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Decision No. 91921. 

:SEFORE 'I'HE PUBLIC U'l'ILI'tIES COMMISSION OF 'tHE STATE OF CALIFORNIA 

In the matter 0: the application of ) 
Jim."nie R. S:r.ith, elba Mar Vista Water ) 
Co., to borrow f~~ds under the Safe ) 
Drinking Water Bond Act, and to add ) 
a surcharge to water rates to repay ) 
the p=inci~l and interest on such ) 
loan. ) 

--------------------------------) 
.Q~!N.!.Q! 

Application No. 59585 
(Filed April 11, 1980) 

• 

Jimmie R. Smi't:h, dba .t'.ar Vista Water Co ... (Mar Vista), 
requests authority to borrow $154,500 under the California Safe 
Drinkin; Water Bond Act of 1976 (SDWBA) (water Code l38S0, et seq.), 
and to add a surcharge to water rates to repay the principal and 
interest on such loan. 

Notices of the filing of Application NO. 59S8S appeared 
on the co~"nission's Daily Calendar of April 14, 1980. 

The utility provides water service to approximately 100 
residential customers in the unincorporated comm~~ity of Aptos, 
with a population of about 29,000. The co~~unity is located ten 
miles south of the City of'santa Cruz, Santa Cruz County. The 100 
service connections consist of 90 flat rate and 10 metered serviees. 

MAl;' Vista's presen~~w~ter su?ply is obtained from one 

12 

deep well. The system has serious deficiencies including deteriorated -transmission and distribution mains, lack of 'blow off, shut o1:f' and 
~ir release valves, inadequate water storage and backup water supply~ ~' 
and high manganese and iron content'in the water. 

Mar vis~a ~ro~oses to correct the de:iciencies in its water .. .. 
distribution system by the installation of approximately 3,000 feet 
of new transmission and distri~ution mains, installation of 28 new 
blow off, shut off and air release valves, installation of a 60,000-
gallon storage tank, a new backup well, and pump alld emergency \ 
generator. 
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The SD~~ providc~, ~mong other thing~, th~t w~ter 

utilitie~ whose syztcms f~il to meet Californi~ Health ~nd S~fety 
Code ~tand~rds ~nd which cannot otherwise finance necessary plant 
improvements may ~pply to the Californi~ Dep~rtment of W~ter ..... 
Resources (DWR) for low-interc'st rate loans. The SDWBA ch~r9'es the 

12 

California Department of Health Service (DHS) ~nd the Sant~ Cruz 
coun'ty Health Service::: Agency (SCHSA) with the responsibility of 
analyzing the pUblic he~lth issue::;, ~nd of m~king a determination of 
the specific plant improvements th~t olre needed to meet water quality 
standards. DWR determines the need for financial assistance and acts 
as 'the lending agency and £i::;cal ad."ninis trator. Before a loan is 
granted, the applic~nt must demonstrate to DWR its ability to repay 
,the loan ~nd show that it has instituted mC.:l.sures that will mzl.ximize 
w~ter conserv~tion. Under the provisions of Sections 816 throu9h 851 
of the Public Utilities CodC!, pUblic utility w~ter companies mus·t 
obtain ~uthorization from the C~lifornia Public Utilities Co~~ission 
(Co~~ission) to enter into any long-term loan. Section 454 of tha~ 
code requires a public utility water company to obtain commission 
approval for rate incre~ses. 

The SCHSA has reviewed Mar Vista's loan proposal and 
has set forth a s~ry of construction to be undertaken with the 
loan proceeds. By letter dated January 24, 1980, DWR informed 
Y~r Vista of its eligibility for ~ loan under the SDWBA. 

The ltcms of cons~ruction and estimated coste arc detailed 

as follows: 
Item 

1. Install~tion 0= GO,OOO-gallon 
ctor~gc tan~ with pad and connection 

2. Install~tion of new b~ckup well, pur­
chase of new o~~o for existing well .. .. 
~d backup emergency generator 

Purchase and installo.tion of app::,oxi­
mately 3,000 feet of 6" pipe, 6 new 
fire hydrants, 28 blow off, shut off 
and air release valves 

Subtotal 
DfNR administrative fcc, 3% of loan 

Total estimated project cost 
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E::;timatcd Cost 

$ 21,000 

26,500 

102J 500 

$150,000 
4,500 

1.~50~ 
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The proposed loan f~m DWR will provide for 'a 35-year 
, , 

repayment schedule with equal semiannual payments of principal 
and interest, at an interest, rate of 5-1/2 percent per annum • . 

The revenue to meet the semiannu~l payments on the SDWBA 
loan will be obtained from su:charges on all metered and ~lat-rate 

'. 
services. The total amount of revenue from the proposed surcharge 
will exceed the loan repayment requirements by approximately 10 per­
cent. In accordance with DWR requirements, this overcollection ~ll 
be deposited with the fiscal agent to aecumulate,a reserve of two 
semiannual loan payments over a 10-year period. Earnings of 'the ' 
reserve fun~, net of charges for the fiscal agent's services, will 
be added to the fund. Net earnings of the reserve fund will be used, 
together with surcharge amounts collected from customers, to meet 
the semiannual loan payments. The Commission reserves the right to 
review the manner in which the fund is invested and to direct that 
a different fiscal agent be selected if appropriate. 

The annual requirements for debt service will be approxi­
mately $11,000. The amount of the surcharge to repay principal, 
interest and necessary reserve on the loan will be in direct propor­
tion to/the capacity of each customer's meter or serviee eonnection. 
The following surcharge would produce approximately ~915 per month, 
re~ an increase in water rates of approximately $9.15 per 
month for each residential customer. 

Size ot Service 
or Meter 

SURCHARGE SCHEDULE 

5/8" x ;/4" meter 
?;/4" meter or ?;/4" service 

l" meter 

MonthlYl/ 
Surcharf!j~ 

$ 8.30 
9.l5 

l2.5O 

Y This surcharge would be in addi tiol:!. to regular eha.rges :tor 
water service • 
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Mar Vi~ta's present rates were authorized,by commission 
Resolution No. W-252S, effective June 5, 1979. 

~Ae estimated annual gross revenues for 1980, at present 
rates will be about $12,000. The $11,000 yearly increase under the 
SDt~ lo~~ surcharge '~hus would increase Mar vista's revenues hy 
approximately 9~~. 

On May 8, 1980, staff aecountant from the Commission's 
Revenue Requirements Division conducted a pUblic meeting ,at the 
Valencia Elementary Sehool, Aptos, California, to explain the SDWBA 
program. ~he meeting opened with 45 persons representing 23 resi­
dential customers of the utility in ~ttendaneQ. However, 18 resi­
dential customers and 35 persons remained for the entire meeting. 
Also participacing in the meeting were r~resentatives !ram Dw.R~ 
SCHSA and Mar Vista. Atl:'he direction of the Commission, Mar Vista 
sent a letter to all customers notifying them of the meeting • 

12 

After a general introduction which included an explanation 
of all the :basic aspec'~s of the loan proposal, the floor was opened 
to the customers for questions. Many of them expressed their concern 
and opposition to the surcharge due to the lO~1o rate incre~se 
effective since June 1979. They made reference to Resolution 
No. w-2S2S and its language concerning some of the same imProvements 
that are heing proposed in the SDWBA proposal. A number of lengthy 
explanations were presentee which, in sucmary, stated that, the June 
1979 rate increase pertained only to providing adequate co~erage 

v 

for increases in operating expenses over the 9-1/2 year period since 
the ~rior rate increase and to re!lect a change from a negative vi 

• ! 
rate of return to a 4.5% return. The point was also made that the 

i , 
charges for water service are completely separate from the :'monl.CS 

I. 
needed to finance the SDWBA loan • 
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A detailed presentation was made on the blackboard 
of Mar Vista's 1979 income statement and the inability of the utility 
to generate the £unds needed to finance the basic improv.c.ments 
r~uired by safe drinking water health standards. 

One customer asked why the owner did not invest his own 
money to make the improvements. The PWR representative stated tbat 
in order for Mr. Smith to qualify for a SDWBA loan, he was required 
to exhaust all other reasonable sources of financing which included 
his own funds, local banks and the Small Business Administration. 
In other words, DWR as the banker for the SDw.aA program, is the 
lender of last resort. 

Considerable time was also given to the "black water" 
condition. The SCHSA representative gave a detailed deseription 
of" the health aspects of the water. To eorrect the manganese and 

, 
iron contents would require filtration. A system-wide filtration 
process would be extremely expensive and has not been included in 

the SDWBA loan proposal due to this reason. 
Two customers expressed their appreciation to Mr. Smith. 

They indicated that the service" has substantially improved since he 
took over the utility only a year and a-half ago. 

At the conelusion of the meeting, on a show of hands, 
15 customers voted in favor of the SDWBA proposed plant improvement 

program. and rate surcharge and three customers voted against the 
proposal. 

The staff reviewed the application and eoncludes that the 
proposed plant improvements will substantially improve serviee. The 
proposed SDWBA loan clearly is the most feasible and economical method 
of financing these improvements. ';the commission, therefore, will autho­
rize Mar Vista to enter into the proposed loan eontract with DWR and 
to institute a surcharge on customers' bills to repay the loan • 

... 
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-. We recognize that the proposed increase in r~tes exceeds 
the guidelines for volunt~ry noninflationary prices promulgated 
by the President's Council on Wage and Price Stability. The 
increase, however, is S.n keeping with the exceptions noted in 
Section 705-C-8 (d) (iii) of the Council's guidelines, which 
section indicates that exceptions to the guidelines are warranted 
if the guidelines would irnpos:.t extreme hardships and gross, inequities 
on utilities. 

~~ile'Section 705~C-8 of the Council's guidelines applies 
to electric and g~s utilities, equity dictates that the guidelines 
likewise should be applied to water utilities that qualify for 
loans provided by the SDWBA. Circumstances which constitute a 
hardship inclUde inadequate cash flow. Under existing rates, Y~r 

Vista would not have sufficient cash flow to meet the principal 
and interest payments on the proposed loan from DWR. The rate 
surcharge, therefore, is in accordance with the guideline exceptions 
of the President's Council on ftlagc and Price Stability_ 

The SDWBA loan repayment surcharge should be separately 
identified on customers' bills. the utilit.y plant: financed through 
the surcharge should be permanently excluded from rZl.l:e base for 
rZl.temaking purposes and the depreciation on this plant should be 
recorded in memorand~~ accounts. 

M:l.r Vista should establish ~: bZl.lancing OlCCOunt 'to be cre­
dited with revenue collected through the surchOlrgc and with investment 
tax credits arising from the plant reconstruction program as they 
are utilized. The b~lancing account zhould be charged with payments 
of interest ~nd principal on the loan. The surchargc should be 
adjusted periodically to reflect changes in the number of connections, 
and resulting overages or shortages in the balZl.ncing account. ~' 

Such changes in fucurc rates should be accomplished by ~ 
normal advice letter ~roccdures • .. 

- 6 -
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It is appropriate to emphasize that the surcharge authorized 
herein will cover only the cost of the loan incurred to finance the 
added plant, not any additional operating expenses that:may be in-

curred. It will not preclude the likelihood of future rate increase 
requests to cover increases in costs of repair materials, wages, 
property taxes, power bills, or other operating expenses that may.be 
incurred in the future. 

In order for the surcharge to produce enough revenue to meet 
the initial payment of principal and interest on the SDWBA loan due 
in January 1981, it is necessary for Mar Vista to place the surcharge 
in effect beginning July 1, 1980. This will enable the utility to 
accumulate initially a small surplus in the balancing account to 
compensate for the time lag between billing and collection dates, and 

to meet DWR's requirement that a l~~ reserve fund be established. 

Findings of Fact 

• 1. The proposed water system improvements are needed to produce 

• 

a healthful, reliable water supply. 
2. The SDWBA loan provides low-cost capital for the needed 

water system improvements and is a prudent means of acquiring necessary 
capital. The plant reconstruction program will cost an estimated 
$154,500 including a three percent administrative charge by DWR. 

3. The proposec3. borrowing is for proper purposes and the money, 
property or labor to be procured or paid for by the issue of the loan 
authorized by this decision is reasonably required for the purposes 
specified, which purposes are not, in whole or in part, reasonably 
chargeable to operating expenses or to income • 
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4. The proposea surcharge will generate approximately 
$11,000 per year. Approximately $9,900 will be used to meet the 
loan payments. The remaining $1,100, which is 10 percent of the 
loan payment, will be deposited with the fiscal agent in order to 
accumulate a reserve equal to two semiannual loan payments over 
a 10-year period. 

S. The establishment of a reserve equal to two semiannual 
loan payments is required by DWR Administrative Regulations. 

6. A rate surcharge will increase Mar Vista's annual gross 
revenues by approximately $11,000 and increase the water rates by 

approximately $9.l5 per month for an average residential customer. 
7. The rate surcharge which is established to repay the SDWBA 

loan should last as long as the loan. The surcharge would not be 

intermingled with other utility charges. 
8. The utility plant financed through this SOWBA loan would 

be permanently excluded from rate base, as the customers should not 
be required to pay more than once for the utility plant. 

9. Special accounting requirements are necessary to ensure 
that there are no unintended windfalls to the utility'S owners. 
Mar Vista would establish a balancing account to be credited with 
revenue collected through ~e surcharge, and with investment tax 

credits resulting from the plant construction, as they are utilized. 
'the balaneing account would be reduced. by payments of principal and 
interest on the loan. The rate surcharge would be adjusted period­
ically to reflect changes in the number of connections and resulting 
overages or shortages in the balancing account. 

10. The increases in rates and charges authorized by this 
decision are justified and are reasonable, and the present rates 
and charges, insofar as they differ from those prescribed by this 
decision, are, for the future, unjust and unreasonable • 

• 11. This surcharge should be placed in effect beginning July 1, 
1980 so as to accumulate funds to make the initial principal and 
interest payment due in January 1981 • 
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Conclusions of Law 

1. The application should be granted to the extent set 
forth in the following order. 

2. A formal hearing is not necessary. 

0.BD~.B 

IT IS ORDERED that: 
1. On or after the effective date of this order, Mar Vista 

water Co. is authorized to file the revised rate schedule attached 
to this order as Appendix A. Such filing shall comply with General 
Order No. 96-A. The effective date of ~e revised rate schedule 
shall be five days after the daee of filing, and shall apply only 
to service rendered on or after July 1, 1980. 

2. Mar Vista Water co. is authorized to borrow $l54,SOO 
from the State of california, to execute the proposed loan contract, 
and to use the proceeds for the purposes specified in the application. 

3. Mar Vista water Co. shall establish and maintain a separate 
balancing account in which shall be recorded all billed surcharge 
revenue and the value of investment tax credits on the plant, as 
utilized. ~he balancing account shall be reduced by payments of 
principal and interest to the State Department of Water Resources. 
A separate statement pertaining to the surcharge shall appear on 
each customer's water bill issued by Mar Vista Water co. 

4. As a condition of the rate increase granted herein, Mar 
Vista Water Co. shall be responsible for refunding or applying on 

behalf of the customers any surplus accrued in the balancing 
account when ordered by the Commission • 
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5. Plant financed throt:1.gh the SDw.BA loan shall be per­
manently excluaed from rate base. 

The authority $ranted by this order to issue an 
evidence of indebtedness and to execute a loan contract will 
become effective when Mar Vista Water Co. has paid the fee 
prescribed by Section 1904(b) of the PUblic Utilities Code, which 
fee is $310. In all other respects, the effective date of this 
order shall be five days after the date hereof. 

Dated __ J_U_N .... 1-.7;....."J.o,.~_-f-, California • 

~. .. 
'C~mm1::::::1o%lor R!elio.rd: ~~ '(;:ravo110., being 
Docc::::::~11y ~b:::ont. ~1d not p~rt1c1~~~o 
1~ tho d1:,os1t1on or th1::: procoe4inG· 
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Schedule No. 11\. 

~\~uAL METERED SERVICE 

APPLICABILITY 

Applicable to all metered water service furnished on an annual oasis. 

'!ERRI'!'ORY 

Forest Glen Subdivision and vicinity. located one mile east of the 
co~unity 0: Aptos y Santa Cruz County. 

RATES 

Xonth1y Quantity RAtes: 

Fi~s~ 300 cu.f~., or less •••••••••• _ •• _ ••••••• __ _ 
Next 1,200 cu.:t., per 100 cu.ft •••••••••••••••••• 
Over 1,500 cu.!t., per 100 cu.f: •••••••••••••••••• 

Per Meter 
Per Y.on~h 

$ 6.75 
1.00 

.75 

12 " 

Per Service Connection (N) 
~er tear : Per Month 

Annual Minimum Charge: Charge Surcharge 

:or 5/8 x 3/4-inch meter 
For 3/4-inch meter 
For 1-inch meter 

•..................• 
•..............•...• 
...............•...• 

$ 81.00 
128.00 
210.00 

The Annual Minim~~ Charge will entitle the customer to 
the qua~tity 0: water each month which one-twelfth of 
the ~nnual minimum charge will purc~se 4t the Monthly 
Q\l.at'.tity Rates. 

l'Zl'tRZD SERVICE SUR.C?'~ct 

$ 8.30 
9.15 

12.50 

NOTE: This 5urch~rge is in addition to the regular monthly metered water ( ., 
bill. The total monthly surcharge must be identified on each bill. This 
surc~ge 1especifieally for the repayment of tbegcalifornia Sa:e Drinking 
Water Bond Act loan authorized by Decision No.~JL __ ~jl 

(a) Insert Decision Nwnber in ""pplieat.ion No .. 59585 'before 
Filing Tariff • 
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Sheet 2 0: 4 

Schedule No.. lA 

~\1rJAL METERED SERVICE (Continued) 

SPZCIAl CONDITIONS 

1. The an~ual minim~~ charge applies to service durine the l2-month period 
co~encin8 January 1 and is due in advance. If a permanent resident o! the 
area has been a customer of the utility for at least 12 months, he may 
elect, at the beginning of the calendar year, to pay prorated minimum charges 
in adVAnce at intervals of less than one ycar (monthly, bimonthly, or 
quarterly) in accordance with the utility'S established billing p~riods for 
water used in excess of the monthly allowance under the annual minimum charge. 
'O'I"hen meters are rctld bimonthly or quarterly,. the charge will be computed by 
doubling or tripling, respectively, the number of cubic feet to which each 
block rate is applicable on a monthly basis except that meters may b~ read 
and qu~~tity charges billed during the winter season at intervals greater than 
three months • 

12 

2. :he opening bill for metered service, except upon conversion from flat 
rate serVice, shall be the established annual minimum charee for the service. 
~here initial service is established after the first day of any year, the 
portion 0: such Annual charge applicable to the eurrent year shall be deter­
~ined by multiplying the annual charge by one three-hundred-sixty-fif(h (1/365) 
of the number of days remaining in the calendar year. The bal~~ce of the 
payment 0: the initial annu~l charge shall be credited against the charges for 
the succeeding annual period~ If service is no~~ontinued for at least one 
year ~fter the date of initial serVice, no refund of the initial annual charge 
shall be due the customer • 

'" 
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Shee" 3 of 4 

Schedule No. 2J,,& 

APP" ... ICAS n.ITY 

A~~licable to all flat rate residential water service furnished on an 
annuAl basis. 

TERRITORY 

Forest Clen SUbdivision and vicini"y, located one mile eas" of "he 
community of A~tos, Santa Cruz County. 

RA':ES 

For a single-family residen"ial*uni"; 
including ?remises •••••••••••••••••••••••••• 

Per SerVice Connection eN) 
Per Y~Ar 

Charga : SurchArB~ 

$120.00 $109.80 

~ RArE SERVICE SURCHARGE 

NOTE~ 'I'~is surcharge is in addition to the regular charge of $120.00 
~er one inch or les5 service connection, per year. The total surcharge 
is specifically for the repayment of the California Safe Drinking wa"er 
l$ond Act loan as authorized by Pecis10n No. 91 921 

(a) Insert Pecision Number in A?plication No. 59585 before 
Filing Tariff. (N) 

,/ 
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Sheet I.. of I.. 

Schedule No. 2hR 

~\~UAl RESr.oEr-.~lAL FLAT RATE SERVICE (continued) ....... ~-- ~ ....... --~ - - .-.,;;;--,;;.;;.~ 

SPECIAL CO~~ITIONS 

1. The above flat rate and' surcharge apply to a service eo:cnec-~n not 
larger ~an one inch in diameter. 

2. For s~rvice covered by the above classification, if the utility so 
elects, a meter shall be installed and service provided under Schedule No. lA, 
;.nn. ... 4l Metered Servic~, effective 45 of the first day of the :ollo~ing 
calend~r month. ~~ere the f14t rate charge for a period has been paid in 
adv4nce, refund of the prorated difference between such flat rate p4yment and 
the minimum ~eter charge for the same period shall be made on or before that 
day. 

3. The ann ... al flat rate charse a?pli~s to service during the l2-month period 
commencing January 1 and is due in advance. If a permanent resident of the 
area has been 4 customer of the utility for 4t least 12 months, he may elect, 
at the beginning of the calendar year, to pay prorated flat rate charges and (T) 
annual surcharge in advance at intervals of less than one year (monthly, 
~imonthly, or qu~rterly) in acc~rd4nce vith the utility'S established billing 
periods. A nonpermanent resident may elect to pay the annual charge and 
annuel surcharge in two equal installments. Where such 4 resident has failed 
to pay the first half of the annu4l charge and surcharge due January 1, 
8crvice will not be restored until the total annual charge and surcharge have 
been paid. 

4. The ope~i~g bill for flat rate service shall be the es~&blished annual 
flat" rate c~rse and sur.charse £Or the service. ~~ere ini~ial service is 
established a£:er tha'first day' of 'any year, the portion of such ~~al 
charge and surcharge applicable to the current year ,hall be determined by 
multiply1nS the annual charge and surcharge by one three-hundred-sixty-fifth 
(1/365) 0: the number of days remaining in the calendar year. The b&lanc~ 
0: the payment of the initial annual eharg~ and surcharge shall be credited 
against the charges for the succeeeing annual period. If service is not 
con:inued for 4t le4st one year after the date of initial 5e~1ce, no, refund 
or the initial annual charges shall be due the customer. (1) 

I 
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