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- BEFORE THE PUBLIC UTILITIZS COMMISSION OF THE STATE OF CALIFORNIA

Decision No.

The Commission is requested to modif
P.U.C. Resolution No. W=2393, approve
the Safe Water Projects Loazn when the
Department of Water Resources subnits
the loan to the P.U.C., authorize
Meadowbrook to assess the owners of
uninproved parcels an egquitable amount
for loan payback purposes:; and revise
the payback rates of 148 customers.

Application No. 59182
(Filed October 3, 1979)
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John F. Rausch, £for applicant.
Ernest E. Hansen, <or himself, interested
t.v-
James J. Cherzv, K Attorneyv at law, M. O,
Purcell K and Arthur 3. Jarrett, £or the
com—s.al@n S a---

INTERIM OPINION

Applicant, Meadowbrook Water Company, Inc. (MB), : titioneéé/
for rehearing or, in the alterzative, for 2 summary modification of
Commission Resolution No. W-2393 (W-2393) dated September 6, 1978 i
Advice Letter No. 8 as cdescribed below.

W-2393 authorized a 113 percent rate increaseg/ to M2 subject
£o refund and to teraination of the rate iacrease if MB did not neet

a five~phase schedule for completion of systen improvenents as Zollows:

L/ A nember of the Comnission staff advised MB ¢o £ile the subjec*
application instead of M3's le.. = Teguest dated September
1979 (Exhibit 1).

2/ This increase was to be reduced o Llow th_ough recucel property
taxes. In Advice Lette_ \o- 9 MB socught to offset its $656 property
tax reduction against a $1,577 Znerease ;" purchased water costs.
gesolution Xo. W-2509 authorized a met amnual increase iz rites of

921.
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Schedule of Svsten Improvenents

Svstem Improvement Completion Date
Phase I

Install approximately 200* of 6" main October 1, 1979

‘Phase IT

Install approximately 1,825' of 6" main April 1, 1980
Phase III

Install approximately 860' of 6" main December 1, 1980

Phase IV
Refurbish existing meters July 1, 1980

Phase V
Install meters at remaining services tober 1, 1981

The application requests authority ¢o defer these completion
dates until after the Commission authorizes ME to enter into a loan
agreement with the State Depariment of Water Resources (DWR) under
the provisions of the State Safe Drinking Water Sond Act of 1976.
Applicant proposes o comp*evo Phase I of the construction schedule
within six montihs of Commission authorizavion, i four ol the six
months £all between June 1 throuch September 30, the permissible
construction scason in its service area located in the San Bernardino
mountain range in the county ¢£ San Bernmawdino, and complete
Phases II to V, inclusive, 12 moatks after Phase I.

MB claims its proposed rescheduling is needed due to Con-~
mission delay in authorizing it to estadlish a long-term line of
credit with its owner, EZrmest E., Hansen, and to an escalation of
construction costs 20 $625,000, which it estimates is necessary o
rebuild its undersized and deteriorating water systex.
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In its application MB sought authority to assess 312 owners
£ vacant lots $1,500 each and to provide Zfor rate surcharges o amortize
the balance of the loan over 50 yvears at 2 6 percent interest rate.

Notices

On Janwary 3, 19280 the Commission sent MB's president, John F.
Rausch, notice of hearing which set the hearing iz this matter £ =
Pebruary 14 and 15, 1980. Rausch was directed to publish a hearing
notice in a newspaper of general circulatioz in the area affected
and to post a hearing notice(s) at least 10 days prior to the date
of hearing and to mail notice to MB's customers at least five days
prior to the date of hearing. In addition, Rausch was divected,
by telephone, to mail hearing notices to the potentially affected
owners of vacant lots in MB's service area. Rausch promptly con-
cacted Administrative law Judge Levander (ALJ) on the lot-owner
notice recquirement. The ALY informed Rausch that since M3
proposed to assess lot owners, they should be given an opportunity
to be heaxrd; he expected M3 to cite authority for a water
utility under Commission jurisdiction to assess lot owners;
and aksent such authority, the Commission was being asked to
perform an idle act.

By letter dated Fedruary 7, 1980, Rausch requested that
the February 14, 1980 hearing be delayed until DWR reacked a
decision on MB's loan application. Ee noted that M3 was ranked
No. 192 on DWR's loan application priority list.

The ALJ %telephoned Rausch and Hansen and informed them
that the regquest for a continuance was denied and that Rausch and
Hansen should appear to protect their interests in this Datter.
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Hearings

Public hearings were held in the cities of San Bermasrdizo
on February liL and los Angeles on Februvary 15, 1980. MB did not
send any of the notices as directed. Rauseh assuzmed ails request
for a hearing delay would be granted ané argued that parties in
other proceedings were granted delays on recuest. The ALJ stated
that the request was untimely,< and that M2 was subject To0 making
the rate refunds provided in W-2393. The ALJ further requested ME's
evidence on its progress in completing the ordered improvezents,
the securing of financing for these improvezents, ané its ratiozale
in opposing a Commission-ordered refund, pursuant o W-=2393. The
ratier was submitted on aa interim basis to provide customer notice
by sending letters to MB's customers recuesting their comzents oz
the disposition of this matter or to zold further hearings, and %o
srovide for the receipt of late-filed Exhidit 5, a fall 1979 status
report by MB on the improvement prograzm, and late-~{iled Zxaidbic 7,
a stalf estimate of the time DWR and tiae State Health Deparcmen‘
require to process an application for a DWR loan. Zxhibit 5 za
not-been received.

Hansen testified that: (a) ae accuired the MB systex iz
a foreclosure action approved by the Commission; (b) MB's old rat
were insufficient To pay its expenses; (c) he did not beliewve it
Possidle To get an adegquate return on an additional eguity capital
investzent if used for the Phase I improvezment; (d) 2e decided <o

3/ M2's letter was mailed after the Cue date Sor posting and

3ublicatioq. The ALJ's copy 0f the letter was not received
y him until the day before the hearin

- b -
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loan money to MBE and sent & letter %o the Commission cated
September 27, 1978L requesting loan authorization; (e) ze did
rot receive a loan authorization from tne Commission for 1l mozntas;
(£) the increase to SLLL per flat rate customer per year (and a
corresponding retered rate increase) authorized by W-2393 yielded
revenues sufficient to cover MB's operating costs but would not
ve sufficient %o repay his contemplated 530,000 leoan to IZ;
(g) based on nis experience in r*nn**g V2 for 11 months, 2e
decided that it would not be possivle for M3 <o repay a $30,000°
loaa o him; (h) he decided to write off the loss of ais I3
investment by selling it %o the Crestline-lake Arrowhead Vater
Agency (CLAWA) for onme dollar; (L) ne later determined that ais
long~tize associate, Rausch, who was a high level engineerin
manager for Lockheed California Company, could prov:.do zetter
more economical service to MB's custezers than CLAWA could; (3) ze
Telt Rausch was competent o run the MB water system and therefore
entered into a verbal agreement to sell MB wo Rausecz, and let Rausch
operate M3 as if he owned MB's stock; (k) Rausch has managed MB
since July 1979 and Hansen does zot interfere iz MB'S operations
n any way; (1) there were approximately S5130-140 in M3's bvanx
account wnen Rausch began managing the company; (m) this amount
was recuced by a S115 refund %o correct a doudle Billing; and
(n) Pausch nas paid all of M2B's bills since June 1879 out of nis
own pocket, iacludizng payment to ITwo part~time ezployees wao handle
rouvine maintenance and minor customer complaint

e i N L

L/ Inadversently, *ais letter was no% acr.ow.edged. Aftern a2 later

call, a _copy of anotier debt apvl“cau- nowas sent o MZ to provide

& format or it Prozosed application. ,
5/ D.907C6 dated ALELQ' 28, 1979 in A.58939, which s "’ed on

LT Y

uu“e 15, 1979, autior ized M2 tTo utilize & 820,000 line of c*edi:
rom Hansen for capital .....-o*'mre,..e:.w Toe autho r;zf granted

Therein was never exercised. dansen nad previously acdvanced

$6,000 for meeting operating deficits.

-“

s
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Rausch's testinony attributes MB's woes 1o Commission
failure to act promptly on MB's loan regquest and to notify MB of
the availability of DWR loan funds earlier +than it did. He contends
that: (a) the improvement program orxdered in W-2393 is deficient:
(b) W=2509 shows Commission recognition of the unlikelihood of MB's
ability to complete the Phase I improvement on time due to the
delay in grarnting loan autkority %to MB: (c) ME is mandated to bring
its systenm into compliance with General Orxder Vo. 103 standasds;
(d) a DWR loan is the only source of funds for making such improve-
ments: and {(e) the Commission should not order a rate reduction or
refunds but should grant the requested postponement until after a
DWR loan is approved.

Rausch plans o retire iz two years, to establich
permanent residexnce in or near MB's service area, and to provide
nore active part~time =zanagement Lor MB. He does not waat to

impose an unreasonable burden on MB's ratepayers, which include
persons with limited incomes. However, he conceded that he would
no longer scek to assess owners of undeveloped lots within the
service area.

Rausch wants to obtain the tax depreciation benefits for
facilities installed with a DWR loan. Rausch claizs that: (a) DWR
delayed -in sending him a loan application package; (») ke has not
vet £filed an application for a DWR loan because ke believed tzat M3
could get a grant rather than a loan from DWR; (¢) Hansen used the
May 1979 anauval revenue receipts to pay off debts incurred by the
prior owner; and (d) he has managed MB since about July 1979 and
has been paying MB's bille but has received no revenue Iroxm MB.
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L Rausch argues that: (a) there is a conspiracy to force
MB to sell out to CLAWA as evidenced by Comnission policy Resoluti
No. M=4708, by staff failure %o discuss its conclusions with hin
before the hearing to work out a solution rather than subzission of
last~minute ‘Tecommendations recuiring Mo to reduce Ils rates, W pay
refunds, and to encourage M2B's sale to CLAWA, and by stafs failure
to respond to Hansen's September 27, 1978 letter concerning a loan:
() the Commission would znot authorize a transfer of ownership of
MB £rom Hansen to himself:; (e) MB's current rates are needed o pay
its part-tine employee wages, water bills, and other expenses aad
€annot support Costs assoclated with systen improvements, as
evidenced by the testimony of the genmeral manager of CLAWA,

Mre. Massey; (d) reversion to the prior rates would leave MB with-
out the ability to pay its bills; and (e) MB has no funds for
paying refunds to its customers.

Rausch believes that: (a) an engincering study prepared
by 2 civil engincexr with hvdraclic experience is nceded to design
the systen, ané (») he could build such 2 systex for less cost than
CLAWA by avoiding competitive bidding and payving for work, done on a

ime and material basis or by entering into a joint vexture with a
contractor, by reducing or modifving the scope of the recuired
improvenents, and by building the inmprovenents over five or six
years.

Massey was called by the Commission staff. He testified
that: (a) if offered, CLAWA would consider purchase of MB foxr Sl
subject to the willizngness of MB's shareholders “to underge assess—
ment district proceedings to upgrade their syszem”:; (b) CLAWA's
maintenance "Costs £0¥ small deficient water systems were greater
than its revenues: (¢) based on CLAWA's recent experience in
rebuilding eight small water systexms in th viéinity of MB, he

+
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made a rough estimate for rebuilding the MB system of $560,000 and
that Rausch's estimate of $625,000 was not out of line at this time
due to inflation and €0 the high costs of going through rocky soil
(e.g., installation costs of approximately $22 per lineal foot Zor
six-inch main); and (d) khis rough estimate o0f per customer naintenance
and purchased water costs for MB's existing substandard system would
be in the range of $11S5 to $132 per customer per vear and operating
costs would add approximately 528 per cusctomexr per year.

A staff research azalyst, Mary J. Purcell, testified that:
(a) MB failed to meet the construction schedule mandated in W=2393:
(k) had MB built the Phase I facilities on <ime and nade reasornable
progress on subsecquent phases, the staff would 2ot have nmade its

-

recommendations; (¢) she is not seeking complete replacement of MB's
systen; (&) she made no study of the need for further improvements:
(e) she made no study of MB'zs ability to continuc to function if hex
recommended refund was paid out of company funds; and (£) ske made

no study o< MB's ability to meet its expenses if rates were reduced
to the prior level.

W=2393 states in part:

“THE COMMISSION FINDS that (1) the increased
rates hereby authorized aze justified and that
the present rates are, for the future, unjusc
and unreasonable: (2) The increase in rates
authorized herein is subject to refund <o the
customers and termization of the rate increase
if Phase One of the Schedule of Systen Improve-
ments is not completed and adecuate, progress
toward completion of Phase Two is not Teported
on or before Octoder 1, 1979; (3) Iz the event
that the improvements are not completed as

&/ fTwenty-eight Qollars ($28) . is the difference between vater
billings of S111 and $83 for mainteznance and purchased water
‘COSTS per customer wTer year On tae elight rebuilt systems.




A.59182 ALJ/EA /hh

specified herein, the rate iacrease herxeby
authorized shall terminate on the scheduled
completion date of Octobex L, 1981 and the
utility shall refund the incrzease €O the
custoners; (4) The rates in e¢ffect immediately
prior to the increase ordered herein shall
apply therecafter and the utility shall imme-
diately file appropriate tariffs iz compliance
with General Order No. 96=-A."

L 4 s k4

.#IT IS ORDERED that Mcadowbrook Water Company,

Inc. is authorized <o make effective the revised
rate schedules attached to Advice Letter No. €
subject to £indings 2, 3, 4, 5, 6 and 7 herein,
and on the effective date herein %o cancel tkhe
presently effective rate schedules for water

service. The effective date 0f this resolution
is the date hereof.

"IT IS FURTEER OPDERED that Meadowbroox Water
Company, Inc. shall subnit progress reports on

. the Schedule 0f Systen Improvements at six-month
intervals, the £irst report <o be submitted on
or before March 1, 1279.“

Findings 5, 6, and 7 of +<he adbove resolution relase o
filing a rate reduction to flow through reduced ad valorem taxes.
M3 complied with these requiremezts.

A staff engincer, Arthur 3., Jarrctt, testified that if
refunds were orxdered, the refund per customer would be $128.65
through April 30, 1980, an approximate total of $19,000.

Staff counsel argues that: (a) MB's customers have been
waitine for over six years for improved fagilities; (b) Hansen
indicated that improvements would be made; (c) the Commission
issued a resolution ordering the improvenents to be made; (&) «he
improvements have not been made; (e) if MB £iled an application
for a DWR loan todldy, it world take ancother year €0 process;

(£) there would be a further delay in preparing a lengthy engineering
studv £zom DWR loan procecds: and (g) it appeazs that there would
be at least a two-vear delay before anytiing was built.
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Discussion

The Commission recognizes problems assoclated with the
operation of small water utilities. It has adopted simplified
accounting procedures, simnl.f~ed annual reports, advice letter
rate 1ncrease procedures, and exncourages informal contacts betweezn
its stalf and the utilities to assist small utilities in meeting
their obligations. However, the Commission has limited resources
and cannot guide every step undertaken by a utility such as MB.

t is unfortunate that no response was sent to Hansen's Septenmber 27,
1978 levter. EFowever, the Commiszion's Rules of Practice and '
Procecdure set forta specific recuirements for requesting authoriza-
tion 0 exter into a long-term debt agreement. There was no
unreasonable delay in authorizing the loan agreement once those
requirements were met.

The provision of uzilizy water service to MB's custozers
is a serious responsibilivy. Hansen agreed to make certain speci ’ic
improverments on a timely basis as a condition for increasing M2
rates. Hansen did not meet that schedule. Hansen entered an
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appearance as an interested paxty. As the sole shareholder of MB,
he can designate its president, board members, and responsible
operating officer, but he cannot walk away £rom his responsibility
t0 see that the improvenent:z are made. He cannot transfer owner-
ship of Ehe utility without Commission approval. The Commission
looks to Hansen for compliance with its ordexrs with respect to MB.
The appearance of Hansen as an interested party is not zonclusive
of his status. Rogina v Mendocino State Hosvital, et al. (1954)
53 CPUC 108, lll.

It would be desirable to improve MB's service by replacing
all parts of the system not meeting the requirements of General
Oxder No. 103, hut MB-EE: not and does not have to carzy out a
replacement program of that magnitude absent an oxrder to do so.
Any replacements made by MB 4o implement W-2393 should meet the
size, facility, and material requirements set forth in Gemeral Ozder
No. 1032.

The ALJ staved that: (a) M3 does not have a DWR loan
surcharge proposal before the Commission; (b) he would recommend
that i1f MB proposed to replace its system, a registered c¢ivil
engineer should prepare the design: (¢) the »illing surcharge
needed to amoztize a $625,000 DWR loan o MB would be excessive
(over $280 per qustomer per yeax, based upon DWR's policy of
limiting the loan amortization period %o 35 years at a 5.5 percent
interest rate; and (&) tze time delay in adopting ME's proposal
would be excessive. We concur with the ALJ's assessmexnt.

In assessing the value of M2's service, we have
considered that *ae4ég:;;z@2E5éaé§332555§55339—~eeo~@5- Many
weexend residents could elect To 2aul water ratier than To taxe
service from M3, waick would cost in excess of SL20 per year.
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At the close of the he ring,Z/ the ALJ advised Rausch
that: (a) there would te a long celay before anytaing was done
if M2's request was granted; (b) the Commission could act on the

talf recommendations for a rate reduction and a refund; (c) thae
Commission could consider a2 recuest from MB %0 extend The tinm
Jor compliance with specific recuirements for construction of
the ordered facilities with the owner's funds; or (d) the systex
could ve transferred to CLAWA. He sought Rausch's cozzent oa =4
latter progosals. Rausch then suggested waiting until he secured
DWR approval for a smaller loan o make a partial system replace-
ent. This proposal would net materially cut down on the
processing delay. It is doudtful that DWR would funmd a tirme
and zmaterial loan. The reasongbleness of charges incurred on a
non~arm's~length contract would be an issue.

In Resolution No. M-L708 dated August 26, 1979 sais
Commission establisned a policy of supporiing mergers of small

oy

water companies or of their conversion 3o public status.

7/ Due 10 a severe storm, Hansen was unadle o
v isolaved nome %0 th
up Letter will be in

in this proceeding.

. Sly from nis
aearing. rHansen's subsecuent follow-
corporatec In tne correspondence file

-]l
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Resolution No. M-4708 states in part:

"WHEREAS: The Commission £inds that Class D water
company operations tend to be inadecuate for both
owners and customers. The lack ¢of economies of
scale often results in a limited return on the
owner's investment and poor sesvice to the cus-
comer. Now, therefore, be it resolved that the
Commission will:="

> o L

v (d) support and promote the coaversion of
unviable or marginal water utilities to
public ownership or their mergers with
more viable entities when opporitunities
arise and customer service is more likely
o improve through such change than with-
out it;

rant certificates for proposed water
systems only when (1) nced Zfor the util-
ity is demonstrated by applicant showing
that no other entity is willing and able
to serve the development anéd concrete
present and/or future customer demand
exists and (2) viability is demonstrated,
ordinarily through <he following tests:

"~ proposed revenues would be generated
at a rate level not greatly exceeding
that set for comparable sexvice by
other water purveyors in the general
areas

- the utility would be self-sufficient,
i.e., expenses would be supported with-
out their being allocated between the
proposed utility and other businesses;

the applicant would have a reasonadle
oppertunity %o derive a fair return o2
its investment, comparable to what other
water utilities are currently being
granted.”
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This proceeding does not involve certification, but the
criteria set forth in section (e) above do pertain to this pro-
ceeding.

The San Bernardino County Healith Depar+ment (XHD) has been
receiving complaints fzom MB's customers, which are primarily low-
pressure complaints, particularly during periods of heavy summer
demand. HED supports a program to replace the undersized 2k-inch
diameter mains in MB's system, and it supports a <takeover of ME
and the formation of an assessment district by CLAWA. On that
issue the staff report states:

"Interest in and Abilitv to Assume Ownershin of
Meadowbhrook Water Commanv by CLAWA ™

» » L 4

"12. In response to a written inguiry £rom M. J.
Purcell, the CLAWA hoard indicated its interest
in assuming ownership of Meadowbrook should the

£fer of last July be reactivated. R. Massey
was interviewed to determine CLAWA's experience
operating water companies. Massey stated that
his agency sells wholesale water to 27 agezcies
and also owns and operases 8 small water conm-
panies, the latter of which serve apmroxinately
760 customers. He stated that CLAWA regeived
the first Safe Drinking Water Bond Act loan
granted to a public agency whigh was used <o
improve the plant of the 8 water companies.
The improvements are complete. He further
stated that as MeadowdbroQk is contiguous to
another of CLAWA's systems, Burnt Mill, i< is
highly possible <that a physical merger of <he
two svstens could occur which would he highly
advantageous Zor the Meadowdrook custonmers cdue
to the improved storage capacity and water
pressure. Massey felt that with the physical
improvements being made to the systen which
would allow the current restriction on conlec-
tions to be lifted, the water system couvld gzow
to 365 customers. In tezms of customer attitude
asout being owned and sexved by CLAWA, he cited
the positive resules of the guestionnaire survey
undersaken last summer. Of the 64 responses,
representing 2 20% resurn of the notices, 58
voted foxr CLAWA ownership anéd 6 voted against.”
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Thus, there is a public agency, CLAWA, willing to =eet
the need for water service in MB's service area. CLAWA would
rebuild the system i an assessment district within MB's service
area is formed. CLAWA is unwilling to bdurden customers or land=-
owners within its existing service area (who forzmed their own
improvement districts) with the cost of redvuilding MB's systeco.

The Commission does not have the autzority nor the desire
to negotiate with the San Bernmardine County rire Agency +o provice for
a separate and unzecessarily redundant fire protection facility for
MB as suggested vy ME.

With an improvement district, CLAWA would zave the
authority to spread tie cost of improvements to lot owners through
taxes. Public utility water companies do no% have such authority.

=it
ME's construction costs for making *"o“ov¢~en: are far adove
average due Tto tae need to tresch in mountaizous terrain during
a limited construction seasoxz. The consiruction cost per custozer
would also be increased because of thae low customer deasity witiain
the service area.

As noted above, we would not authorize an annual surcaarge
of over 3280 per customer to amortize the ¢ost 0f rebuilding
the MB system. MB's proposal, which has 2ot beexn properly for-
culated, is not wviable.

We would encourage MB to accept CLAWA's conditiens and
sell its system not because of any ulterior motive oz ouw pare
but to permlT the elimination of deficient water service To MB'S
customers, to provide for affordable rates for taat sex rvice, and <o

assess landowners for improvements, whick could result in The

1iZting of the restriction on further hu ilding in the service ares
which, in turn, could reduce the assessmens Tax rate.

MB 2ills azaually on May 1. In the event =

vhat M3 is trans-~
ferred vo CLAWA, any 1680 revezues net of M2's current operatizg

expenses should be tramsferred to CLAWA or refunded =o V2's
customers witin 15 days after the date of transfer. The transfer

request snould explain the basis of suca operat: ing expezses in
detail.
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If Hansen desires that ME continue in business, we cxpect
MB to promptly file an amended application for funding the improve-
nents orxdered in W.2393, either with his funds or to submit a fimm
offer to provide the necessd:y funds from a qualified lending

institution or investor. We would expect ME %to complete Phase I
and Phase II of the improvement program by September 30, 1980 and
the balance of the improvements by September 30, 1931. Further
rate relief could be considexed after completion of the 1980
improvements and of the 198l improvements. If Rausch and Hansen
still desire to transfer M2 under those terms, that regquest could
be made in the amended application. This procedure would improve
MB's service but at a substantial cost. It would not provide
service and fire-£flow kenefits o MB's customers comparable o
the CLAWA takeover.

IZ£ Hansen does not elect to proceed on either of these
options, he should explain why he 2o longer desires or is capakle
of funding the construction pregram and he should be preparxed %o
address the issues of rate reduction and of a plan for making
refunds. However, in that context, we will consider, in detaii,
the cost o MB's operations £rom 19782/ to date, and its failure
to comply with W=2393,

If MB again fails to send notices as Qirected by the
Commission or to comply with this order, the Commission will
consider further sanctions under Division 1, Chapter 1l of the
Puklic Utilities Code, VIOLATIONS.

We affirm the ALJ's ruling €0 not grant a continuance in
this procecding. MB did not offer any reasonable justification
for a delay, its reguest was not made on a timely basis, and it
had failed to comply with the Commission's orcder on giving notice.

g/ Pxo forma summaries 0% earnings should reflect revenues, ad valorea
taxes, and purchased water costs at present levels and at the level
in effect prior to the effective date of W-22393, as adjusted to
reflect the net offset increase authorized in Resolution No. W=2509.
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We would ordinarily grant a timely request for a continuazce
from an applicant. However, in this proceeding,'MB is not seeking
affirmative relief. Its petition seeks a delay to prevent the
triggering of an order to lower its rates and to Pay refunds because
of its failure to comply with the conditions it agreed +o which
were macde part of the authorization for a ratec increase.

Findincs of Face

1. W-2393 gave conditional authorization to MB o imcrease
its rates. The conditions were that MB meet a five~phase schedule
for constructing specific system improvements and that a reduction
in ad valorem tax savings be £lowed through €0 its custozers.

2. W-2393 states iz part: “. . . The increase in rates
authorized herein is subject to refund Lo the customers and to
ternination of the rate increase if Phase One of the Schedule of
Systez Improvements is not completed and adequate prog:esé towazd
completion of Phase Two is 2ot reported on or before October L,
1979. . . "

3. MB has not constructed any of these systen izprovenents.

4. MB hags flowed through the ad valoren tax reductions.

S. MB was authorized to borrow $30,000 from its sole stock-
holder, Ernest E. Hansen, for comstruction purposes. That authority
was 1ot exercised.

6. MB has not filed its secoxd and thizd progress reports
as ordered in W-2293.
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7. MB reguested a continuance for making systenm improvements
until after DWR agreed to loan it $625,000 to rebuild its entire
systenm. ' '

€. MBE has not £filed a loan application with DWR. ME has
not submitted any specific improvement plans; _

9. The amnnual surchazge per customer, needed to service a
$625,000 DWR loan,of over $280 would be excessive. MB's proposal
would not be viable. ,

10. The time delay in securing a DWR loan and sﬁbsequent
Commission approval for a lesser, as yet undefined, construction
progran would be excessive.

l1l. Hansen attempted to transfer ownesship and control of
MB to Rausch without the Commission approval recuired by Section 854
of the Public Utilities Cole.

12. CLAWA has indicated its willingmess to take over MB's
systen for oxne dollar and to rehuild the MB system to nmeet San
Bernardino County standards. MB's systen only has a nominal, one
dollar value to CLAWA, ‘

12. CLAWA's proposal would permit elimination of deficient
water service to MB's customers, provide affordable rates for
that service, and permit assesszents of landowners for water
system improvements.

14. Implementation of the five-phase improvement plan set
forth in W-2393 would result in izmproved service to MB's custozers,
but would not provide service and fire-flow benefits comparable <o
CLAVA's proposal.
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Conclusions of Law

. MB has not met its obligations for comstructing systenm
improvements pursuant to W-2393. MB's rate increase was authorized
contingent upon construction of those improvements on schedule.

The rate increase was subject %0 revecation and =zo refund if M8
faliled to meet the construction schedule.

2. MB's owner, Hansen, is not merely an interested party in
this proceeding. He has ultimate. responsibility for implementation
0% Commission orders, including those relazed to the construction
of MB's facilities and for its maintenance and operations.

2. Hansen's attempt to transfer ownership and control of
MB to Rausch was without Commission apsroval aznd 4s void and
of no efflect.

4. MB's conceptual plan for obtaining and utilizing a DWR
loan for system improvements is not viable.

5. M2 failed to comply with a Commission order +o give
hearing notice by publication, by posting, and by delivery of
notice to each of its customers and o the owners of vacant lots
in its service area.

6. The ALJ was not required o ¢grant MB's untizely reguest
for a hearing continuance.

7. ©XNo further hearing should be reguized if M2 elects %o
coavey its system to CLAWA on the basis described herein. MB's
systexm only has a nominal, one dollar valve %o CLAWA. Further
hearing should be required if MB does not elect %o adopt this
option. ’ |
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8. If a hearing is necessary, MB should be required <o give
notice of the adjourned hearing ic this proceeding by publicaviosz,
by posting, and by delivery of notice to each of its customers.
Since MB no loager proposes To assess owners of vacant lots in its
service area, no notice to those individuals is necessary. M3
should be prepared to present evidence as discussed on page 16
herein.

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

INTERIM ORDZR
IT IS ORDERED zhat:

1. The petition of Meadowbrook Water Company, Inc. (MB) for
an extension of time to construct facilities pursuant to Cormission
Resolution No. W-2393 (W-2393), after it has obtained a loan from
the Department of Water Resources, is denied.

2. Within ten days after the effective date of this order,
MB shall file an amexzdment to its application on one of the
following bases:

(a) & request for author:ization Tc convey its system’
0o the Crestline=~lake Arrownead Water Agency,
pursuant to an agreezent or draft agreezent with
that agency, and for autiorization To terminate
its obligation to provide water service afier %he
conveyance o tihe system has been completed.
Tais request shall incluce a provision for transferrin
Tie excess unexpended net 1980 revenues from MB to Crestline~
Lake Arrowheal Water Agency. or as a customer refund witaim
15 days after tze dave of transfer. The reguest shall
explain the basis of expenditures frox the 1980 revenves
in cdetail as of the date of filing.
A plan to fund and comstruct the five-vhase

improvement plan set forth in W-2392 modified
to provice Jor completion of Phases I and II by
September 30, 1980 and for the completion of

Phases III, IV, and V oy September 3C, 1981.

s
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(e) A filing (1) explaining why Ernest E. Hansen a~d/n M
is incapable or unwilling to proceed with
the ‘Lnd;ng and construction of the zmprOVc-
ment ered in W-2393; (2) setting forth ¢
summary of earnings datd descriked in ‘oot. e g
herein; (3) other information relevant to MB's
£ailuze to comply with the comnstruction aad
reporting regquirements of W-2393: and (4) other
information Televant to the issues of rate
reduction and refunds.

3. The attempted transfer of ownership and control of MB
from its owner, Ernest E. Hansen, to John F. Rausch is void and
of no effect.

L. MB shall file late~-£iléd Exnidbit 5 within ten days after

the effective date of wrhis order.

-

The effcetive date 0f tais order is the date nereof.
Dated 4N 2 1000 2t San Trancisco, -Califoraia.

® ‘ W?
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