
Decision No~ \ 88868 
BEFORE THE PUBLIC urn.rrIES COMMISSION OF nm STATE OF CALIFORNIA 

AR'I'HUR. R. BURNET'I' ~ 

Complainant, 

vs. 

SANTA CLARI'IA WATER COMPANY~ 
a corporation~ 

Defendant. 

) 
) 
) 
) 
) 
) 
) 
) 

S 
------------------------------------------~) 

Case No.. 10328. 
(F1ledMay 10. 1977) 

Arthur R .. Burnett" for hi::lself, complainant. 
~il1iat:l G. Fleckles, Attorney at Law, for 

defendant .. 
Robert M. Mann" for the Commission staff. 

Q!!N.!,.QN 
This complaint by Arthur H.. Burnett (complainant) 

against Santa Clarita Water Company (defendant) involves. the 
paymen~ of refunds utlder the Main Extension Rules. 

The compla~i'.nt alleges the existence of main extension 
agreements covering four tracts with Solemint water Company 
and six tracts with. Bouquet Canyon ~ater Company; that compla1na:l.t 
has been assigned all the right" title" and interest in said 
agreements; that defendant has assumed obligations ~der these 
agreements; that the annual refund under the prior year is due 

and payable in January of the following year; and that defendant 
has not made payment of refunds due in January 1977 .. 

Hearing was held November 21, 1977 at San Francisco
at which tfme the parties stipulated that: 
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"Defendant's attorney would prepare a stipulation 
within 30 days regarding the contraets in dispute 
and submit it to complainant's approval. After 
complainant's ap?roval~ the eontraets~ were to be 
submitted to the Commission after which an 
appropriate order would issue. ff 

The stipulation was submitted to complainant who refused 
the stipulation as prepared_ Hearing ....... as then held April 14, 1978· 
at $.au Francisco- at which time the matter was submitted. 

After the complaint was filed and before hearing was held, 
defendant paid the refunds required by the contraets. The matter 
is not moot~ however, because there still isa dispute between the 
parties over when the refunds are due and payable. As in prior 
complaints filed by complainant, complainant takes· the position 
that the refunds based on 22 percent of the annual revenues from 
services installed under main extension contracts are due and 
payable in January of the year following the year in which the 
revenues were collected. 

Defendant contends that the Main Extension Rule does 
not require. payment in January and. that a reasonable period of 
time is needed in which to close the books and calculate the 
refund due. Defendant states that it has been defendant's 
practiee to pay refunds at various t~es during the period 
April through September of each year as income permits. Further ~ 
defendant states that it is unable to pay by April 1 of the year 
follOwing c~llection due to insufficient cash flow. 

Com~lainant testified that it ~as necessary to seek 
the Commission's assistance to insure prompt payment on the 
extension contracts. Complainant stated that in a number of 
deciSions the Commission had held that refunds not paid by 
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April 1 are equivalent to' interest-free loans and therefore 
required the utility to pay interest at the rate of 7/12 
percent per month on the outstanding balance. Finally,· 
complainant stated that because ef the high cost of money 
the 7 percent annual interest authO'rized by the Commission 
in the past is insu£fic~ent as an inducement to' make timely 
payment. Complainant asked the CommissiO'n to': 

1. Increase the interest rate on delayed 
payments to' a point where it is truly 
a penalty payment,. to' perhaps 15 percent. 

2. Require the utility to' ebtain additional 
capital as it is 'lJndercapita1ization that 
has caused delayed payments in the past .. 

3. The Commission· should net entertain any 
action fer rate increases until the 
utility is current in payment of i1:S 
obligations. 

4. A utility shO'uld not be allO'wed- to' enter 
intO' further water-main extension agree
ments until it is in pO'sition to' promptly 
service the agreements already eutstanding. 

On cross-exa:n.:tnation, complainant stated that he had 
purchased all O'f the contracts at a discount and even though earning 
greater t~ 7 percent per annum he was unable t~ state the effective 
rate of interest. He alsO' stated that he could accept Ap~ill as a 
due date for refund payments if the Commissien SO' determined, but that 
after that date interest higher than 7 percent should be allowed. 

The material issues presented herein are what constitutes 
a reasonable period of time in which defendant should make refunds 
under the main extension contracts here invelved and what is a fair 
ra.te of interest beyO'nd the date found reasonable. 
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In Burnett v California Cities ~ater Company, D~83937 
dated December 30, 1974 we found' that April 1 was a reasonable, 
date by which main extension refunds should be made for the prior 
calendar year.; We see no reason or e\7'idence in this proceeding 
to alter that date. 

In Buss v California Cities Water Company" D.SS,l64 
dated November 25, 1975 we found' that main extension refunds not 
paid by April 1 of each year following collection are equivalent 
to involuntary interest-free loans to the utility. This was 
reaffirmed in Levine Brothers Investments v Mesa Crest Water 
Company, D.85949 dated June 15, 1976. This princi?le applies 
here. 

In Burnett v Park Water CampanX, D.87019 dated. March 1, 
1977 we stated: 

"In ~ our order stated, in part: 
'1. Interest ••• is payable by defendant on any 
main extension contract refunds due and not 
paid by April 1 ••• ' 

"This ordering paragraph applied to all main 
extension contracts, not only Buss's contract. 
As all main extension contracts entered into 
by Park are essentially similar, we see no 
reason not to apply the reasoning in ~ to 
Park's contracts and extend the result reached 
in this complaint to all others similarly 
situated. Therefore, we shall order Park to 
pay all main extension refunds by April 1 of 
the year follwing the calendar year in which 
revenues from the extension are collected. 

"In!=:!!, supra, we also stated (page three): 
'But without any provision for penalty in the 
event payment is not then made, there is no 
incentive to defendant to comply, .... '" 
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We r.:her. deter:ninee that interest .olt t.ne rat:e of 7/12 

percent ?er month on ::::-efunds nocpaid by April 1 of the year after 
the year of colleetion would be proper. 

While it is argued by complainant that ~ 7 percent: interest: 
r:!'te is insufficient incentive for prompt p3.y:nent, we believe t~t 
under :he eir~stanees herein it is adequAte. 

we think ::he reasoning in th~ above decisions.is equally 
~??licable r.:o the compl.olint herein. 

With respect to defendant's alle~ation th3T:Cash flow 
prevents p~yc~t by April 1 of the year following their colleetion, 
we would only rei:~r.ate what was stated in D.S7019. 

'~ile c~sh flow' problems contribute to this 
condition~ there is nothing in the record to 
justify these circum..c;unces. These refunds 
are a known and readily estfmable liability 
which the company must recognize and oeet 
with pro?cr aecounting ?ractices. 1t 

We also reject de£endanr.:'s con::cntion th.:u: inacequ.a.:e r~te I 
. I 

rel ie! f=~ this ~iss~o~ is a ?=icary cause indefencant 1 s not h3ving ! , 
tbe :'lccessary funds ,to ~~ke the refund payments 
Findings 

by th~ Ap::::-il 1 date. \ 

'T ... Com.?lainant: ow:"1S, by assignment:, ::lain extension agreements 
ass~ed by defend~nt. 

2. Defendant does not ?ay m~in extension refunds in adv~~ee. 
3. Defendant has ?<lid reftmds u:lder ~he above cont~acts· 

b<!t:Ween June and September of e.a.eh year follOWing th.e year. of 
collection of revenue. 

4. April 1 of ~he year following che year of eollect:ion 
of :oevenues is cl reasonable :ime :0 require ?ayment of refunds 
due under main extension 3greemen~s. 

-5-

\ 
I, 



C.I0328 dz " . 

5. Refunds not paid by April 1 of the year following the 
year of collection are equivalent to involuntary interest-free 
loans to d'efendant .. 

6. Interest at the rate of 7/12 percent per month on 
refunds not paid by April 1 of the year after the year of 
collection is reasonable. 

JO R D E R: ......... _--
1'1"" IS ORDERED that: 

1. When a refund is payable under the provision of 
defendant' $ Water Main Extension Rule ~ defendant shall make 
such refund in accordance with the mafn extension contract by 

April 1 of the year following the calendar year in which revenue 
derived from the extension is collected. 

2. Interest at the rate of seven-twelfths percent per month 
due on the first day of each month commencing on April 1 of each e year is payable by defendant on any main extension agreement 

refunds due and not paid by April 1 of the year following the 

calendar year :tn which revenue from the extension is collected .. 

The effective date of this order shall be thirty days 
after· the date hereof. 

Dated at Sn.n Fra.u~ ~ Ca.lifornia~ this ':314[ 
day of ___ M_.A:._Y _____ , 1978. 

commissioners' . 
Col:lm1s:;1o~r Robert BAt1novi¢h.bo1llg 

6 
llocossar11y absell't.. ~4 not· part1Cipato 

- - 1:1. tho 41SP091 t1oD. or tb.1s. proeood1l:lg. 

/" '. . 

Coc=issioncr Cl~iro T. ~¢~!ek.' ~e1~ 
neeos:a.r!:y a.~so:.t~ c,!;d. not~ti~i~te 
!.:. the e.!. s:;>os !. tio:::. -o! :th!'3 ,roeeedi:og. 


