 through 851 public utility water companies ~st 
obtain authorization from the CPUC to enter into a long-term loan 
and under PU Code § 454 ComQission approval is required for rate 
increases. On April 23, 1979 Hillview filed A.58Sl6 requesting 
authority to borrow $442,797 and for authority to add a surcharge to 
water rates to repay the principal and interest on such loan. 

As a matter of internal procedure SDWBA applications are 
referred to the Commission's Finance Section (Finance) of the Revenue 
Requirements Division for consideration and when requested, reviewed 
by the Commission's Hydraulic Branch (Hydraulic). By memo dated 
April 26, 1979 Finance asked Hydraulic to review the applica~ion of 
Hillview. On April 26, 1979 Hyd:-aulic informed Finance that i~ was 
concerned: 

If ••• about what appears to be a construction program 
that has not been well planned, that may be using 
public funds inappropriately to finance plant for 
future expansion or personal gain. A plan that 
will result in inequitable surcharges to re~y the 
loan and an overall proposal that is misleaoing to 
the general public. All these issues should be 
clarified on the record at a public hearing rather 
than an informal public meeting." (Exhibit 8.) 
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On May 4, 1979 Hydraulic wro~e a le~~er ~o Hillview 
(Exhibit 9) expressing i~s concern and s~ggested a meeting wi~h 
the staff. It also requested that Hillview provide a suitable scale 
map showing all the facilities it proposed to construct and ~he 
source of supply it proposed to develop, including plant that would 
be constructed with other sources of funds. Hillview made no 
response to this le:ter. 

On June 13, 1979 Finance also ~o~e to Hillview and 
suggested a meeting to further assist the staff in its review 
(Exhibit 10). Finance made a request for specific information 
si~lar to that made by Hydraulic. Although Hillview ~t with the 
Finance staff in San Francisco on July 2, 1979, it failed to provide 
any engineering data to support the need for the specific improvements 
or to support its cost estimates. To facilitate ~tters a ~et1ng 

was held in oakhurst in August 1979 which was attended by Hillview's 
president and personnel from Hydraulic, Finance, and DBS. Although 
no agreement was reached the meeting resulted in certain revisions 
to the program which were made by letter dated December 7, 1979. 
(Exhibit 6). 

The differences between the initial and revised estimates 
are as follows: 

System Initial Revised Difference 
Sunnydale 44,000 86,000 + 42,000 
Royal Oaks-Hidden Oaks 256,400 210,400 - 46,000 
Raymond 38,400 43,000 + 4,600 
Goldside 55,000 47,000 - 8,000 
Siena 10,000 10,000 ° Coarsegold 5,000 5,000 0 
Fees and Permit 20,200 28,500 + 8,300 
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The total amount of the loan remaineo the same, but the 
scope of the project was reduced. The ~jor revision was the 
deletion of approximately 19,000 feet of 6" and 8" diameter pipe 
that would have run from the Sierra system to oakhurst. 

On February 7, 1980 representatives of Finance conducted 
a public meeting at the Oakhurst Community Center. Prior to the 
meeting and at the direction of the Commission, Hillview sent 
letters to all customers notifying them or the time and plaee 
of the meeting. (Exhibit 22.) Approximately 55 customers were 
present at the beginning of the meeting and approximately 35 
customers were present at the end. Also participating were repre
sentatives of DHS, DWR, and Hillview. During the course of the 
meeting the SD~~ loan program was explained and questions were 
answered on a system-by-system basis. At the conclusion 26 customers 
expressed approval of the proposed improvements, 5 were in 
opposition, and 4 took no position. 

By D.91560 dated April 15, 1980 the Commission approved 
the follOWing program: 
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S~"}""YDALE 

Item Cost -
1. Construction of an interconnection 

between che Sunnyda1e System and the 
Royal Oaks-Hidden Oaks s~stem-
5,000 feet of 12" mains ~ $14 per 
foot of which 5,000 feet of 8" mains 
@ $11 per foot is SDWBA funding. $ 55,000 

2. Improveacnts to the Sunnydale well 
including installation of water 
treatcent facilities. 31,000 

3. Construction of two 500 OOO-gallon 
concrete storage tanks @ $60,000 each. 120,000 

4. Installation of 5,000 feet of 12" 
~ins G $14 per foot, to connect an 
existing well to new storage site to 

70,000 existing distribution syste~. 
5. Installation of new meter for Royal 

• Oaks well. 400 
6. Construction of a new well and 

installation of a transQission main. 20,000 
7. Engineering and other contingency costs. 21 1090 

Subtotal 317,490 
8. DWR administrative fee, 3% of loan. 9,544-

Total - Sunnydale 327 ~O34 

• 
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RA YMOl'."D 

Item -
1. Construct 8 new 1007000-gal1on tank. 
2. Install a used 30,000-gallon storage tank. 
3. Rehabilitate and redevelop the Spring 

and Well 1. 
4. Improve chlorination facilities at 

North Well Field. 
5. Engineering and other contingency costs. 

Subtotal 
6. DWR administrative fee, 37. of loan. 

Total - Raymond 

GOLDSIDE 
Ite':!'! 

1. Install three new vertical wells anc 
transcission main. 

2. Install meters for all three wells. 
3. Engineering and other contingency costs. 

Subtotal 
4. DWR administrative fee, 3% of loan. 

Total - Goldside 

-8-

Cost 

$25,000 
5,000 

5,000 

8,000 
3,135 

46~135 

1.419 

47.554 

Cost 

$45~000 

2~OOO 

3,420 
50~420 

1%547 

51.967 
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SIERRA 
Item -l. Construct two vertical wells 

@ $5,000 each. 
2. Engineering and other contingency costs. 

Subtotal 
3. DWR administrative fee, 3% of loan. 

Total - Sierra 

COARSEGOLD 
Ite~ -1. Construction of a new vertical well. 

2. Engineering and other contingency costs. 
Subtotal 

3. DWR administrative fee, 3% of loan. 

Total - Coarsegold 

SUMMARY OF PROJECT COSTS 

Sunnydale 
Raymond 
Goldside 
Sierra 
Coarsegold 

Total esti~ted project costs • 

Cos~ 

$ 10,000 
570 

10,570 
258 

10 ~828 

Cost -
$ 5,000 

285 
5,285 

129 

S~414 

$327,034 
47,554 
51,967 
10,828 

5)414 

442)797 
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The loan provides for a 35-year repayment schedule with 
equal semiannual payments of principal and interest, at an interest 
rate of 4 1/2% per annum. 'Xo meet these pay-.uen1:s the COt:t:::lission 
authorized the following surcharges for residential service in 
addition to regular charges for water: 

System 
Sunnydale-Royal Oaks-Hidden 

Oaks 
Raymond 
GOldside 
Sierra 
Coarsegold 

Monthly Surcharge 

$8.80 
6.15 
3.00 

.85 
1.60 

Hillview's annual gross revenues for 1980 were estimated 
to be $52,200. It was expected that the surcharges would increase 
revenues by $31,471 or approxi~te1y 60%. 

As a condition to its approval the Cocmission required 
Hillview to establish separate balancing accounts for each system 
and to engage the services of a fiscal agent to manage the account~ 
and to pay the principal and interest on the loan when due. !he 
Commission also indicated that the surcharges should be adjusted 
periodically to reflect changes in the number of connections, and 
resulting overages or sho~tages in the balancing accounts. Hillview 
was authorized to place the surcharges in effect beginning May 1, 1980. 

On October 10, 1980 Hillview informed DWR that because of 
the time lapse and increased costs in materials, labor, and fuel it 
would be necessary to borrow an additional $132,000 to cooplete the 
project as approved by the C~ssion. (Exhibit 6). 

Attached to the letter was a work progress report relating 
to tbe Sunnydale-Royal OakS-Hidden Oaks fcprovements, as follows: . 
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Pe~cent Cost 
of App~oved ~o Estimated 

Item - Completion By Com:n. ~ To Complete Diffe~ence 

1. Sunnydale 
Interconnect 100% $ 55,000 $ll3,952 ° $ - 58,952 

2. 

). 

Improvements 
to well 100% 

Co~~~8a-i~lon 0 

4. Install 5,000' 
of 12" main 

5. Install new 
meter for 
Royal Oaks 

6. New well & 
transmission 

7 • Enginee:r:ing & 
other con
tingencies 

Total 

50% 

o 

100% 

100i. 

31,000 39,501 

120,000 o 

70,000 137,750 

400 0 

20,000 17,454 

21,090 13,3588 

317,490 322,245 

o 

84.,000 

62 ,211 

400 

o 

2 z207 

148,818 

- 8,501 

+ 36,000 

o 

-+- 2,546 

-+- 5 1294 

-153,574 

!be report also indicated that upon completion of these 
improvements the Sunnydale-Royal Oaks~Hidden Oaks System would be 
capable of prOviding services for an additional 200 customers and tbat 
at least 150 potential customers had indicated an inten~ion ~o connect 
to the system. Hillview expressed tbe opinion that these new conneetions 
would provide sufficient revenue in surcharges to pay for the additional 
loan and possibly to reduce the surcharge of $8.80. 

On ~rch 16, 1981 DWR informed Hillview that its request 
to increase its loan from $442,797 to $578,757 had been approved. 
(Exhibit 7). DRS has indicated that any additional f~ds should be 
made contingent upon completing specific improvements in all five 
districts including the following for the Sunnydale System: 

1. Construct an additional new well, or provide 
200-300 gpm of water near the site of the 
proposed storage tank near Yosemite High 
School . 
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2. Install a meter on the Sunnydale well. 
3. Complete the pipeline to the Yosemite 

High School storage si~e and construct the 
major portion of the 500,000 gallons of 
stor~ge at thot site. Tne remaining 
portion of the storage should be ins:~lled 
in the Royal Oaks-Ridden Oaks subdivision. 

4. Reactivate the Royal Oaks well (elevate the 
well out of the pit above opened level, 
install a chlorinotor, ~.t9,990~allon tank 
and a boostcr pump). (.:;x •• lbl.., 12.) 

Tnese recommendations include changes from the improvements 
authorized by D.91S60 in that Items 2 and 4 previously had not been 
required, the proposed storage would be reduced from 1,000,000 gallons 
to 500,000 gallons, a."ld -ehe l~ngth o~ 12" !,ipe .."ou1d be increazec. 

from 5,000 to 11,500 feet. As of the time of hearing no application / 
had been filed with the Co:nmission for 8?p:'oval of the additional loan •. 

• Staff Re."orts 

• 

~~ Interim Report of E~mination was pre?3rcd by the Division 
of Audits, St.nte Controller's Oi'i'ice and w.:lS filed with DWR on 
September 18, 1981. (E~~ibit 24). The report indicates that Hillview 
submitted claims for reimbursement of project costs totaling $429,850, 
which have been polid by Dy.,~. Thc rcpo::'t noted .:ldj ustr.1cnts tota ling 
$71,769, which included $41,509 in ineligible costs .:lna $30,260 in 
costs which could not be verified olS p3id. It also noted that Hillview 
had not complied with contract provisions ~cqui~ing competitive bidding, 
a project sign, and accounting scpolrately fo= project expenditures. 
The report furthe= noted that D~~ had made no engineering reviews on 
the eligibility of project costs clai~ed by Hillview. Such costs were 
merely vcrified as p~id, but the eligibility of such cost~ will be 
verified from the engineering review :0 be supplied by Dw~ during 3 

final audit. The report finds t~t subject to the effects of such 
adjustments, the payment of only $358,081 to Hillview was proper and 
recommenes that the excess amount of $71,769 shoulcl be refunded or 
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applied against the final elai~ of construction costs to be incurred 
by Hillview. 

In response DWR offeree the following eommen:s to clarify 
its role and procedure: (Exhibit 25). 

"1. Often a utility with limited cash flow will 
submit invoices to us on the basis of credit 
extended by a supplier. Upon receipt of the 
state's warrant, the utility is expected to 
pay such invoices promptly, as required oy 
our loan agreement. Nonpayment may not be 
discovered until post auait which we normally 
request after completion of the project. 

"2. The Report suggests that the Department does 
not provide for an engineering review of 
project costs claimed. Bec~use of the re
strictive 3 percent limitation of state bond 
proceeds for administration costs in this 
~rosram, neither the Department of Water 
Resources nor the Department of Health Services 
are able to make frequent on-site inspections • 
For this reason, we require a certification by 
the licensed project engineer that every 
Partial Pa~ent Estimate is a true and correct 
statement of work ~rformed and/or material 
used, and that an ~nspection was made. (See 
attached form DWR 3B13A, Part D, Item 2 
'Certification of Architect or Engineer?) 
Under the Safe Drinking Water Program all 
engineering review is the responsibility of 
DRS, including approval of final plans and 
specifications, issuance of a permit for 
project, intermittent full inspection during 
construction, and final inspection after COQ
pletion. If either DWR or DRS finds evidence 
of a project engineer's failu:e to ~et the 
requirements of his or her license we would 
pursue .action against: the engineer's license." 

An Associate Governmental Prograc Analyst of DWR testified 
that of the 150 loans handled by DWR, Hillview was the first m\,1.1ti
system loan and it was considered and processed as one to a single 
system. According to this witness DWR acts like a banker in the 
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administration of the loan program by accepting requests for funds, 
reviewing them and, if ~ppropriate, providing funds, but there is 
no requirement that improvements be specifically itemized before 
payments are made. As a result checks are sent out as requests for 
reimbursements are received. He stated that the responsibility for 
distributing funds between various work projects within a system is 
that of the utility and the supervising engineer. 

The staff introduced two reports, one by Finance (Exhibit 30) 
and the other by the Hydraulic Br~~ch (Exhibits 1 and 27). 

In its report Finance points out that under the prOvisions 
of D.91560 Hillview was authorized to install 5,000 feet of 12" water 
main to connect Royal Oaks and Sunnyvale upon the condition that 
Hillview was to pay the difference beeween the cost of the 12" main 
and an Sf' main. !he 12" main was installed by November 12, 1979, 
but the entire cost was paid with SDWBA funds assertedly because the 
larger main was needed to meet county fire flow requirements. 

According to Finance, Hillview presently has S ,260 feet of 
12" main in inventory that was purchased with S~ funds. An addi
tional 1,500 feet that was purchased with SD~. funds was used to 
extend service to the Ja~son Tract for which Hillview received $18,900 
as a contribution in aid of construction. 

The Report indicates that Hillview, prior to the SDWBA loan, 
applied for and received three loans for the emergency construction of 
wells and a treatment plant to correct the water supply problecs 
resulting from the pollution of the Fresno River. The loans are as 
follows: 

Lender 
Crocker Bank, Fresno 
Golden oak Bank, Oakhurst 
L. Forrester 

Total 

Loan Amount 
$40,000 
35,000 
65,000 

-14-

Period 
12 months 

6 months 
l8 months 

Interest 
$ 5,000 

3,062 
12 ,193 

$20,255 
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The $20,255 was subsequently charged to DW'R and paid with 
SDWBA funds. 

The Report further indicates that ~he acc~lative amount of 
billing for the surcharge from ~y 1, 1980 through June 30, 1981 was 
$28,700. The balance in Hillview's bank account as of June 30, 1981 
was only $343.31 and the Commission holds $1,300 from customers 
protesting the surcharge. In addition the report noted that: 

1. No balancing aceou-""'l'ts are maint.ained. 

2. Surcharge collections were not deposited with 
the fiscal agent. 

3. No consideration was given to investment tax 
credits. 

Hydraulic's Report covers many of the 5aQe deficiencies set 
forth in the Finance Report and also found among other things that in 
the case 0: the Sunnyda le-Royal oaks Syste:l that: 

1. The 12-inch transmission line and storage 
facilities yet to be constructed will benefit 
properties which are now outside the service 
area. 

2. Hillview will gain many new customers from 
the proposed extension. 

3. !he proposed extension and storage facilities 
near the Yosecite High School could be 
substantially financec under Rule 15 i! 
Hillview diligently negotiates to provide 
wa~er to prospective customers. 

4. Hillview should be required to apply all 
unauthorized expenditures toward the necessary 

5. 

6. 

7 . 

projects yet to be coc?leted. 
The unauthorized expenditures together with 
Rule l5 financing sho~ld be more than adequate 
to complete the necessary projects. 
Based upon Hillvie~'s own prediction of new 
customers and the fact that its present 
customers have not received the benefits 
promised, the Sunnydale-Royal Oaks surcharge 
should be reduced to $1.50 per month. 
The Goldside surcharge should be discontinued 
because the three wells ~hat were authorized to 
be installed were actually developed by the 
subdivider as a condition of approval from the 
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~dera County Board of Supervisors and 
service to the subdivision was authorized 
under a deviation from the seandard Rule 15 
contract in that all facilities were to 
be contributed inste~d of refunded. 
Hillview reimbursed the subdivider $32,000 
from SDWBA funds. 

8. Hillview has extended outside of its 
authorized serviee area in violation of 
D.78170 dated January 13, 1971 in A.52239. 

9.. There is no written agreement between 
Hillview and its fiscal agent specifying 
how the surcharge balancing and reserve 
accounts are to be invested or what is to 
be done with the earnings .. 

10. The balance of all accounts relating to 
the SDWBA loan as well as ~he total customer 
accounts should be reported to the Commission 
ann~lly by the fiseal agent and the surcharge 
should be reviewed annually and adjusted for 
customer growth • 

Hillview's president testified that: 
1. In 1977 he was informed by DES that because 

the County of Madera had allowed effluent from 
the Oakhurst sewer Plant to run into the 
Fresno River and contaminate the wells in 
Royal Oaks and Goldside, the wells would have 
to be relocated away from the river. 

2.. As part of an overall program to relocate 
the wells and update the systems it was 
decided to apply to DWR for a SDWBA loan. 

3. !he first application was for $714,000, but 
DWR did not believe the system could repay such 
a high loan and suggested that the projeet be 

4. 
modified. . 
When the loan for $442,797 was approved Hillview 
knew the project was underfunded, but ~ 
implied that other funds would be made available • 
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5. To comply wi~h the orders of DRS and Madera 
County to immediately correct the pollution 
problems at Sunnydale~ Royal Oaks, Hidden 
oaks, and Goldside, Hillview sold a piece 
of property, took out personal loans, and 
was assured by DWR that the loans and interest 
could be paid out of SDWBA funds. 

6. In making the interconnection between Sunnydale 
and Royal oaks, Hillview was told by the County 
of Madera that an 8" main could not be used and 
tha t a 12" main w01,lld be required to meet fire 
£l~ requirements. 

7. The additional cost of the U" main over the 
8" main was $25,000, but the larger main not 
only meets fire flow requirements, it also 
enabled Hillview to serve 21 new connections 
that could not have been served by an 8" main. 
These additional customers pay a total of $350 
a month in surcharges which will enable Hillview 
to payoff the $25,000 cost difference in 6 years 
and to use such funds to reduce the surcharge . 

8. Surcharge funds were used to pay power bills and 
system repair, but have since been replaced. 

9. As of September 16, 1981 there was a total of 
$33,284 on deposit with the Golden Oak Bank in 
Oakhurst of which $30,000 was in six months' time 
certificates. (Exhibit 33). When the time 
certificates come due they will be placed in a 
special account with the bank which will act as 
Hillview's fiscal agent. 

10. Approximately 751. of the authorized improvements 
have been completed. About 11,000 feet of 12" 
~in to connect the Sunnydale System with the 
proposed storage facilities in the area of the 
Yosemite High Sehool have been purchased and paid 
for and about one-half has been insta11eo. If 
the additional loan is refused, Hillview Qver the 
next few months will install the re~ining pipe 
using its own men and equipment. 

11. Hillview had a verbal understanding with Curtis, 
a subdivider in the Goldside area, that Curtis 
would pay for the develo~ent of the three wells 
and be repaie with SDWBA funds • 
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12. A stock control transfer of Hillview is 

Discussion 

presently being arranged whereby Linton Forrester 
will transfer his interest to his son, Roger 
Forrester, after Which Linton Forrester ~ll take 
no official part in the operation of Hillview. 
An application seeking Co~ssion approval of 
such transfer is in the process of preparation 
and will be filed in the near future. 

It is clear that the primary intent and purpose of the 
program was, and still is, to relocate Hillview's water supply 
facilities away from the contaminating effects of the Fresno River. 
Funds from the original SDWBA loan have been exhausted. Because 
Hillview failed to maintain a proper accounting system, especially 
an appropriate work order system, and because an engineering study 
had not, and will not, be conducted by DWR until the project is 
completed, it was not possible for the Controller's Office in its 
interim audit to categorize SDWBA funds spent on the approved projects 
for each of the five systems. For the same reason it is not poSSible, . 
at this pOint, to determine to what extent the authorized projects 
have been completed. In any event, Hillview believes that an addi
tional loan of $135,900 is necessary to complete installation of the 
12" pipeline froQ the Junction area to the Yosemite High School area, 
a distance of approximately 3 miles. 

Although an application requesting Commission approval for 
the additional loan has not as yet been filed and the issue that would 
be raised not properly before us at this time, it is essential to the 
disposition of this proceeding that we consider the possibilities of 
completing the installation of the 12" pipeline. To do so we must 
first consider the Junction area and the effect that its growth and 
development will have upon Hillview. 

The Junction area is located at the junction of State 
Highways 41 and 49 and is the subject of three proposed developments~ 
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which will include an extensive number of commercial and residential 
units. All of the property w~s originally located in the service area 
of District 22C, which presently has no pl~nt O~ f~cilities. Also, 
included in the area is a hos?itsl, which oper~tes four wells. 

Ihe developer of the Colden Oak Village Shopping Center 
was able to withdraw from District 22C and Hillview recently extended 
service to two of the esti~~ted 40 commercial customers in that 
development. Although Hyd~~ulic contends that the extension was in 
violation of the condition i~?osed by D.78170, Hillview relied upon 
an Advice Letter, which contained a tariff filing change that provided 
for an extension of services to the Junction area. Hillview was 
notified by Commission letter that the revised service area ~ps and 
table of contents hod been filed and ~Ge effective on January 27, 1981. 
The shopping center will result in a contribution :0 Hillview of 
approximately $60,000 for in-tract facilities • 

The same developer is also going to develop another subdi
vision north of Highway 49, which is ~lso in the District 22C ~rea, 
and will contain 350 residential ~nd co~~crci3l lots. All of the 
water plant of this develo~oent, consisting of a 500,OOO-gallon w~tcr 
tank, a source of water supply and in-tract facilities will have to 
be contributed to District 22C. Similarly, the Jamison subdivision, 
a proposed 400 commercial ~nd residential-unit development located 
across from the Junction, will al~o require tbe contribution of a 
500,000-g3110n reservoir, source of sup?ly, and in-tract facilities 
to District 22C. 

It is obvious that with the inst~llation of these facilities 
in addition to~hose of Hillview, thc=c will be ~n expensive duplication I 
of facilities. It is the opinion of this Commission that it would be 

in the public interest from both an econo~ic and ~ractic31 point of 
view if the Junction area were served by a single syste~. We suggest 
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that Hillview, with the cooperation of the Comoission's Policy 
and Pl~~ing Division, mee~ with ~he directors o! Dis~rict 22C 
and other county officials ~o discuss this possibility. 

According to Hillview the 12" pipe from the Junction area 
to Yose~te High School has been installed for one-half of the 3-mile 
distance and ~ll of the pipe has been purchased. Hillview also 
claims that there are over 200 new eustocers ready to connect to 
Hillview and provide the additional funds necessary to cocplete the 
installation and to reduce the aoount of the surcharge. 

According to Finance, Hillview has obtained a site for a 
storage tank near the high school and has done some preliminary work 
in preparation for erecting a tank. In addition, Hillview has 
acquired three wells with a combined production estimated at 120 gpc. 
From a safc~y poin~ of view it appears ~hat the high school area is 
a reasonable location for developing and storing a new source of 
water, but until it can be demonstrated that an adequate source c~n 
be developed and that there is a sufficient nu~er of c~tted new 
customers to ~ke the development eeonoQieally feasible, no further 
burden should be placed upon the Sunnydale-Royal Oaks customers. 
In fact their burden should be reduced because the :ecord clearly 
demonstrates that they have not received all of the plant i~provements 
that the $8.80 per month surcharge was suppOsed to provide_ Sub
stantial expenditures of SDWBA funds were made on other than approved 
projects and in amounts that far exceed the amounts esti~ted for 
approved projects. Although Hillview attributes overruns to the 
inflationary spiral that was experienced during the one-year period 
that expired from ~he time the applicatio~ for Commission approval was 
filed to the time that a decision was finally rendered, the delay was 
primarily attributable to Hillview's repeated failure to supply the 
necessary information requested by the staff. It was because of this 
same cavalier indifference to Commission rules, regulations, and 
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directives that Hillview f~iled to maintain proper records of work 
performed in connection with SDWBA funds that we=e expended. 

Before we can make any determination on whe~her ~he 
remaining i~~rovements ~re economically and practically feasibl~ and 
whet~e.~ .. _~~_.ldjustment to the surcharge is jus~ii'iec., and if so to 
what exten;it is necessary that cer~ai~ info~a~ion be ~8de a part of 

this record including ~pprovcd costs on an ac:~l or, if such infor
mation is not avail~ble, on some reasonable allocation basis. Because 
the interim audit of the Controller's Office was not bcsed upon an 
engineering study and there was no detailed system-by-system analysis 
of the authorized work completed against which recorded or approximated 
costs could be determined, and because it is unlikely that DWR will 
provide an engineering study and final ~udit until aLL projects have 
been completed, it is essential to the proper disposition of this 
proceeding that Hydraulic conduct such a study and, upon its COQ

pletion, t~t Finance conduct an audit. 
Also required for proper disposition of this proceeding is a 

determi~tion by DWR, as the duly ~uthorized agency charged with the 
responsibility for administering SD~~A loans, that Hillvi~N properly 
used SD:'tBA :"unds fo:-: 

1. pipe used to extend service to the Ja~son Tract. 
2. Pipe currently held in inventory but not e~rmarked 

for SDW'BA-3pproved projects. 
3. Interest paie by L. Forrescer on personal lo~ns. 
4. Oversizing an S-inch ~~in. 
5. Expenditures which lack ~deq~te documentary 

support. 
To facilitate matters we will direct Hillview to seek, and 

we request DWR to ~ke, such a determination. In addition, we will 
direct Hillview to correct those irreg~larities as more specifically 
set forth in this interim opinion and order. With the full support 
and cooperation of Hillview's proposed new owner a~d manager 
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these irregularities will be corrected and the information requested 
expeditiously provided so that a new staff report can be prepared and 
subsequently considered at a further public hearing on this matter. 

Although the complaint alleged a conflict of interest 
between certain unspecified parties the record fails to support the 
allegation. The only connection between Hillview and any developer 
was through a consultant engineer who had been the original owner 
of several of the Hillview systems. According to the record he bas 
since performed limited professional services for Hillview and is 
presently engaged as engineer for the Pieree Lake Estate Subdivision 
in which his wife has an interest. This development is located near 
the Yosemite High School area and will be the subject of a new county 
water district. Both Hydraulic and Finance recommend that steps be 
taken to make this subdivision a part of the Hillview system by way 
of a main extension agreement. 
Findings of Fact 

1. By D.91S60 dated April 15, 1979 in A.588l6, Hillview was 
authorized to enter into a long-term SDWBA loan with DWR for $442,797 
and to add a surcharge to water rates to repay the principal and 
interest on such loan. 

2. On October 10, 1980 Hillview informed Dw.R that because of 
increased costs in materials and labor it would be necessary to borrow 
an additional $132,000 to complete the projects authorized by D.91S60. 

3. On October 10, 1980 DWR authorized the additional loan, 
but DRS has indicated that the loan should be made subject to the 
condition that a new source of supply be developed in the range of 
200-300 gpm near the site of the proposed storage tank in the vicinity 
of the Yosemite High School. 

4. Except for $50.34 all of the funds from the original SDWBA 
loan for $442,797 have been expended and the improvements approved by 
D.91S60 have not been completed • 
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S. Hillview usee SDWBA funds to pay the total cost of <l 12" 
line connecting the Sunnydale and Roy~l Oaks Systems instead of 
using Hillview funds to pay the cost difference over and above the 
cost: of an S" line as required by D.91S60. 

6. Hillvi~ used SDWBA funds to purchase an additional 
S ,260 feet of 12" main. 

7. Hillview used SD~~A funds to pay interest on prior loans 
taken by Hillview's president to do work on the system. 

8. Hillview has engaged the Golden Oak &Ink in O.:lkhurst as 
its fiscal agent, but has f~iled to enter into an agreement with 
the bank on how the surcharge bal~~cing and reserve accounts 
required by D.91560 are to be handled. 

9. As of October 20, 1981 Hillview had $33,364 on deposit 
with the Golden Oak BOlnk to cover surch.:lrge collectIons and $1,300 
in surcharges were on file with this Corernission . 

10. Hillview f.:liled to maintain adequate records of SDw~ 
expenditures and failed to maintain other records in accordance / 
with the Commission's prescribed ~niform System of Accounts. 

11. D~~ failed to maintain adequate control over the funds 
paid out and failed to finalize: a fiscal agent agreement toat would 
h.:lve: given it control over the surcharge revenues collected. 

12. Although Hillview extended service to the Junction area 
on reliance of its Advice Letter 5 filing ~?d the Co~ssion's lc~ter 
of response, it failed to seek and receive for~~l Commission approval 
as required by D.78170 in A.S2239. 

13. The 12" line, water supply, and storage facilities to be 
completed in the Yosemite High School area co~ld benefit properties 
which are 

14. 
interest 

now outside the service area of Hillview. 
The record contains no evidence deoonstrating a conflict of 
beewccn Hillview and .:lny other party. 
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Conclusions of taw 
1. Hydraulic should prep~re ~n engineering study of the work 

completed under D.91S60 and upon its completion, Fin~ncc should 
prepare an audit report. 

2. Hillview should adopt the double-entry accounting method 
along with a work order system. The ~ccounting should be in 
accord~nce with the Uniform System of Accounts prescribed for water 
companies by the C?UC. 

3. The surcharge collected from the custo~crs for SDWBA 
repayment should be administered in the ~nncr prescribed 
by D.9l560.and D'IIR. cont-rac,: E.5101J.... Accordingly, Hillvie ..... 

should: 
a. Y~intain ~ balancing account for each system. 
b. Execute an agrec:ment with Golden Oal< 3a!1k .')5 

its ~iscal agent, have it approved by DWR, 
and send a copy to the CO~T.ission. 

c. Deposit all surcharges collected each ~onth 
with the fiscal agent and refrain from using 
any of such money for operating expcnscs, 
plant construction, or for personal ?urposcs. 

d. I~edi~tely transfer the $33,364 on deposit 
with the Golden Oak 3~~K ~o ~hc snecial 
account for surcharge COllections'. 

c. On or before Y~rch 31, 1982, and ann~lly 
after, provide the Co~~ission with all 
infor~tion necessary to determine whether 
SD~~A loan surcharges should be ~djusted. 

4. Hillview shoulo file ~ request for ~uthority to ~ccept 
contributions in aid of construction fro~ the devclo~crs in the . 
Junction area and from the developer of the J3~ison Trac:. 

5. Hillview should co~?ile ~ realistic list of ?otenti~l 
customers ~lons the proposed 12" line to Yosemite High School and 
investigate the possibility of connec:ing the Pierce ~kc Subdivision • 
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6. Hillview should explore the possibility of providing ~~tcr 
service to the three developments ~nd the hospit~l in the Junction 
arc~. 

7. Hillview should determine fro~ D~~ ~hether it properly 
used SDWBA funds for: 

.:l. Pipe used to eYotend service to the Ja~ison 
'n:act. 

b. ripe currently held in invcntory but not 
earmarked for SDWBD-approved projects. 

c. Interest paid by L. Forrester on personal 
lO.:1ns. 

d. Oversizing.:1n 8" ~in. 
c. Expenditures which l~ck adequate document~ry 

support. 
8. Hillview with the cooper~tion of the Co~ission's 

Policy Dnc Pl~~ning DiviSion, shoul~ immedi~telJ mee~ ~d~h the 

• directors of District 22C and other interested county officials to 
resolve questions of overla~ping service areas .:1nd possible oupliea
tion of facilities. 

• 

9. Hillview should not ~~ke any further extensions of service 
without a for~l order of the Co~ission until: 

.:1. All issues relating to qucstionnble 
SDWBA loan expenditures b~vc been 
::csolvcd. 

b. Questions of overlap of service 
areas .;lnd f.:lcilitics with Dist'ric: 22C 
have been settled. 

c. An overall plan has been ?rcpared that 
identifies the rc~~indcr of the ?lant 
items to be constructe~, the cost of 
c~ch, and the manner in which the 
construction will be finonccd. 

d. An adequate accounting ,and work o=dcr 
system h~s been instaLlccl • 
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10. Hillview should place funds representing expenditures 
disallowed by DWR in a separate bank account to be used for the 
purpose of completing SDWBA projects only. 

11. Upon receipt of a copy of the agreement between Hillview 
and its fiscal agent the Executive Director should deposit all of 
the funds relating to this matter and held by thc Co~ission in the 
special account for surcharge collections. 

12. An interim order should be issued and this m3tter 
continued to a time and place to be set. 

INTERI:.! ORDER 

IT IS ORDERED that: 
1. The Co~~ission's Hycroulic Branch shall prepdr~ 3n e~gineering 

study of the work thot has been done under the provisions of D.91560 
and upon its com?letion, Co~ssion's Revenue Requiremcn~s Division 
shall condu~t an audit re?ort of such ~or%. 

2. Within 60 days after the effective date of thiz order 
Hillview :-later Co:npa.-1y, L"'lc. (Hillview) shall co:nply '..:ith the .!olJ.owing 
provisions and shall file a writtcn rc?ort setting forth the action 
taken and the results in addition to filing the docu~ents and 
information specified: 

3. Adopt the double-entry accounting method in 
accordance with its uniform System of 
Accounts prescribed for water companies and 
an appropriate work order sys:em. 

b. Administer the Safe Drinking ~~ter Bond Act 
(SDWBA) surch~rges collected for rcp~yment 
in ~ccor~nce with the ?rovisions of D.91S60 
and Department of Wa:e~ Resources (Dw~) 
contract E.5l014 and more specifically by: 
(1) Maint~ining a balancing account 

for c~ch of its water systems . 
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(2) 

(3) 

providing ~n executed copy 
of the fiscal agent ~grccmcnt 
with Golden O~k B~nk to this 
Commission and DWR. 
Depositing all monthly sur
ch~rgcs collected with the 
fisc~l agent and refr~in from 
using such funds for any 
purpose except for payment on 
the SDWBA loan. 

(4) Transferring $33,364 on 
deposit with the Golden Oak 
Bank and ~ny amounts since 
acquired in such accounts to 
the special account for 
surcharge collections. 

c. File 3 request for authority to accept contri
butions in aid of construction from the 
developers in the Junction ~rc.l ond from the 
developers of the Jamison Tract • 

d. In cooperation with Commission's Policy 
~nd Pl~~ning Division ~eet v~~h th~ 
directors of District 22C .lnd other 
interested county officials to resolve 
questions of overlapping service areas and 
possible duplications of facilities. 

e. 

f. 

g. 

Provide a re~listic list of potenti~l customers 
~long the proposed 12" line to Yosemite High 
School and investig~te the possibility of 
connecting the Pierce Lake Subdivision. 
Determine the possibility of providing service 
to the three developments and the hospital in 
the Junction area. 
Determine from Dw~ wheth~r it properly used 
SDWBA funds for: 
(1) Pip~ currently held in inventory 

but not e.lrm.lrkco for SDWBA-
3~proved projects. 

(2) Interest paid by Linton Forrester 
on person.ll loans • 
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0) 

(4) 

The addit.ion.:;.l cost. of 'the 12" 
over and ~bove the cost. o~ the 
o· pipe approved by D.91560. 
ZX~enditures which lack adecuatc . . 
doc~~entary support. 

h. Place !~nds rcpresentine expencit.urez disallowed 
by DWR in a special account. for t.hc purpose of 
completing S"JVBA projects on 11· 

i. 

j. 

?re~are and file ~~ overall ~lan t.hat identifies 
the're~ainder of the ~lont i~e~$ to be const~cted, 
the cost o~ each, a~d·the m~~~er in which the 
construction will be financed. 
A.."'lalyze all SD~'13A expcnc.i t::..:res ";.0 <i.:l";.~ and ident.ify 
the tot~l charges Assi~n:;bl~ to ea.ch of thl::: five 
wat-er systems. 
A copy of this com?linnc~ filine sholl be served 
by mail on all parties to this procccdine· 

3. Hillview shall not rnak~ any further ext~n5ions of service 
without formal order of the Co~~ission until: 

a. All issues rel,3.ting to questionable S'Y,f:3A loa.~ 
expenditures have oeen resolv~d. 

b. I~estions of the overla~ 0:"" s~rvic~ are.'3S 
~~d facilitiez with Dis~rict 22C have been 
detcr:nin~d. 

c. ~~ 3dequ~tc ~ccountinz anc wor% order sy5~e~ 
has been inztDllcd. 

:i ..... on .... ec··' ",,
"'l" .. O::J..!" '" Hillview 

~~d its fiscal agent the Exec~tive Director cho:l deposit all zurcharee 
funds relating to t.his proceeding, presentl'y held or recei vee. late::-
by the Co~~ission, in the special account for surcharge collections. 

5. 3ased upon the engineerine ztudy and oudit re?or~ required 
by Ordering Paragraph 1, as well as ~he r~port to be filed by Hillview 
as required by Orc!erin3 Paragraph 2, the staff sh~ll, within 90 days 
after the effective date of thiS order, prepare a ~ew staff re~or~ 
containing appropriat.e fincin~s and rcco~~endations. ~hen completed, 
copies shall be served upon all ?arties of record to this proceeding • 
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6. Further hearing in this proceeding will be held at a time 
and place to be set. 

This order becomes effective 30 days from today. 
Dated tiAN 2,1'&2 ) at San FranciscQ, California .. 

:';;Ci-iMU') 1) Cl<Av}';LL.E 
Lfo;O~t.nD M CRiMES, J,tt 
VlC'TOR CALVO 
P1USC1LLA C. CREvv 

Comrn~onm 

.Commissioner John E .. Bryson 
~resent but not participating .. 


