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Decision ~o. 91855 
BEFORE ~HE PUBLIC UTILITI~S CO~~SSION OF THE STATE OF CALIFOR.~IA 

The Commission is re~ested to codify ) 
P.U.C. Resolution No. W-2393, approve ) 
the Safe Water Projects Loa: when the ) 
Depa:bent of Water R.esources subci ts ) 
the lo~~ to the P.U.C., authorize ) 
Meadowbrook to assess the owners 0: ) 
uni~proved parcels an e~itable amo~t ) 
for loan payback purposes; and revise ) 
the payback rates of 148 customers. ) 

----------------------------------, 

Application No. 59182 
(Filed October 3, 1979) 

John F. Rausch, ~o= appliea~t. 
Ernest E. Hansen, for himself., in:terest«! 

party_ 
James J. Ocrrv, A.t'torney at I.aw, x. :;. 

Purcell, and. A.rthur B. Jar:"'ett, :or the 
Co~ssion sta:: • 

n."'l'ERIX OPIN!ON 

A~plicant, Meadowbrook Wa.ter Cocpany, Znc. eMS), petitionee:!! 
for rehe~rin; 0:, in the alter~tive, :0: a su==ary ~oeifieation 0: 
Co~~ission Resolution No. W-2393 (W-2393) dated September ~, 1978 i: 
Advice Letter No. e as desc:i~d below. 

W-2393 au~orized a 113 percent rate increas~ to ~ subject 
to refund and to ter.=i~tion 0: the rate i~crease if MS did ~ot =eet 

a five-phase s~~edule for co=pletion of systec i=prove=ents as follows: 

11 A melllbcr of t1le Com:!Ussion s ta:f advisee !1B to file Qe s~jec~ 
ap~lication instead 0: ~'s letter =~est dated Septe~= l6, 
1979 (Exhibit 1). 

11 This increase .~ to ~ =ed~cee to !low th:ou;h reeucee p=oper~ 
taxes. :~ Advice I.e-:te: ~o_ 9 MB sou~ht to offset its $656 prope:-:y 
tax reduction against ~ $1,577 i~erease in purchased ~tcr co~ts. 
Resolution No. W-2S09 aut:o=ized a :et ~~ual increase ~ =~~es 0: 
$921 • 
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System Im~rovement 

Phase I 

Schedule of SYstem Imorovements 

Install approxilnate1y 900' 0: 6" ~in 

'Phase II 

Install a.pproxi=ately 1,825' of 6" m~in 

Phase III 

Install approxicately 860' 0: 6" ~in 

Phase IV 

Refurbish existing meters 

Phase V 

Install meters at re=ai~ing serviees 

Com'Oletion Date 

October 1, 1979 

April 1, 1980 

Dec~r 1, 1980 

July 1, 1980 

OCtober 1, 1981 

• The application requests authority to defer these completion 

• 

dates until after the Cocmission au~horizes ~ to enter into a loan 
agreement wit.'l t.."'lc State Depa:t::.ent 0: Water Resources CDWR) under 

the provisions 0: Ule State Sa!e D::"~g t·:.:;.te:- Bone. Ac-:. o! 1976. 
Applicant ,proposes to co~plete ?~~se ! of the cons~~ction schee~le 
within six mO:J::hs of Co=ission authori,:a~:!.on, i! !ou:- o! 'Cl':.e six 

months fall between June 1 through September 30, the per.=issible 
construction season in its service area located. in the San Ber:l3.rdi:o 
mountain range in the CO'U:lty 0: San Bernardi:lo, a:o.<! co:plete 
Phases II to V, inclusive, l2 :onths after Phase I. 

M2 claims its proposed. resc~eduling is neede<! due to Co:
mission delay in authorizing it to establish a lonq-te=: li~e 0: 
creeit with its owner r ~rnest E. Ha.~en, and to an escala~ion of 

const.-uetion costs to $625,000, w~ich it estimates is neeessa--y to 
repuild its undersized ~~d deteriorating ·~ter system • 
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In its application ME souqht authority to assess 312 o~ers 
of vacant lots $1,500 e~~~- .a:ri~~c>_ p;:ovide1ol.ra.::e -surcEa:qes-~o amo::ttze 
the balance of the loan over 50 years at a 6 percent interest rate. 
Notices 

On. Janua...---y 3, 1980 the COnlmission sent MB f S president, John F_ 

Rausch, notice of heari:lq which set the hearing' in thl.s :latter for 
February 14 and 15, 1980. Rausch was directee to publish a hearing 
notice in a newspaper of general circulation in the area affected 
~~d to post a hearing notice(s) at least 10 days prior to the date 
of hearing and to mail notice to ~'s customers at least five days 
prior to the date 0: neari:q. In addition, Rausch was directed, 
by telephone, to ~ail hearing notices to the potentially a!:ectee 
owners of vacant lots in ME's service area. Rausch promptly con
tacted Administrative Law Judge Lev~~der (ALJ) on the lot-oW::.le~ 
notice requirement.. 'l'he;u,:r info:::ned Rausch that si:lce)$ 
proposed to a~sess lot owners, they should be ~iven a.~ oppo~tunity 

to be hea=d; he expected )ffi to cite a~thority !or a water 
utility under COaQission jurisdiction to assess lot owners; 
and absent such authority, the Com::U.ssion 'WaS :bei:q asl:ee. to 
perfo~ ~~ idle act. 

By letter da -eed Fe:b:uary 7, 1980, Rausch re~¢stee that 
the Fe:Oruary 14: 1980 hearing be delayed until D~ reae~ed a 
decision on ME's loan applica~o:.. He noted that ~ was r~ed 
No. 192 on DWR's loan application priority list. 

'l'he ALJ ~elephoned Rausch ~~d ~~en ane in:o~ed ~~ 
that the request :or a continuance was denied and that Rausch and 
Hansen should a~oear to ~rotect their interes~ in this :atter_ -.. .. 
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Hea.rings 
Public hearings were held i~ ~he cities of San Eernard~o 

on February l4 and Los ~~ge1es on :eb~~ary 15, 1980. MB did not 
senci any of ~he no~ices as directed. ?~~sch assu:ed his =equest 
for a heari~g delay '~uld be granted anc argued that pa=ti~s in 
other proceedings were granted delays on req~est. The ALJ stated 
that the reques-:. was unti::ely,lI and t: ... a:: ME was subject to :naki:lg 
the rate =e£ur.ds provided in W-2393. Tne ALJ fu~her re~ested ME's 
evidence on its progress in co:pleti:g the orciered i:prove:ents, 
the securing of financing for these improve:ents, anci its ratio=ale 
in opposi."'l.g a CorJ:ission-orciereci rei'unci, pursuan'C ~ "#-2:39:3-, The 
C3tter was s~omitted on an i."'l.terim basis to p=ovide CU$tc~er notice 
by sending letters to MB's custocers re~estir.g their coc=ents on 
the disposition of this =atter 0= to hold f~her hearings, and to 
provide for the receipt of late-filed Exhibit 5, a fall 1979 status 
report oy MB on the ~?rove=er.t ?=ogra:, and late-filed Exhibit 7, 
a staff estioate of the tice Dw~ and the State Health Depart:ent 
require to process an application for a DWR loan. E~~ibit 5 has 
not,· been r.eceived. 

?~nsen tes~i!ied tr~t: (a) he ac~~ired the ME system in 
a foreclosure action approved by the Co==issio~; (b) MB·s old ra~es 
were i~sU!ficie~t to pay its expenses; (c) he did not belie~e i~ 
possible to get an adequate re~u~ on an additional e~ity capital 
L~vest~ent if used for the Phase! i=provecent; (d) he decided ~ 

ME's lette= "HaS ~iled afte= the due date for ?OSt1~g and 
~ublication_ The ALJ's co~y o~ the lette~ was not ~eceived oy hi: until the day befo~e the hearing • 
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lo~n money ~o ME and ser.~ ~ le~ter ~o ~he Co~=ission ca~ed 

Septemoer 27, 197e!:i request.ing loan aut.horiza::.::'oe; (e) he did 
r.o~ receive a loar. au~horizat::'on froe ~he Co:mission .for 11 =on~~s; 

(£) t.he ~~crease to $144 per flat rate cus~o~er per year (and a 
correspond~g ~etered rat.e increase) aut.horized by W-239; yielded 
revenues sufficient to cover ME's operating costs bu~ would r~t 
be sufficient to repay bis cont.ecplated $30,000 loan to !t.E;iI 
(g) based. on his experie!'lce in r-.J.nning I-E for 11 mO.nths, he 
decided tr~t it '~uld not be possible for !~ to repay a $;0,000' 
loan ~o hi::.; (h) he c.ecic.ec. to "..r.-ite o.ff ~!J.e loss of his IG 

inv~stment by selling it to the Crestline-Lake Arrowhead Water 
Agency (CLAWA) for one dollar; (i) he later deter=ined ~~t his 
long-ti:e associa~e, P~uscb., who '~s a high level eng~~eerir.g 

, . 
~ar~ger for Loc~.heed Califor~ia Co~pan7, could provide better, 
~ore econo::ical service to MS· s custo=ers tnan CLAr,l;" could; (j) he 
fel t Rausch 'HaS con:?~tent to :'".;.n the !t.:8 wa:ter system and therefore 
entered i..-:to a verbal ag:-eer:ent to sell !J!B to Rausch, a::.d let ?..auscl':. 
operate MB as if he o"..mecl K3' $ stoc~; (k) ?.at:.sc:' i-..as :la:-~·ged. 1:.3 

si.."lce July 1979 and Hansen does ::.ot. i.."lt.erfere in Ie * S operat.io!'lS 
in a::.y ·.-Taj";Cl) there were al'l'roxi:.'.at.ely S130-140 1.."l ME's bank 
account when Ra~sch began oar~ging the co~panl; (e) ~his a:cu:.~ 
'~s reduced oj" a 5115 refund. to correct a douole oilling; and 
(n) ?~usc~ has paid all of Irw3's bills s~"lce June 1979 out. o! nis 
own pocket, including paj:ent. t.o t.wo ?a~-t~e e=plo~ees who handle 
routine maint.e:-~nce and ~~nor custo:er co=plaints. 

~ 90706 ~a-pd ~"M·~- ~c~ '9~9 ~~ ~ 589~o "'~~c~ "~s ~~'e~ o~ ~. ...... 'W.. I'\ ..... o\",.w"".;".. I .... ..,.,.. ) ." "... •• no _...... \.. ... 

. ru"'e'5 '079 au"'~o""':zed M";\"'O "·':"!':ze a $"0 000 '.(~A o~ c-ec.'.(· ~.. .., .. , , 'wi... ... .. ~.., ~ ......... ... -', ...... ~ • . .. '" 
". .... O?l' .:.., "'se'" "'0- ca .( -a' .( -.... - ... - -:"'... -~o""" -. .... .. ..... ..I l".o... ..... p ...... _ ...... 1'. ove_e ..... s. ... ... e au.., ... _ -"'J g:-a •• ..,eloOo 
t~erein 'HaS never exercised. r~nsen had ~reviot:.sll acvanced 
S6,000 .for ~eeting operating de!icits. • 
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R~usch's testimony a~tributcs ~.B·s woes to Coccission 
:ailu:e to act promptly on Y~'s loan request and to notify MB 0: 
the avail~ility of DWR loan func.s earlier ~n it d.id. P..e contends 
~at: (a) the i=provement proqrac ordered in W-2393 is ee:icient; 
(0) W-2509 shows Comtlission recognition 0: t.i.e unlikelihood 0: !om's 
ability to complete the Phase I i=p=ov~ent on ti=e due to the 

delay in granting loan authority to ME; (c) ME is mandated to ~rin; 
its syste~ into co=p1iance with General o=c.er ~o_ 103 standards; 
Cd) a. DWR loan is the only sou:ce 0: funds :or :aki!'lq sucl'1 il:tprovc
ments; and (e) the Commission should not order a rate reduction or 
refunds ~ut should grant the requested postponement until after a 
DWR loan is approved. 

Rausch p~ to retire in ~~o yea=s, to establish 
pe~nent residence in or near MS's service area, and to p=o~ide 
c.ore aetive par't-ti:e ::.a.naqe::tent :or MS.. He does not "Na:lt to 
impose a.."l unreasonable bu:den on !om's ratepayers, whlch include 
persons ·~th l~itct! incomes. However, he conceded t~t he would 
no longer seek to a.ssess o"~ers 0: undeveloped lots within the 
service area .. 

Rausch w~~ts to ob~in the taX depre~iation ~nefi~ :or 
facilities installed wit2l a DWR loan. Rausch clai::ls that: Ca) DWR 

delayed·in sending h~ a lo~~ ap?lica~ion packaqe~ (~) he has not 
yet filee an application for a DWR loan because he b~lieved ~t MB 
coult! get a grant rat.;'er tha.."l a loa:). :rO::1 D'iiR; (6) Hansen usee t...""le 

May 1979 annual revenue receipts to pay 0:: ee~ts incurred ~ ~e 
prior owner; 3.."le (d) he has ~<;ee :om since a1:>out July 1979 and. 
has been paying XB's bills ~ut has received ~o revenue :rom ~ • 
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Rauseh arques that: (a) there is a conspiracy to :o:ce 
ME to sellout to CLAWA as evidcnccC ~y Co=:ission policy Resolution 
No. :.1-4708, :by sta~f failt:rc to dise~s its conclusions with hi:t 

before the hearing to work out a solution ra~er than suo=issio~ 0: 
la..st-cint::t.e -r.ecoD".:lenc.a'tio:'.s re~l.!iring !G to :"eduee i~s ~at.es, 'toO j:3y 

refunds, and to cncourage Y~'= salc to CLAWA, and ~y staf~ failure 
to respond to F.ansen' s Scpte~e= 27, 1978 letter concerni:l;' a loan; 
(b) the Co=cission would not authori:c a transfer of ownership of 
MB froQ Hansen to hi:.self: (c) XB's curre:lt ra":es are neee.ed to pay 

its part-tice e:ployee wages, water ~ills, and other expenses and 

canno": support costs associated with syste~ improvements, as 
evidenced ~y the testi=o::.y of ~~e general ~qer 0: ~, 
Mr. Massey; (d) reversion to the prior rates would leave MB with
out the ability to pay its bills; and (0) MB has no funds for 
paying refunds to its eustocers_ 

Rausch believes that: (a) an engineering stuey prepared 
~y a civil engineer with hyer~ulic expe=ie:ce is needed ~ design 
the systett, ~~e (~) he could build s~ch a systeQ for less co~t than 
CLAWA by avoiding CO:1pet'itive ~iddi:9' a:J.d payinS' :0: work,done on a 
ti~e and material basis or ~y e:tcring into a joint venture wi~ a 
contractor, ~y reducing or :1odifyi::.g the scope of the requiree 
i=prove:1cnts, and by b~ildinq the i=p=ovo~e:ts over five or six 
years. 

Massey was called ~ the Co=:issio:l. ~ta::. He testified 
t~t: (a) if offeree, CLAWA ..... 'ould eonsidoer purchase of !1B :or $1 

s~ject to the willingness of Y~'s sha:eholders Nto ~~der;,o assess
ment dist=ict proeeedi::;s to u?;:ade thei: syste~": (b) CLA~'s 
mai:o.teria.:lce -co-st-s--:Eo-rs:lall-defleient water syste-=S--were -g:ea ter . . _ .... - _ '""'- ......... - ~ .......... - . '" ~.-- - -.- -- _. - . - . 

than its revenues; (c) oased on CLAWA's recent experience i: 
rebuilding eiqht s:1all water syste=s in the vicinity 0: ME, he 

J 
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made a rough est~ate for re~uilding the MB system of S560,000 a~d 
thi:l.t Rausch's estimate 0: $625,000 w:Ls not O'l:t 0: line at this ti:le 

Que to infl~tion and to the high costs 0: going thro'l:gh rocky soil 
(e .. g .. , installation costs 0: approx~tely S22 per lineal foot for 
six-inch main): and Cd) his rough esti=atc 0: per customer mainte=ance 
and purch~~cd w~ter costs for MB'~ eXisting substand~Q system would 

be in the range of $115 to $132 per custocer per year ~~d operating 
costs would add approx~tcly $28 per cuctomer per year_§! 

A staff research analyst, ~-y J .. Purcell, testi~ied that: 
(a) MB failed to :eet the const.~ction schedule mandatee in W-2393: 

C:b) had MB built the Phase I faeili ties on ti::l.e and :lade reaso~le 
progress on subsequent ph.ilses, t:o.e staff would :lot h:l.ve :lade its 

reeocmendations: (e) she is not seeking cocplete replaeement 0: ~·s 
system; Cd) she made no study of the :leed for further improvements; 
(e) she made no study 0: MB'c ability to continue to function if he: 
recotu:1ended refund ~..ras paid out of cocpany fu:ds; and (f) she :nade 

no study of ME's ability to meet its expe:ses if rates were reduced 
to the prior level .. 

W-2393 states in part: 
"THE COMMISSION F~"DS that (1) t.."'le increased. 
rates hereby authorized are justified and that 
the present rates are, for the future, ~jus~ 
and unrcaso~~lc; (2) ~he i~crease in rates 
authorized hcrei~ is s~jec~ to refund ~o the 
custo~ers ~,d te~i~tion of the rate increase 
if Phase One 0: the Schedule of System Improve
ments is not completed and ad~at~proq:ess 
toward eo~~letion 0: Phase ~NO is not =e~=ted 
on or ~fore October 1, 1979; (3) In the~event 
that the ~~rovc~cnts are not eo~~letea as 

~ . 

§./ Tw~nt7-eight C!olla::-z (S28) .is t.lle c.i.!'.!'e::-e::.ce 'b~'twe~n -.-:ater 
billings of Sll1 and S83 for =a~t.ena.~ce a::.d ~chas~d water 
'costs ~er eustocer :~r y~ar 0:". the eight rebuilt syst.e::s .. 
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specified herein, the rate increase hereby 
authorized shall te~nate on the scheduled 
completion date of October 1, 1981 an~ the 
utility shall refund the increase to the 
custozers; (4) The rates in e::ect immediately 
prior to ~~e increase ordered herein shall • 
apply thereafter and the utility s~~ll i~e
diate1y file appropriate tariffs in cocp1iance 
with General Order No. 96-11.." . 

. "IT IS ORDERED that ~eadowb=ook Water Company, 
Inc. is authorized to make effective the revised 
rate schedules attached to Advice Letter No .. e 
subject to findings 2, 3, 4, 5, 6 ~~d 7 herein, 
and on the effective date herein to cancel the 
presently effective rate schedules for water 
service. The effective date of ~~is resolution 
is the date hereof. 

"IT IS FURTHER OP.DERED that MeaC!.owbroo~ ~/ater 
Company, Inc. shall submit progress reports on 
the Schedule 0: System I:p:ovemen ts a t six-mon~~ 
intervals, the first report to be suboitted on 
or :be:ore March 1, 1979." 

Findings 5, 6, and 7 of ~he above ~esolu~ion ~ela~e ~o 
filing a ra~e reduction~o !low ~hrough reduced ad v310rem ~axes. 
~8 co~plied with these requirecen~s. 

A staff engineer, Arthur B. Jarrett, testified that if 
refunds were orde:ed, the re:~~d ~: customer would ~ $128.65 
through April 30, 1980, an approxi~te total of $19,000. 

Staff counsel argues that: (a) MS' s ct:.Stomer~ have been 

waiting for over six years for i::lp:ovee. ::acilities; (b) Hanser.. 
indicatee that i~proveme~ts wo~ld ~e made~ (c) the Comcission 
issued .a resolution orderinq the ~p=ovements to be :ade~ (d) ~e 
i~rovecents have not ~en cade; (c) if MB ::iled a~ application 
for a DNR loa..~ today, it. wo\:.ld take anot!ler year to proeess~ 
(f) there would be a further delay in pre?a:L~~ a lengthy engineerin~ 
study from DWR loan proceeds; and (q) it appears that t~ere would 

• ~e at least a two-yea: delay be::o:e ~~ythinq ·NaS ~~i1t. 
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Discussion 
The Co~ission'recognizes ?~oble=s associa~ed with the 

opera~ion of seall ·Nater u~ili~iez. !~ :~S adop~~d s~?lified 

accounting procedures, simplified a~~~~al reports, advice letter 
ra~e increase procedUres, and encourages infor:al contacts oetwee~ 
its staff and the utilities to assist s=~ll utilities ~ =eet~g 
their obligations. However, the Co:oission has licited reso~ces 
and ca~~ot guide every step undertaken by a utility such as Ma. 
It is unfortunate that· no response ~~s sent to F~nsen·s Septecber 27, 
1978 letter. However, the Co=cission·s Rules 0; Practice a:d 
Procedure set fo~h specific re~uire=ents ~or requezting authoriz~
tion to ente~ into a long-te~ debt agree~ent. !here was no 
unreasonable delay ~ authorizing the loan agree:ent once those 
requirements were =et • 

The proviSion of utility ~ater service to ME's.cus~~ers 
is a serious responsibility. Hansen a~eed to :ake certain specific 
improve~en~s on a timely basiz as a condition for increaSing M3's 
rates. Hansen did not meet that schedule. F~nsen entered an 
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appearance as ~~ interested pa:ty. A$ the sole shareholder o£ MB, 
he can designate its president, board :1embers, and responsible 
operating officer, but he c~~ot walk away from his responsibility 
to see that the improve~cnts are ~de. He c~~ot tra.~£er owner-. 
ship of the utility without Commission approval. The Coc:ission 
looks to Hansen for co=pliance with its orders with respect to MB. 
The appearance of Hansen as an interested party is not ~onclusive 
of his status. Rocina v Mendoci~o State Hos~ital, et a1. (1954) 

S3 CPUC 108, 111. 
It would be eesira~le to i~prove ~'s service by replacing 

all parts of the syste:1 not ~eeting the re~ire~ents of General 
Dit> 

Oraer ~o. 103, ~ut !om.we:;" not and aoes not ~ve to carry out a 

replacement proqram of that magnitude a~sent an order to do so. 
Any replacements made by ME to implement W-2393 should meet the 
size, facility, and caterial re~irements set for~~ in General oreer 
No. 103. 

The A:LJ .c;ta~ed. that: (a) MB does not have a DWR 103.1: 
surcharge proposal before ~~e Co~~ission: (~) he would reco~end 
that i£ ~ propos~d to replace its system, a reqisteree civil 
engineer ~~ould prepare the design: (c) the ~illi~g surcharqe 
needed to amortize a $625,000 DWR loan to MS would ~ excessive 
(over $280 per custoce: per year, based ~pon DWR's policy o! 
limitinq the loan ~ortization period to 3S years at a S.S percent 
interest rate; a~d Cd) ~he ti:~ ~elay ~ aciop~~s =~·s proposal 
would be excessive~ We co~c~r with ~he AlJ·s assessce~t. 

In asseSSing the value o! ME·s service, we have 
~d .... d \._- ~!3 p~ k""$-- /.A.~. ~u-,,_ ..._ M ... eons ... e ... e t.,I,d. ...... .!!Ie-se~e ~ ... ea-co-nva-J..nS-ma-ny ... e~ .. 'V&. .la •• Y 

weekend residen~s coulc elect ~o haul ~~ter rat~er t~a~ to ~e 

service !roc ME, which would cost ~ excess of S~JO per year • 
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At the close of the hea~ing,Z! the ALJ ~dvis~d aa~sch 

(a) there would be a long delay befo~e anything was done 
if !ft.B's ~equest 'HaS grantee; (b) tr.e Co~ission could act on ~he 
staff recommendations for a rate reduction and a re!~~d; (c) the 
Cocmission could co~ider a request fro~ ME to extend the ti=e 
for co=.pliance -Nith s~ecific ~equirements !or construction of 
the ordered facilities with the o~T.er's f~~~s; or (d) the sjste: 
could oe transferred to CtAWA. He sought Rausch's co~=ent on the 
latter proposals. Rausch then suggested waiting until he se~~ed 
Djffi approval for a s~~ller loan to :4ke a ~a~tial system replace
:.ent. Tr.is proposal would not ~4terially ~~t down on the 
processing delay_ It is doubtful that D~ffi ·~uld fund a ti:.e 
and =aterial loan. ~~e reasor~bleness of c~~rges incu.-red on a 
non-arm's-length contract '~uld be an is~e. 

In Resolution No. M-4708 dated ~gust 2b, 1979 this 
Com=ission established a policy of su?po~ing :.ergers of s~4l1 
"Hater co:.panies or of their conversion to public status. 

11 Due to a severe sto~, rAnsen ·~s unable to !11 !ro= his 
~isolated ~o:.e to the hearing. r4nsen's subsecuent !o11o~
~p le~ter 'Hill ?e ~~corpOrated in the correspo~dence file 
~n th~s ?rdCeec~ng. 
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Resolution ~o. M-4708 states in par~: 
"WHEREAS: The Commission finds that Class D water 
company operations tend to be ir~dequate for both 
owners and customers. T~e lack of economies of 
scale often results in a l~ited retur~ on the 
o.....-ner's investment and poor service to the eus
tomer.. Now, ~herefore, be it resolved that the 
Commission will:" . 

* * * 
"ca.) suppor~ and promote the conversion of 

unviable or ~;i:al water utilities to 
public ownership or ~eir ~er;ers with 
more viable entities when opportunities 
arise and custocer service is core likely 
to improve through such change than with
out it~ 

nCe) grant certificate.:; for proposed water 
systems only when (1) need :0: the util
ity i.:; 'demonstrated by applicant showing 
that no o~~er entity is willinq ~~d able 
to serve the development ~~d concrete 
present and/or =~tu:e c~stomer dema.~d 
exists and (2) viability is demonstrated, 
ordinarily ~o~gh the following tests: 

"- proposed reven~es wo~ld be generated 
at a rate level not greatly exceeding 
that set for comparable serviee by 
other water purveyors in the general 
area; 

"- t.~e utility would be self-sufficient, 
i.e., expenses ~",ould 2:>e supported -..,it."l
out their ~inq allocated between the 
proposed utility and ot."ler businesses~ 

"_ the applicant would have a reasonable 
opportunity to derive a fair retu.~ on 
its inves~ent, comparable to what other 
water utilities are currently being 
granted.." 

-l3-



..; A. 59182 AI.J lEA Ihh 

• 

• 

• 

This pro~eeeinq does not involve certificatio~, ~ut the 
criteria set forth in section (e) above do pertain to this pro
ceeding. 

'l'he Sa..." Bernardino County Health :Depar~ent (HO) has !)een 
receivinq complaints from ME's customers, which are pri=arily low
pressure complaints, particularly durinq periods 0: heavy sum=er 
dema.."ld. ED supports a pro;ra: to replace t.~e undersized 2~-inch 
diame~er mains in Ma's systez, and it supports a takeover 0: ME 
and the :or=ation of an asses~ent district ~y CLAWA. On that 
issue ~~e staff report states: 

"Interest in a.nd Abilitv to Assl.:tc Ot..mershi'O 0: 
Mead.owbrook 'il a ter Comoanv bv CLAilA·t 

"12. In response to a 'ioI':'itten. incruiry ::0:1 M. J. 
Purcell, the ctA~ board indicated its interest 
in ass~~inq ownership 0: Y~adowbrook should the 
offer of last July be reactivated. R. Massey 
was interviewed to dete~in~ CLA~'s experience 
operatinq water companies. ¥~ssey stated t~t 
his aqency sells Wholesale water to 27 agencies 
and also owns and o'Oerates 8 seall water com
panies, the latter 0: which se:ve ap~roxiQately 
760 customers. He stated ~~t CtAWA received 
the first S::l.fc Drinkinq v;a~e: Bond Act loan 
granted to a pUblic a;en~/ which was use~ to 
i~p=ove the pl~.."t of th~ 8 wa~er coc~~~ies. 
The irop~ove~ents arc complete. He ~urt~er 
stated that as Xeadow~rook is conti~us ~o 
a."lother 0: C!.A'IrA's systems, S'I.!::.t !-1ill, it :'s 
hi;hly possi~le ~~at a physical ~e:qer of ~~e 
two systeQs could oc~r which would ~e hiqhly 
advan~~;eous for the Meadowbrook cus~ocers due 
to the icp:oved storaqo eap~eity a:e water 
pressure. ~ssey ~elt that with the physical 
improvements ~eing ~de to the system which 
would allow ~e current restriction on co~~ec
tions to be li~ted, the ·Nater syst~ could qrow 
to 365 customers. In te~s of custocer attitude 
about bei~; owned and served by ~~WA, he cited 
the positive results of the ~ues~io~~ire s~-vey 
u..."'ldor~ake::l last st:~:-:.e:. 0: the 64 responses, 
representinq a 30% ret~~ of the notices, 58 
voted for ~ ownership and 6 voted a;ainst. w 
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Thus, ~here is a public age~cy, CLA~A, ·~llir.g to :eet 
the need !or ·Hate~'service in Ma~s service a:ea. CLAWA would 
reouild the sys~em i! an assess:ent eis~rict ·~th~ !~·s ser-/ice 
area is fo~ed. CLAWA is u~-~.lling to burden customers or land
owners ·~thL~ its existing service area (who ~or:ed their own 
improvement d.istricts) -flith the c,ost of re'ouileing !-Efs system. 

The Comcissio~ does not hav~ the authority nor the desire 
to negotiate ·Hith the San 3e~~rdir.o County Fire A~encj to provia~ for 
a separate a~d ur~ecessarily redundant fire protection !acility for 
!I.E as suggested 07 ME. 

With an i=prove:ent district, CLAWA would have the 
authority to spread the cost of improveI:ler.~s to lot o'~ers througA 
taxes. Public utility water companies do not have such authority. 
MB·s construction costs for ~king ~prove=ents ~re far above 
average due to th~ n~ed to trench in mount~inous terrain during 
a licited const~~ction seaso~. Tne const~~ction cost per custo~er 
would also be increased because of the low custo~er density withL~ 
the service area. 

As noted above, we would not authorize an anr.ual surcharge 
of over S280 per custocer to amortize the cost of rebuilding 
the ME system. ME's proposal, which has ~ot bee~ p~operly for
culated, is not viable. 

We would e~cou:age ME ~ accept CLAWA's eor.ditions and 
sell its system not because of any ulte~ior ~otive on our part, 
but to pe~~ the elimi=ation of deficie~t wate~ se~fice to ME's 
customers, to provide for affordable rates for that service, and to 
assess landowners for i:prove:.ents, which could result in the 
li~ting of the restriction on further building in the se~liee area 
which, in turn, could reduce the assess:ent tax rate. 

ME bills an."lually on YJ3j 1. !n the event that X3 is trans
ferred to CLAWA, any 1980 revenues net of r~·s cu~ent operating 
ex~enses should be transferred to ClAWA or refunded to ME's 
custo~ers ·~thin 15 days after the d.ateo~ tra~sfer. r~e transfer 
request should explain the basis of suc~ opera~ing expenses in 
detail. 
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If Hansen desires t!lat 1-:2 continue in busi.."'lcSS, we expect 
ME to promptly file an amended application for f~"'lding the ~prove
ments ordered in W-2393, eithe: with his funds or to sUbmit a firm 
offer to provide the necessary funds from a ~alified lending 
institution or investor. We would ~ect y~ to eomplete P~se I 
and Phase II of t.i.e improvement program by September 30, 1980 a.."'lC. 

the balance of the improvements by Scpte=ber 30, 1981. Further 
rate relief could be considered aftcr completion of the 1980 
i:t'Orovements and of the 1981 im'.:)rovements. If Rausch and Hansen 

~ . . 
still desire to transfer ME under those terMS, that request co~ld 
be made in the a:ended application. This procedure would icprove 
MB's service but at a substanti~l cost. It would not provide 
service ~~d fire-flow ~nefits to ~~s customers compar~le to 
the CLAWA takeover. 

If Eansen does not elect to proceed on either of these 
options, he should explain why he no longer desires or is capable 
of fundinq the construction progra= and he should be prepared to 
address the issues of rate reduction and of a plan for ~kinq . 

.I: d t1 • h . 11 . .;J '.;J ... ., re ... un s. .. .. owever,::.n to. at context, we w:.. cons :'loOoer, ::.n loOoe :a:._ , 
~he cost 0: Ma's operations ::0: 197~ ~o date, ~~d its failure 
to comply with W-2393. 

If ME again fails to send notices as directed by the 
Cocmission or to cocply wi~~ this order, the Co~ssion will 
consider further sanctions ~nder Division 1, Chapter 11 0: t..'le 
Public Utili~ies Code, VIOLA~IONS. 

We affir.o the ALJ's ruling to not ;=ant a continu~"'lce in 
this proceeding. MB did no~ o::er a~y reasonable justification 
for a delay, its request was not :ade on a ti~ely basis, and it 
had failed to comply with t.~e Co~ission's order on giving notice. 

Pro !o~ sucmaries 0: earnings shOUld reflect r~lenues, ad valorez 
t.axes, and pu:ehase<! ·....ater cos"::: at present levels and at ~e level 
in effect prior to the effective date of W-2393, as adjustecl to 
reflect the ne~ offset increase authorized in Resolution No. ~-2509. 
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We would ordinarily grant a timely request for a continua:ce 
::rom an. applicant. However, in this proceedinq, ~ is not seekinq 
affirmative relief. Its petition seeks a delay to prevent the 
triggering of an order to lower its rates ane to pay re:unes ~cause 
of its failure to comply wi't.~ the cond.itions it ac;reee to ",.,hich 
were cade pa:t of the authorization for a rate increase. 
Findin~s of Fact 

, 
•• W-2393 qave condition~l ~uthorization to MB to increase 

its rates. The conditions were that Y.B meet a :ive-phase schedule 
for construc~inq specific system ~provements and that a reeuction 
in ad valoree tax savings be flowed th:ou;h to its customers. 

2. W-2393 states in part: M ••• ~he increase in rates 
authorized herein is s~ject to refund to the customers ~d to 

termination of the rate increase if Phase One 0: the Seh~ule of . 
System Improvements is not cocpletee ~~d adequate progress t~~d 
completion of Phase Two is not reported. on or before October 1, 
1979. • •• " 

3. ME has not constructed any of these zystea improvements. 
4. MB ~s flowee through the ad valorem tax reductions. 
S. ME was authorized. to borrow $30,000 from its sole s~k

holder, Ernest E. Ha..'"lSen, for con.st..~ction pu..-poses. That authority 
was not exercised. 

6. MB has not filed its seco:<! a:lo. third progress reports 
as ordered'. in V1-2393 • 
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7. ME requested a continuance for makL~q system i=provements 
until after DWR agreed to loan it $625,000 to rebuild its entire 
system. 

s. MB has not filed. a loa."l application with DWR. Ml3 h.o:Ls 

not s~itted any specific improveQcnt plans. 

9 • The an.."tual surcharge per eus tomer, needed to service a 

$625,000 DWR loan,o£ over $280 would be excessive. MB's proposal 
would not be viable. 

10. The ti:1e delay in securing a DWR loan and subsequent 
Cocmission approval for a lesser, as yet undefined, const.-uction 
program would be excessive. 

11. Hansen attempted to tr~"tsfer ownership and control of 
Me to Rausch witho~t the Coccission approval required by S~tion 854 

of the PUblic Utilities Code. 
12. CLA~ has indicated its willingness to take over ME's 

system for one dollar and to rebuild the MB system to meet Sa."t 
Bernardino County standards. MS's system only has a nominal, one 
dollar value to ctAWA. 

13. CLAWA's ~ro~sal would ~~it eli:ination of deficient . . . 
water service to Ma's custocers, provide a:fordable rates for 
that service, and per=it assessments of landow:ers :0: water 
system icp:ove=ents. 

14. Implementation of the five-phase izprovement plan set 
forth in W-2393 would result in i=proved service to MB's ~~sto=ers, 
but would not provide service ~~d :i=e-=low~nefi~s compa:able to 

CLA~1A' s p=opos~l • 
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Conclusion= of ~w 

1. ME has not met its obligations for const=uetL~q syste: 
improvecents pursuant to W-2393. ME's rate increase W-~ aU~Q=izce 
contingent upon construction of those ~p=ovements on schedule. 
The rate increase was subject to revocation and to refund if Y3 
failed to meet the constr~ction schedule. 

2. Y~'s o·~er, ~~sen, is not merely an interested party in 
hi d ' H~' 1-' • .~" 't ~ " - .' t s procee ~nq. e .~S u ~~we, respons~_~.~ y _or ~p.emen.a~~on 

0: Commission orders, including those related to the construction 
0: ME's facilities ~nd for its mainteeance and operations. 

3. H~~sen's attecpt to transfer ownership and control o! 
Y~ to Rausch was ·Nitnout Co:=issioc a??roval a~d is voi~ ane 
o! no effect. 

4. MS's conceptual plan for o~taininq and utilizinq a DWR 
loan ~or system ~rovements is not vi~le_ 

S. M3 failed to comply with a Co=aission order to give 

hearing notice by publication, ~y postinq, and by delivc:y of 
notice to each of its customers and to the o·Nners of vacant lots 
in its service ~re~. 

6. The ALJ was not re~~ired t~ grant ~'s unti:ely request 
for a hearing continu~~ce. 

7. No. further hearing should be =e~i=ee i: I~ elects to 
convoy its syste~ to ~-Aw.A on the basic eesc=i=ed herein. ME's 
systeQ only has a nOQir~l, one dollar val~e to CLAWA. Further 
hearing should be re~iree i: ME does not elect to adopt this 
option • 
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8. If a hear~~g is necessary, ME should be required 'to give 
notice of the adjournec hearing in this proceeding by publication, 
by posting, and by delivery of notice to each of its eusto:ers. 
Since ME no longer proposes ~o assess o~ers of vacant lots in its 
service area, no notice to those inc.i vic.uals is necessarl. MB 
should be prepared to present evidence as discussed on page 16 
herein. 

9. As there is a need to pro~ptly resolve the issues raised in 
this proceeding, this order should be effective the date of signature. 

INTER-1M ORDER 
IT IS ORDERED ~hat: 

1. The petition of Meadowbrook Water Company, Ine. (ME) for 
an extension of time to const~~ct facilities pursuant to Cocoission 
Resolution No. W-2393 (W-239:), after it ~~s obtained a loan trom 
the De?3rtment of Water P~sources, is denied • 

2. Within ten days after the effective date of this order, 
ME shall file an a~end=ent to its application on one of the 
following bases: 

-(a; A req~est'f6r author~zat1on to convey its system' 
to the CrestlL~e-Lake A.~owheae Water Agencj, 
pursuant to an agreement or draft agreement ·Nith 
that agency, and for authorization to ter:inate 
its obligation to ~rovide ·~ter se~lice after the 
conveyance of the sjs~e= ~~s oeen co~?letec. 
Tnis request shall ~~clu~e a ~rov~sion for ~ransfer~ing 
-che excess unexp'e::.ded net 1980 reveni.:.es frot:. ME to Crestli=.e
lake Arrowhead. Ilater Agency, or as a cus':o:er ~e!'t:.::.c. witll:.n 
15 eays a!-cer the date of ~ransfer. The recues~ shall 
explain the oasis of expenditures froe -che 1980 revenues 
in detail as of the da~e of filing. 

(b) A plan to f~~d and constr~ct the five-~hase 
icprovement plan set forth L~ W-2393 :oc.ified 
to provide for cor:.pletion of ?~ses : an~ II by 
Septe:ber ;0, 1980 and for the co~?letion o! 
Phases I!I, IV, and V by Se?te~oe~ 30, 1981 • 

~. 
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(c) A filing' (1) explaininq why Ernest <E. P..a.nsen a"...J!./n m6 
is incapable or unwillinq to proceed ·~th • 
the f~Qing and const--uction 0: the i:provc-
ments ordered in W-2393; (2) scttinq £or~~ ~~e 
sucmary of e~~ing~ data descri~ed in footnote 8 
herein; (3) other in:or:ation relcv~~t to ~'s 
failure to comply with the const~ction and 
reportinq requircQents of W-2393; and (4) other 
information relev~~t to the issues of rate 
reduction and re:~~es. 

3. The attempted transfcr 0: ownerahip a:d control of MS 
from its oW"ncr, Ernest E. ?..an.sen, to Joh.."l F .. Rausch is void and 
of no effect. 

I ME ....... 11 1",::, 1... 1"·1 '..l .... ·b';'" 5 · ... b.; .....l L't ~. s.~ ..... e ... a~e-.~ e~ ~~~~.~ ~~~ •• n ~en ~ays a. er 
the effective date of ~is order. 

The effective date of this order is the d~te hereof. 
Dated ______ '.A~U~N~~3 __ 19S0~w_ ____ • at San Fra~cisco, -California. 
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