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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of Mr. Omar Gene Buller, and Mrs. Kathryn L. Buller, the Sole Owners of Metropolitan Water Company, and Watertek, Inc., a California Corporation, for the following orders:

1. Authorizing O. Gene and Kathryn L. Buller to sell and transfer to Watertek, Inc. ownership of certain assets of Metropolitan Water Company, and

2. Authorizing Metropolitan Water Company to withdraw from the water utility business; and

3. Authorizing Watertek, Inc. to engage in and carry on the water utility service to the customers of Metropolitan Water Company.


Application 00-07-029

(Filed July 17, 2000)

O P I N I O N

1. Summary

This decision authorizes Metropolitan Water Company (Metropolitan), a Class D water company serving 29 customers in a community west of Fresno, to sell its water system assets to Watertek, Inc., a Class C public utility corporation that operates a number of water service and sewer systems in the general area.  Following the transaction Watertek would assume Metropolitan’s public utility obligations and provide water service to former Metropolitan customers under Metropolitan’s rates and tariffs.

2. Discussion

Metropolitan has been owned since 1979 by Omar G. and Kathryn L. Buller, pursuant to Commission Decision (D.) 90502 (July 3, 1979).  The water system is comprised of one well, one pump, mains, related appurtenances and parcels of land and easements.  The 29 customers served by the system are located immediately west of Fresno in Fresno County. 

Watertek, founded in 1969, owns three wastewater systems that provide sewer service to 2,800 people and various commercial and industrial entities in the Monterey County communities of Oak Hills, Indian Springs and Spreckels.  In addition, Watertek by contract operates the sewer system for the Costanoa resort in San Mateo County; the water and sewer systems for the San Lucas County Water District in Monterey County; and the water service for Grand View Gardens Water Company.  The company operates and is in the process of acquiring the East Plano Water System.  Since July 2000, Watertek by contract has managed and operated the Metropolitan water system for its owners.

Raymond L. Smith is the sole owner and operator of Watertek.  In January 1986, the Commission approved Smith’s acquisition of Watertek.  Smith is a state certified Grade III wastewater operator and Grade II water operator. 

Omar and Kathryn Buller desire to sell the Metropolitan water system and retire.  Smith desires to acquire the Metropolitan water system because it is located near another utility property he manages and can be added to the Watertek service schedule economically.  Metropolitan and Watertek seek authorization for the sale and purchase under Pub. Util. Code §§ 851 through 854.

Watertek proposes to assume Metropolitan’s public utility obligations and apply existing rates and tariffs of Metropolitan to its customers.  Metropolitan has 20 metered and 9 flat rate service connections.  Total operating revenue for the company in 1999 was $9,700, and net income for the year was $1,760.  

Applicants warrant that there are no Metropolitan customer deposits to establish credit and no main extension advances which will fall due in the future.

Watertek would acquire the Metropolitan system for a nominal $1, and it agrees to reimburse the Bullers, through a previously approved surcharge, for money they advanced to the system to replace a failed line segment.  In addition, Watertek will pay Mr. Buller a fee of $100 per month for limited service in reading meters and dealing with customers.

3. ORA Protest

On August 14, 2000, the Water Branch of the Office of Ratepayer Advocates (ORA) protested the proposed sale, stating concerns about the distance of Metropolitan from other Watertek operations and the likelihood that Watertek’s operating expenses would be greater than those of the current owners.  At a prehearing conference in Fresno on October 6, 2000, Watertek responded to ORA’s concerns.  Watertek stated that (1) the Metropolitan system is located 3 miles off the route Watertek routinely travels while providing operating services to the Grandview Gardens system, and (2) any future rate request will be limited solely to costs of operating the Metropolitan system.  After further investigation, ORA on November 29, 2000, withdrew its protest, asking only that the Commission condition any authority it grants on completion of certain requirements of the Health and Safety Code.

4. Ratemaking Considerations

The original cost of the property being transferred is $18,267, and the depreciation reserve as of December 31, 1999 is $13,854, resulting in a net book cost of $4,413.  The parties have settled on a nominal purchase price of $1.  Under the provisions of the Public Water Systems Investment and Consolidation Act of 1997 (Pub. Util. Code §§ 2718 and 2719), a nominal purchase price is authorized in the acquisition of a water company so long as it represents the price agreed to by a willing seller and a willing buyer.  (See § 1263.320 of the Code of Civil Procedure.)  In promulgating the 1997 Act, the Legislature was aware that financial incentives would be necessary to induce operators to take over small water companies facing needs to replace and upgrade their systems.

Historically, the Commission has applied the concept of original cost less depreciation in the determination of rate base value to be used in ratemaking.  Here, however, rate base will play little or no role in ratemaking.  Watertek intends to seek rates based on an operating ratio method, which calculates a margin over operating and maintenance expenses, rather than focusing on return on net investment.  Use of an operating ratio method for Class D water companies was authorized by the Commission in D. 92-03-093.  

Pursuant to the provisions of California Health and Safety Code (CH&S) § 116525(a), any person or entity operating a public water system must have a permit to operate that system from the Department of Health Services.  A change in ownership of a public health system requires the prospective new owner to apply to and satisfy the Department’s requirement that the new owner “possesses adequate financial, managerial, and technical capability to assure the delivery of pure, wholesome, and potable drinking water”  (CH&S Code § 116540).  Accordingly, apart from authorization from the Commission for Watertek’s acquisition of Metropolitan, Watertek also must apply to the Department of Health Services for reissuance of the existing permit of Metropolitan.

5. Procedural Considerations

Notice of this application appeared in the Commission’s Daily Calendar of July 27, and all Metropolitan customers were notified by mail of the application and its possible effect on them and were invited to write to the Commission if they had comments or objections.  No responses were filed, and no protests were received other than that of ORA.

In Resolution ALJ 176-3044, the Commission preliminarily categorized this as a ratesetting proceeding, and preliminarily determined that a hearing would not be necessary.  There are no material facts in dispute, no protests, and no known opposition to granting the full relief requested.  We conclude that it is not necessary to disturb our preliminary determinations.

This is an uncontested matter which pertains solely to water corporations.  Accordingly, pursuant to Section 311(g)(3), the 30-day period for public review and comment does not apply.

Findings of Fact

1. Metropolitan and Watertek have entered into an Asset Purchase Agreement by which Watertek would acquire the water system assets of Metropolitan. 

2. Upon transfer, Watertek would apply Metropolitan’s rates and tariffs to the 29 customers of Metropolitan. 

3. Metropolitan at a later date intends to seek rates based on an operating ratio method authorized for Class D water companies. 

4. Watertek has the experience and financial ability to operate the Metropolitan water system.

5. There is no known opposition to granting the authority requested.

Conclusions of Law

1. Watertek’s proposed acquisition of the Metropolitan water system is in the public interest.

2. Pursuant to California Health and Safety Code Section 116525, a change in ownership of a public water system requires application for a new operating permit from the California Department of Health Services.

3. A public hearing is not necessary.

4. The application should be granted as set forth in the order that follows.

5. The order that follows should be made effective immediately to allow Watertek and Metropolitan to complete the transaction without delay.

ORDER

IT IS ORDERED that:

1. Within six months after the effective date of this order, Metropolitan Water Company (Metropolitan) may sell and Watertek, Inc. (Watertek) may acquire Metropolitan’s public utility water system assets as described in Application 00‑07-029 and the exhibits attached to it.

2. As conditions of this grant of authority, Watertek shall assume Metropolitan’s public utility obligations, including the permit requirements of the California Department of Health Services, and Metropolitan shall remit to the Commission all user fees due under Pub. Util. Code § 401 et seq. up to the date of closing.

3. Before the transfer is complete, Metropolitan shall deliver to Watertek, and Watertek shall keep, all records of construction and operation of the Metropolitan water system.

4. Within 10 days after the transfer, Watertek shall file an advice letter in the form prescribed by General Order 96 canceling Metropolitan’s tariffs and simultaneously making only such revisions to Metropolitan’s tariffs as are necessary to reflect the transfer of control.  Concurrently with this advice letter filing, Watertek shall provide a separate compliance letter to the Commission’s Water Division providing notification of the date on which the transfer was consummated and attaching true copies of the sale and transfer instrument(s).

5. Within 90 days after the transfer, Watertek shall file in proper form an annual report on Metropolitan’s operations from the first day of the year through the effective date of transfer.

6. Upon completion of the transfer in conformance with this order, Metropolitan and its owners Omar Gene Buller and Kathryn L. Buller shall have no further public utility obligations in connection with the Metropolitan water system.

7. This proceeding is closed.

This order is effective today.

Dated March 27, 2001, at San Francisco, California.
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