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.,61Jil Decision No. 91339 fEB 1"31980 

BEFORE THE PUBLIC UTn.ITIES COMMISSION OF THE STATE OF CALIFORNIA 

Application of LAGUNA RILLS ) 
SANITATION ~ INC. for authorization ) 
to incur an indebtedness of ) 
$1~400~OOO and to service such ) 
indebtedness through a surcharge ) 
resulting iu an increase in ) 
Applicant's rates and charges for ) 
sewer service. ~ 

Application No. 59033 
(Filed July 30 ~ 1979; 

amended November 16, 1979) 

Graham. & .James~ by Thomas J. MaCBride, .:rr., 
Attorney at Law~ for appI1cant. 

Martin E. Whelan, J'r. ~ Attorney at Law ~ 
for PrOfessional COmmunity Management, 
Mutual Housing Corporations Inside 
Leisure World, and Golden Rain 
Foundatiou~ interested parties. 

Grant E. Tanner, Attorney at Law~ for 
the commission staff. 

OPINION ... - .... ---... ..... --. 
By this application~ as filed on .July 30~ 1979~ 

applicant Laguna Rills Sanitation, Inc. sought this Commission's 
authority to incur an indebtedness of $1)400~OOO and to service 
that indebtedness through a surcharge resultiDg in an increase 
in applicant's rates and charges for sewer service. The 
proposed f:tna:ociug is to be obtained through the California 
Pollution Control Financing Authority (Authority), a state 
agency. 'Under the terms of the california Pollution Control 
Finane tog Act, applicant would sell bonds through the Authority. 
:rhe interest on those bonds is tax-free. The proceeds will 
provide the funds :ro~ -repair ,~d 1lpgrading of' the sewage 
treatment plant required to meet e:rnuent quality standards. 
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On November 16, 1979 ~ A.59033 was amended to increase 
the amount of indebtedness for which authorization is sought t~ 
$1,800,000. The amendment des~r1bed the factors resulting in 
the requirement for an increased amount of indebtedness and, 
further, requested that the amended principal amount of indebt­
edness be further adjusted upward to reflect inflation from 
November 1979 to a period three to four months following the 
issuance of a decision in A.S9033. Included in the $1~800,OOO 
is a provision for contingencies to assure that the final 
project will provide adequate treatment at 4.0 mgd. 

'Xhree days. of hearing in this matter were held before 
Admi'Oistrative Law Judge Main on November 27-29, 1979. Con­
current opening briefs were filed December 7, 1979; concurrent 
reply briefs were filed December 14, 1979. !be parties were 
in general agreement that the faci11ties which applicant seeks 
to upgrade with the proceeds of the bond iss\lallce were, . in 
fact, needed. 

The parties were also in agreement that a special account 
(.Dedicated Fund Account) should be maintained by a trustee to 
service the debt created by the bond issuance. A corresponding 
balancing account (Separate SUrcharge Balancing Account) would 
be maintained by applicant. The parties further agreed' that 
applicant should be permitted to establish a surcharge on its 
existing rates and that the revenue generated from that surcharge 
should be placed into the Dedicated Fund Account. Further, all 
parties agreed that certain of the bond proceeds would be 
invested by the trustee at interest (taking, care to avoid 

violation of any arbitrage laws) and that the income from those 
investments should be placed into the Dedicated Fund- Account 
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~o reduce the amount of revenues required frot::! the surcharge 
on applicant's r.3.tes. (Annu.1ll .3.djustments to the surcharge 
will assure an adequate flow of revenues into the account.) 
The parties further agreed that disbursements of funds from. 
the Dedieated Fund Account by the trustee would be solely to 
service the debt financed tb:ough the Authority and t~ 
compensate the trustee for administration fees. The parties 
also agreed that any pl.3.nt purchased with the proceeds of. the 
bond sale should be excluded from applicantts rate base. 
Finally:) the parties agreed that any Commission order granting. 
the author,ity sought should direct appl icant to take' steps to 

insure that no acceleration of the payment schedule or'interest rate 
o£ applican,t·s presently existing bonc.swoulc. occur. 

The parties were in general agreement: that all tax 
ben~fits derived by applicant by virtue of the proposed 
project should be passed 0'0. to applicant's ratepayers. How­
ever:) disagreement arose as to the best manner in which to 
pass those benefits on to applicant's ratepayers. 

At the conclusion of the hearing:) the following: 
issues ret::IMined unresolved by~ the applicant, the: staff" and 
the interested parties: 

1. The Inan:ler in which. to best pass on the 
tax benefits of investment tax credit to 
applicant's ratepayers; 

2. The manner in which to best pass on the 
tax benefi~s of aceeler~ted depreciation 
and interest deductions to applicant"s 
ratepayers ;. 

3.· The manner in which overhead expenses,; 
incurred by ~?plicant as a result of this 
?roject~ should be treated in sub-sequent 
rate proceedings; 

4. The proper disposal' of any bond proceeds which are 
not required to complete the proposed ,project; and 
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5. The employment of customer connection fees, 
presently held in a separate account by applicant. 

In their brief "interested parties reQuest that applicant 
be ?revent:ed from p~ying dividends until the building 'P"%'ogr.am for 

'Which loan funds are sought is substantially completed and a 
determination can be made 'Whether. additional funds in excess of 
those provided by the loan are needee to complete the ?roject and 
until an additional three-ye:tr building. program is com'P"leted .. 
They argue that it is the ducy of applicant to supply ,such 

additional funds ~ th.'lt earnings should be earmarked for reinvestment 
r.:lther than to be dissipated in the form of dividends, and,that 
1'crhaps earnings "should be app-lied retrospectively to. the within 
project" • 

Neither 'their arguments nor the evidentiary record 
persuades us that such a :-est.raint is appropriate. The int.erested 
parties regard a surcharge as an excraordina...-y i::lposi tion on the 
ratepayers but do so without examining the- benefits t.o· the 
rat.epayers of the surcharge proposal. A portion of applic~~t's 
:-cply briefy which aptly point.s 'Chis out. y follows: 

"c.:m the interested party demonstrate that the' 
proposed surcharge is not, in fact the absolute' 
leas~ c~s-:ly tlethod for the ratepayer? If the' 
Co~ss~on adopts the interested parties' 
suggestion that it reserve jurisdiction t~ 
'require that: Applicant apply funds in the 
future to reduce the oU'tstanci'ing bonded 
indebtedness so as to reduce the surcharge r 

does the ratepayer benefit? Does the r~te! 
p~yer benefit by accelerating 97. finanCing 
by either~ (1) placing it in the capital 
strt:~ture as increased equity which will 
=equ~e a return undoubtedly higher than 97. 
or (2) by diverting subsequent connection 
fee payments from usage in favor of the 
future ratepayers to which they are properly 
allo~ated. The 'brief of tre inte::ested parties 
proVl.des no answer to, these compelling , 
questions. fI " 
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Tax Benefits . 
!he tax benefits that will accrue to applicant from 

this project: are the investment: tax credit and interest and 

accelerated depreciation deductions. As all parties to this 
proceedi~ recognized. these ~~ benefits should be passed 
on to applicant's ratepayers. In determining how best to 
bring about this end, however, two sometilDes competing 
considerations .are at play. First, it is important that 
the tax benefits be passed on to ap~licantrs ratepayers in 
the most equit.a.b-le manne1: possible. Secondly" the medium 
by which those benefits are passed on should- be one that may 

be em~loyed in a practical maDDer. 

Investment Tax Credit (ITe) 

From this project an !XC substantially in excess of 
$100,000 will accrue to applicant. The Commission staff bas 
recommended that this tax benefit should be invested in high 

grade securities. Under the staff t s proposal, both ~ interest 

income and the drawdown on the principal from the investments would 
flow into the Dedicated :F'lmd Accoant and reduce the amount 
of revenues required from a su:cba:rge on applicant's rates. 
The ITC benefits would be spread in this way to applicant's 
ratepayers over the life of the facUity, and applicant's 
shareholders are to realize none of these benefits. 

The staff has also recommended t:hat a B imilar 
treatment be accorded the tax effects of interest and 

accelerated depreciation deductions ascribable to the project. 
The ItC. however, is .au outright tax savings. which in all 
likelihood would be realized in only two or three years ~ ,In 
contrast the apparent tax benefits of accelerated depreciation 
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and interest deductions iu the early years of the loan will 
be offse~ by the reduced availability of those deductions in 
the later years of the loan. 

From the standpoint of the scheduling of itXV'estments 
by the trustee of the Dedicated Fund Account, applicant perceives 
no undue hardship in that scheduling for the ITC benefits, 
espec:tally if there i.s no semiannual drawdown of principal, 
but that does not hold true for scheduling the itXV'est.ment of 
the tax benefits of interest and accelerated depreciation 
deductions. Such scheduling would require variable investments 

and returns over the 20-year period of the loan, and failure to 
precisely ttme those investments could result in either a 
windfall or a shortfall to applicant. Clearly, a trustee 
would not be expected to welcome this responsibility. 

Applicant recommends that the Comoission adop~ the 
staf£'s proposed t.reat:lent of ITC benefits. The'interes.ted 
parties disagree. They recommend that the benefits of investment 

tax credit be taken by applicant as soon as possible and placed 
in a separate tax benefit balanciDg account along with other tax 
benefits derived from the construction of the proposed project. 
Under the proposal of the interested parties: 

tt ••• in the subsequent year. pursuant to Advice 
tetter, the general rates would be decreased 
by that across the board percentage which 
would use up the balance of tax dollar bene­
fits in the balancing account as of the first 
of that year." (Exhibit 10) 

Under this proposal, the full benefits of imrestment 
tax credit would be immediately passed on to. api>licant's rate­
payers durl.tJg the year following the year in which those benefits 

were reflected in applicant's tax liability. 
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Applicant and the staff argue that it would be =.fair 

to deny to those ratepayers who become customers of applicant 

after the initial years of the loan have been completed the 
tax benefits of a project which they are nonetheless required 
to finallee through the surcharge on applicant's rates. The 
interested parties attempt to justify this inequity by noting 

that there will be an increased number of cus-tomers during. the 

later years of the loan and that the dollar is likely to: be 

woreh much less than it is at the present time. Neither of 

these arguments~ however ~ refute the simple fact that the 

total revenue required during the years following the initial 
years of the loan will be greater under the interes-ted parties' 
proposal than it will under the proposal suggeGted by applicant 
aud the staff. : Whatever number of customers are in existence 

after those initial years of the loan~ they will ~ uudisputably. 

be paying higher rates under the proposal of the interested 
parties than they will under the proposal of the applicant 
and the staff. 

With respect to those initial years~ incongruous as 

it may seem. applicant's total rates should be lower with'the 

project than without it.'l'hat. will hold true even if the rrc 
is excluded from immediate pass through of tax benefits to 
the ratepayer <i .. e .. ~ limiting the immediate pass. through to 
the interest and accelerated depreciation deductions). 

Equitable considerations,. the absence of practical 
problems. and the eDhancemeut of the marketability of the 

bonds cause us to adopt the proposal to invest rIC benefits, 
essentially in the same way as is contemplated for the debt 

serviee reserve~ in high gra.de securities. The interest, earned . 
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thereon will be used to reduce the tariff surcharge for debt 
service.. In the last year or two- of the loa.n~ the amoants of 
pr:i.llCipal representing the debt: service reserve and the rrc 
benefits will be applied to offset applicant's remaining debt 
obligation and phase out the surcharge.. In this ma:cner ~ the 

benefits of the investment tax credit will be conferred upon 

all ratepayers who contribute to the financ::ing of the project 
duri-og most of its useful life .. 

Accelerated Depreciation and Interest 
In his study (Exhibit 8) the staff witness had, 

recommended that the tax benefits and detriments of accelerated 
depreCiation and interest deductions be passed on to the rate­

payer as part of a determination of the level of applicant ' s 
regular rates in general rate proceed1Dgs.. At .the hear:£.-og he 

changed that recommendation to' one iuwhich the treatment of 

the tax effects of those deductions would essentially parallel 
his recommended treatment of the benefits from the Il'C. lH.s 

recommended treatment of the be1lefits from ITC~ it should be 
uoted~ differed £rom our adopted treatment set out hereinabove .. 

The adopted treatment differed in that ~ consistent with the 
investment -plan for the debt service reserve ~ there will be no 
prOvision for sem.1a:mual drawdown on the principal t~ 
reduce the surcharge revenue requirement .. 

Under his proposal the amount available for investment 
would essentially be the amount of deductions available for 
interest and depreciation generated by the project~ in excess 
of additional gross income realized from s~charge and interest 
revenues (i.e.~ income on investments). Iu the latter years 
of the loan~ the amount of deductions for interest and depre­
ciation related to the project would fall short of the addi­
tional gross income derived from surcharge revenue . .and' 
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iuterest revenues. Therefore, applicaut would incur additional 

tax liability during those years. Under the s.taff proposal. 

the bond interest and principal would be available to the 

applicant, during those latter years. to make applicant whole 
with respect to that additional tax liability. 

As noted iu the discussion of investment tax credit 
the interested parties recommend that the dollar benefits of 
accelerated depreciation and interest be placed immediately 

in a tax benefits balancing account (which they propose) and 
thereupon used to reduce applicant's general rates. Applicant 

urges. as tbe staff originally' recol1lllended. -that deductions 

for interest and accelerated depreciation be ac~ounted for in 
its next general rate proceeding. 

The pro~ o~ the interested parties. and applicant's 
proposal eoth c;'early bene~ t ratepayers <iUl"iDg the early 
years of the loan at the expense of those on the system 
durill8 the latter years. The staff proposal commendably 

spreads the tax benefit over the life of the loan. However. 
from a practical standpoint. it has substantial drawbacks. 

It remains unclear how the staff investment scheme 
would be structured so that the required amount of prinCipal 

.and interest would be available to. applicant during the latter 

years of the loau to be applied to applicant's tax liabilities. 
Moreover. the complexity of the required investment scheme. 

in eomparison to the rather simple. procedures recoDlDended for 

investing the benefits of investment tax credit. is not likely 

to be viewed, as stated earlier. as desirable by the trustee 
admWster1ng the Dedicated _ Fund Aceount. Any 1ncr~ased 

-9-



• • A.S9033 ems 

administration fee which results from the adoption of this 
complex investment scheme would be expected to be passed on 
to· applicant's ratepayers through the surcharge. Because of 
these drawbacks we will not adopt the staff's r~commen~tion. 

The interested parties oppose applicant's recom­
mendation under, which the apparent tax benefits would be 

. accounted for in the next general rate proceeding. They 
assert that it is uncertain when and if applicant t s next 
getJeral rate application will be filed. Although applicant 
has indicated it intends to file such an application during 
the first or second quarter of 1980~ applicant offers the 
following suggestion to ensure that the tax benefits in 
question will be passed on to the ratepayer: 

"The COlXII:Dission may simply provide through its 
order in the instant proceeding that, in the 
event that Applicant incurs tax benefits as a 
result of the accelerated depreciation and 
interest deductions during a year prior to 
the test year employed in Applicant's next 
general rate proceeding, that Applicant be 
reqaired to file an advice letter temJ;>Orarily 
reducing the rates to offset those tax benefits. 
For purposes of this suggestion, the year in 
which tax benefits are incurred shall be deemed 
to be the year in which a tax return taking 
advantage of those benefits is filed. This 
will achieve the result sought by the inter~ 
ested parties without the necessity of . 
establishing another balancillg account." 
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To better etlS1lre that the 1980 tax benefits from' 
this project now through to the ratepayer. in the event a 
1981 test year is used in applicant's next general rate case, 
applicant's above suggestion needs to be modified in pertinent 

part as follows: the year in which the tax benefits are deemed 
to be incurred is the year for which a tax return taking 
advantage of those benefits is filed. 

Iu summary:. practical problems militate against the 
staff proposal i7hich is probably more equitable than the other 
proposal~ • These particular tax benefits can be passed on to 
the ratepayer satisfactorily, without introducing. another 
balaucing account as proposed by the interested parties. if 
we modify in the maDller indicated the above-quoted course 
suggested by applicant. We adopt that modi£:£.ed course and 

our order herein will so provide. 
Overhead 

In order to hold down the total amount of debt 
required. applicant did not include as part of the project's 
estimated cost an allowacce for applicant's internal overhead 
costs wbich would be incurred for the project. Moreover,. 
applicant is DOW of the opinion that the Authority would not 
a.pprove including that overhead in the project t s cost and the 
other parties to this proc:eed:£.ng seem to concur in that view •. 

In the absence of bond funds to cover that cost,. 
applicant proposed that the internal overhead which would have 
been allocated to the proposed project be allocated t<> other 
projects. The staff opposes such an allocation of overhead: 
to other projects. Rather~ the staff would prefer to see 
contributed capital provide funds for the overhead allocable 
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to the project. In that regard the staff cited Exhibit S. 
which tentatively indicates that applicant presently has 

approximately $100,000 of such funds in connection fees 
allocable to treatment plant improvement. Under the staff 
proposal, the overhead for this project could be capitalized 
in the customary fashion. However, since the funds would 
come from connection fees, which are deducted from rate base, 
the overhead would not become a part of rate base. The 
interested parties take the position that neither the amount 
of overhead, if any, to be allowed nor the source of funds 
for it need be det~ined iu this proceeding. 

At this time we will provide ltmited guidance. 
First, the overhead allowance must be reasonable. Secondly, 
if there is an excess of bond proe~eds the excess, if permitted 
by the Authority, should be used for overhead on the project. 
Thirdly, the staff recommendation to use connection fees for 
this purpose is valid at least to the extent that those fees 
are in fact allocable to treatment plant tmprovement. 
Fourthly, applicant's internally generated funds can, of course, 
ce used tor this purpose. Only in the latter case should the 
overhead capitalized be included in rate base. 
Use of Excess Bond Proceeds 

Applicant recommends using excess bond proceeds. 
if any it to fund improvements to its sewage system which would 
be additional to those proposed in the application. Applicant 
argues that tax-free financing i-s a most desirable commodity. 
that the low interest rate made ;x>ssible by, that tax-free 
financing greatly benefits applican~ and its ratepayers, and 
that, therefore:t the Coumission should authorize applicant to 
expend,. subject to- the approval of the Authority, any excess 
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funds on additional improvements to applicant's plant. As 

alternatives applicant made mention of either iavestiug the 
excess proceeds~ the additional revenues from which would 
reduce the surcharge~ or simply using the excess proceeds 
to redeem the bonds wnichwould reduce the total debt. 

The staff recommends "tha't no disposition of such 
excess be attempted in these proceedings ~ since no excess 
presently exists or could even be caleula'te<i. It: should be 

pointed out ~ however, that use of any excess' proceeds should 
first be approved by the California Pollution Control 
Authority to determine conformity of the proposed additional 
:improvements with Section 44532 of the Health and Safety Code. 
Furthermore, such disposition of excess proceeds would also 
require a finding under Sections 8l6~ 817 and 8'>1 of the 
Public Utilities Code that such additional improvements 
constitute a permitted use under that Code. Control of 
admiuistration of the loan by Applicant's trustee should 
ensure disposition of, any excess funds in conformity with 
the requirements of both this Commission and the California 
Pollution Control Authority _ 'Whether a hearing" as requested 
by the Interested Party would be required' to, make this finding 
is a matter which should be deferred until Applicant actually 
requests disposition of a:ny excess funds. ft It is the 
interested parties' position that any excess loan, proceeds 
should be used to payoff some of the bonds then outstanding. 
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If there are excess bond, proceeds, our order herein 
will provide that applicant may, subject to obtaiuing any 
necessary approval from the Authority, apply all en: part of 
the excess toward a reasonable amount of project overheads. 
In all other respects the disposition of any excess bond 
proceeds will require a further order of the Commission. 
Use of Connection Fee Funds 

Both applicant: and staff recommended that connection 
fee funds presently held by applicant not be employed to reduce 
the amount of required bond financing for the proposed project 
which is to provide adequate treatment at 4.0 =gel. The connec­
tion fees presently held by applicant are needed to fund the 
construction of treatment capacity beyond the 4.0 mgd~ and 
applicant bas consistently used connection fees for sewage 
plaut expansion. 

!he interested parties recommend that applicant 
be ordered to use connection fee funds 1£ the bond proceeds 
prove to be insufficient to complete the proposed plant 
improvemeut,s or any sequential improvements. which may be 

necessary to bring the plan into compliance with federal and 
state standards. The interested parties further recommeud 
that the Commission reserve the 'option to require ap~licant 
to apply connection fees or tcternally generated funds to 
redeem or repurchase bonds at issue in this proceedi.ng to 
reduee the outstanding bond indebtedness. 

In addressing earlier :tn this decision the dividend 
restriction proposed by the interested parties ~ we cOll:lDented tha1; 

interested parties regard a surcharge as an extra.ordinary im])o$i tion 
on the ratepayer without examining the benefits. to the rate-· 
payers of thi.~ surcharge proposal. Their advocating applicant's 
beixlg reqaired. to redeem or repurchase the bonds iss1miJ arly. 
flawed,. 
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It seems cle~ for the present at least. that 
applicant should use c01lllection. fees for sewage plant 

expansion. Accordingly. we will not enter the order 
recommended by the interested parties. 
Project Cost Estimates 

The followi~ tabulation develops the overall 
est~ted project cost of $1.37 million including a debt. 
service reserve and financing costs: 

Construction Costs: 
Headworks 
Automatic Fine, Screeuing) 
Aeration Basin ) 
Clarification Basin 

Yard PipiDg 

Electrical & Instrumentation 
Inflation Allowance: Aug.-Nov .. '19 

Dec: .-May '80 
Contingencies 

Engineering 

Application Fee - CPCFA 
Small :8usiness Administration Fee 
Debt Service Reserve 
Legal, Printing Costs, UnderwrititJg 

Fee & Other 

Total Estimated Project Cost 
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$ 33.000· 

355.700' 

518,500 
14.000 

150.000 
58.000 
77.600 

158,800 
$1.370.600, 

. 97~OOO 

5.000. 
50,600 

191,200 

l4S,400 

$1 2865'2800 
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Contract between Authority and Applicant 
Ou August 2S~ 1979 the Authority adopted an initial 

commitment resolution which in part provided: 

"Section 1. The Authority will i.'I:;sue, at one 
time or from time to time, an aggregate of 
$17400z000.00 principal amount of bonds of 
the Author4ty for the Facilities. 

"Section 2. The bonds will be payable solely 
from the revenues to be received by the 
Authority pursuant to a lease or sales agree­
ment or other agreement to be entered into 
between the Authority and the Company in 
connection with the Facilities. ••• 

"Section 3. The bonds shall be issued subject 
to the conditions that (i) the Authority and 
the Company shall have first agreed to mutually 
acceptable terms for the bonds and of the sale 
and delivery thereof, and mutually acceptable 
terms and conditions of the lease, sales or 
other agreement for the Facilities, ••• It 

We gather from the testimony of applicant's vice­
president taken in conjunction with the testimony of the 
witness from E. F. Hutton & Co., that the above cited 
tf ••• agreement for the Facilities" will be for a larger bond 

issue (i.e., increased from $1.4 million to $1.8+ million if 
authorized by the Authority and this Commission), will reflect 
the Authority acting as a conduit for the sale of the bonds 
by applicant as a borrower, will incorporate many or most of 
the terms of a typical trust indenture, and will not be 

drafted until shortly before the bond issuauce .. 
Our order herein will require the trustee, for the 

Dedicated Fund Account to be maintained to $ervice the debt 
created by the bond issuance, to be instructed through 
provisions made either a part of the eontrac~ between the 
~ority and applicant o~ of some other appropriate document~ 
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that all funds, including those from, ITC benefits,' placed in 
the Dedicated Fund Account ~ and all earnings thereon. are 
unalterably dedicated to the debt service. Ultimately should 
funds be left over (i.e., after the retirement of 411 of the 
bonds), the instructive provisions must also provide for the 
refund of the overage to applicant's or its successor's 

customers. Our order herein will also require applicant to 
file with the! COtllmission, within 10 days after it is entered 
into, one copy of the contract between the Authority and 
applicant and, if not part of that contract, one copy of 
the applicable bond covenants and trust indenture as. soon 
as available. 

Balaucing Account and Surcharge Computation 
As a counterpart to the Dedicated Fund Account, 

applicant will be required to establish and maintain a 
Separate Surcharge Balancing Account which shall include 
all billed surcharge revenue and which shall be reduced by 
payments to the trustee for inclusion in the DedicatedFtmd 
Accotl'D.t. The. surcharge revenue should equal debt service 
minus any earnings on tavested funds held in the Dedicated 
Fund Account plus trustee charges, until such time as the 
held funds can meet the remaining debt service obligation .. 
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The appropriate surcharge rate design is a uniform 
percentage increase (i.e.> the existing. rates under each· 

schedule multiplied by a properly determined uniform percentage 
yields the a.pplica.ble surcharges). The uuiform percentage 
increase is determinable from basic data under the format 
shown below. 

For Calendar Year -----
(1) Revenue Required from Surcharge 

Dedicated Fund Account: 
Debt Service 
Trustee Charges 

~ (-------) 
Subtotal 

Separate Surcharge 'Ba.lancitlg Accouut: 
OVer-c:ollect1on ( . ) 
Under-collection -----

Total Revenue Required from Surcharge ____ _ 

(2) Est. Revenue at Existing Rates 

(3) Uniform Percent Inc:re.ase 

-at- X 1001.- -----
Applicant will be required to file a tariff 

provision incorporating substantively the above procedure 
for computing the surcbarge. 
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Fi.ndings 

1. There is an urgent need to upgrade the applicant· s 

treatment plant. 
2. The improvement project is estimated to cost 

$1~870~OOO including financing costs and a debt service 
reserve. 

3. The proposed financing through the Authority 

provides relatively low-cost capital for the needed improve­
ments and is a prudent means of acquiring the needed funds. 

4. Applicant should be authorized to ;ncur an 
indebtedness of $-1~S.70~OOO for a period of 20 years at the 
applicable market interest rate and to issue such evidence 
of that indebtedness and encumber such property as is 
required by the Authority or the ultimate lender. However. 
applicant must take steps to ensure •• ,that neither a shortening 
of the term of applieant~s presently existing bonds nor an 
inC%'ease in the rate of interest thereon would occur .. 

5 .. a. A special account (i.e.~ the Dedicated Fund Account) 

should be maintained by a trustee to service the debt created 
by the bonds issued by the Authority. 

b. Applicant· should be authorized to ,establish a 

surcharge on its existing rates and the revenue produced 
from that surcharge should be placed in the Dedicated Fund 
Account. 

c.. The debt service reserve portion of the bond proceeds 
and the tax benefits realizeo from the investment tax credits 
available from. the project can be invested ~y the trustee 
in AAA,-rated securities (taki-ag care to. avoicl violation of 

lUlyarbitrage laws) which holding is to. be vested in the 
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Dedicated Fund Account. The income from that bolding, should 
be applied to reduce the revenues requtred from the surcharge 
on applicant's rates. In the last year or two of the 2o-year 
bond term.~ the amounts of principal representing the debt 
service reserve and the Ire benefits should be applied to 
offset applicant's remaining debt obligation and phase out 
the surcharge. 

d. A Separate Surcharge Balancing Account can be 
maintained by applicant so that the surcharges may be adjusted 
to match the actual. surcharge revenue requirement. That 

requirement is the net total of the actual cost of servicing 
the loan plus the actual trustee charges less the actual 
earnings on funds invested plus (or minus) the debit (or 
credit) balance iu this surcharge balancing account. 

6.a. All of the tax benefits which accrue to applicant 
from the proposed improvement project are to be passed on to 
the ratepayer .. 

b. The tax benefits realized from the investment tax 

credits are to be placed in the Dedicated Fund Account~ 
consistent with finding 5.c.. above. 

c. The apparent tax benefits of interest and accelerated 
depr~ciation deductions are to be applied to reducing applicant's 
taxable income for r&temaking in a general rate proceeding.. In 
the event applicant incurs tax benefits as a result of the 
accelerated depreciation and interest deductions durtng a year 
prior to. the test year employed in applicant' s next general 
rate proceeding~ applicant can be required to file an advice 
letter temporarily reductng the rates to offset those tax 

benefits. For this purpose. the year in which the tax 
benefits are i'llC'Urred will be deemed to be the year for which 
a tax return taking advantage of those benefits is. filed. 
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7. In ratemaking, the utility plant constructed under 
this improvement projeet should be excluded~ to the extent 
financed by funds obtained through the Authority, from rate 
base and depreciation expense. 

8.a. The allowatlCe for overheads on this pro-j ect must 
be reasonable. 

b. If there is an excess of bond p:oceeds the excess, 
if permitted by the Authority, should be used for overhead on 
the pro-ject. 

c. To the extent the connection. fees collected, are in 
fact allocable to i::.:eatment. plant improvement. their use iu 
meeting the project overheads would represent proper 
application of such fonds. 

d. Applicant t s internally generated f\mds also- may 
properly serve in meetiug the project's overhead. 

9. Except as provided for in finding S.b., the 
disposition of excess bond proce~ds. if any. will require a 
further order of the Commission. 

10. Except as provided for in finding S.c •• applicant 
should use construction fees under present conditions only 
for sewage plant expansiou. 

ll.a. Special accounting requirements for this financing 
and a refund condition are necessary to ensure that there are 
no windfalls to applicant or its successors through the rate 
surcharges. 

b. Some guidelines for the accounting are contained in 
Exhibit 3. In due course applicant should submit its proposed 
journal entries to the Commission staff for review. 
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c. Ultimately, the over-collection, if any, as 
represented by a balance (i.e., surplus of funds) in either 
the Dedicated Fund Account or the Separate Surcharge 
BalaDCing Account or both, should be refunded to the 
customers served by applicant or its successors. 

12 .a. Tbe surcbarge %evenueshould equal debt service 
minus any e.arni:ngs on funds held in the Dedicated Fund Account 
plus trustee charges. 

b. The procedure to be followed substantively in 
computing the surcharge is set forth on page 18 of this 
decision. That procedure or its equivalent should be set 
forth in applicant's filed tariffs. 

c. The advice letter transmitting applicant's tariff 
schedttles revised- to incorporate the initial surcharges may 
be filed once applicant has entered into the anticipated contract 

with the Authority and the. coupon interest- rate on the 

bonds has been fixed or not more than 30 days prior to the 
bond issuauce, whichever is later. The effective date of 
revised schedules wi.ll be five days after the date of filing. 

d. An a:o.nual review should be made to adjust the 

sarcbarges. The annual revision date is fixed as April 1. 
The effective date of the revised surcharges shall be on the 
revision date, if the Coumissioll so authorizes, or as soOn 

thereafter as the Commission may authorize. The filing may 
be made by advice letter filed at least 30 days before the 

revision date. 

13. The debt service reserve is $197,200. Using that 

amount as the surcharge revenue requirement can provide a 
rough approximation of the relative size of the rate :tDcrease. 
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:---- ---,- --_.- -'----" ----. ---
S4used~ it yields &.19.& percent increase over 1979' test year 
adopted revenues of $l~853~400 at the D.91182 (dated January 8, 
'1980 in A.58275) authorized rates. 

14. The proposed fiuanciug is for proper purposes and 
the money, property ~ or labor to be procured or paid' for by 

the issuance of the evidence of indebtedness authorized by 

this decision is reasonably required for the purposes specified, 
which purposes are not, in whole or in part, re~o%l4bly 
chargeable to operating expenses or to income. 

15. The surcharges on existing rates which will result 
from this decision are justified and are reasonable. 
Conclusions of Law 

1. the application should be granted to the ~ent set 
forth in the followiDg. order. 

2. In keeping with the authority granted, appli.cant 
should be directed to take certain acti.ons and several 

conditions should be ~sed as indicated in the folloWing order. 
). The effective date of this order should be the d.ate 

hereof (excep~ as required by Section 1904(b) of the Pub-lic 

Utilities Code) in order tha~ the cons~ruction project involved 
herein may be started as soon .as possible. 

ORDER -------
IT IS ORDERED that: 

1. Applicant Laguna Rills Satdtation, Inc. is authorized to en~er 
into a contract with the california Pollution Control FinanCing 
Authority (Authority) to obtain f:tnancillg through the Authority 

in the principal CDOunt of $1,870,000 for a. term of twenty 

years at the applicable market interest rate and may issue 
INCh ev1de1Xes of the indebtedness to be so inc:urred .and 
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encumber such property as is required by the Authority or the 

ultimate lender. This authority is granted subject to the 

condition that it shall not result in anyway in a shortening 

of the term of applicant's presently existing. bonds or in an 
increase in the rate of interest tb.ereou. 

2. Applicant is authorized to file revised- tariff 
schedules incorporating provisions for establisbingthe initial 

rate surcharges and for revisfng the rate surcharges annually 

thereafter~ consistent with Findings 5.b. and 12 of this 
decision. The resultant ra1:e surcharge sb.a.l.l be separa1:ely 
identified on each customer's sewer bill issued by applicant. 

3. If the authority granted in Ordering Paragraphs 1 
and 2 is exerc ised: 

(a) Within ten days after applicant enters into­
the contract with the Authority. two copies 
of the executed contract shall be filed with 
the Commission; 

(b) Applicant shall service the debt created by 
the bonds issued by the Authority substantively 
in the manner prescribed in Finding 5 of this 
decision; 

(c) The disposition of excess bond proceeds. if 
any ~ shall require a further order of the 
CommisSion. except as provided for in 
Finding. S. b. of this decision; 

(d) Consistent with Fiuding 6.a. and c. of this 
decision. appliea.nt. in the event tax _ 
benefits are incurred as- -a result of the 
accelerated depreciation and interest 
deductions during. a year prior to the-~test 
year employed in applicant's next general 

. rate· proceeding~' shall forthwith fUe" by·~ 
advice letter revised rate schedules 

-temPorarily reducing the rates·' te>- offset- --.-
._th°~e. ~~penefi~_~;: ,a:~~---". __ ~_. _____ ~,_ " .. 
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(e) Applicant shall make adequate provision by 
indenture or otherwise for the refunding to 
the customers any ultimate surplus accrued 
in the Dedicated Fuud Account. be responsible 
for refun~ing or applying on behalf of 
customers any surplus accrued in the Separate 
Surcharge Bala:ocing. Account when ordered by 
the Commission:. and shall otherwise take the 
actions prescribed iu FindiDg 11 of this 
decision to assure no w1ndf~lls_to applicant 
or its successors accrue as a result of the 
rate surcharges. 

The authority granted by this order to issue an 
evidence of indebtedness and to execute a loan contract will 
become effective when applicant has paid the fee pres~ibed by 

Section 1904(b) of the Public Utilities Code, which fee· is 

$2,870. In all other respects, the effective' date of th1s 
order is the date hereof. 

Dated . 'FEB 13 798n • at San Francisco. Cali£ornia. 

+' ....... ;:.. .. ,."" ;... 
• ,. ...... • ~ • 'r 

.... ..;. , 

comcussioners 
Commissioner 'Leotwc! M. C~ Jr.., , 
'bdh~ ~y ~sc::at. 'djd 1IOt. . 
participate. ' 
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