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      RESOLUTION W-4234

AUDIT AND COMPLIANCE BRANCH                                 NOVEMBER 21, 2000

RESOLUTION

Resolution W-4234.  SERENO DEL MAR WATER COMPANY (SERENO).  REQUEST TO BORROW FUNDS UNDER THE SAFE DRINKING WATER STATE REVOLVING FUND (SDWSRF), TO ADD A SURCHARGE TO WATER RATES TO REPAY THE PRINCIPAL AND INTEREST, AND TO PROVIDE A SINKING FUND RESERVE EQUAL TO ONE YEAR’S DEBT SERVICE.

By Advice Letter No. 25 Filed on September 20, 2000. 


_______________________________________________________________________

Summary

This Resolution authorizes Sereno, a Class D water utility, to enter into a loan agreement with the Department of Water Resources (DWR) to borrow a total of $250,000 under the SDWSRF for the improvement of its water treatment plant including the replacement of one set of pressure filters with a new micro filtration unit; to encumber its assets in connection with the loan; and to place in effect a surcharge on existing water rates for the purpose of amortizing the $250,000 loan and accumulating a sinking fund reserve equal to one year’s debt service.

The micro-filtration unit will be capable of treating both surface and ground water.

Pursuant to AL No. 25, the estimated annual revenue impact of the $250,000 loan is $18,040 for years 1 to 10 and $16,400 thereafter until year 20.

Notice of AL No. 25 was made by publication in the Commission’s Daily Calendar of September 21, 2000.  No protests have been received.

This is not an expanded 311 decision because this is an advice letter filing or uncontested matter pertaining to water companies only.  Public Utilities (PU) Code 311(g)(3).

Background

Sereno is owned by the Russian River Utility (RRU) and operates as a water utility subject to the jurisdiction of this Commission.  RRU took over the operation of Sereno’s water system in 1995 and ownership was transferred to RRU in late 1999.

The service area for Sereno consists of two residential subdivisions on the Sonoma County Coast.  Sereno Del Mar Subdivision
 is situated on the easterly side of Highway 1.  It contains 167 lots, half of which are still vacant.  Gleason Beach Subdivision occupies a narrow strip of bluff-top land lying between Highway 1 and the Pacific Ocean.  At the time the property was added to Sereno’s service area, there were 25 houses.  Two houses have since been destroyed in a bluff failure, and a third house has been condemned.  It is highly unlikely that any of the vacant parcels in Gleason Beach will ever be built upon due to the geologic hazards and conflicts with the Coastal Plan.

Today, the water system is in relatively good condition with respect to storage and distribution facilities.  However, the treatment plant is wholly inadequate to provide an acceptable level of service without an excessive amount of operator time and attention.  Moreover, when the plant was modified to provide treatment for the surface water sources, it was rendered incapable of reducing the iron and manganese in the groundwater sources to acceptable levels.  The plant now consists of a hodge-podge of deteriorating piping and equipment, which has been repeatedly jerry-rigged in efforts to deal with changing conditions.  The fact that it works most of the time is more of a testimony to the skill and diligence of the operators than the inherent capabilities of the plant.

Due to the remote location and the limited number of users, it is essential that a fully automated plant be installed.

Sereno currently serves 113 metered rate customers.

Pursuant to its 1999 Annual Report, Sereno reported that it generated total operating revenues of $43,839 and net loss of $78,663.  The company’s balance sheet as of December 31, 1999 is summarized below:





Assets



  Amount



Net Utility Plant


$219,280

Current and Accrued Assets
    20,000




Deferred Charges        

             0



Total Assets


           $239,280



     Liabilities & Equity




Capital and Retained Earnings
$  39,680




Long-Term Debt


             0




Current and Accrued Liabilities
    30,000




Contributions in Aid of

   Construction


  169,600



Total Liabilities & Equity

$239,280

discussion

In conjunction with the proposed loan, Sereno submitted on May 5, 2000, a preliminary engineering report to DHS whereby the alternatives and comparative costs for an automated treatment facilities (capable of dealing with the wide range of water quality problems encountered at Sereno) are explored and to assess the merits of a possible joint project with the Carmet-by-the-Sea (Carmet) water system (which is also confronted with the need to provide filtration for its surface water sources).

The improvement of an existing surface water treatment plant and the installation of a raw water intertie with Carmet are specifically intended to allow Sereno to provide the treatment necessary in order for the systems to meet the state’s Department of Health Services (DHS) requirements for surface water supply sources and the merits of a joint project with Carmet (which is also confronted with the need to provide filtration for its surface water sources).  The project involves the installation of a 2-inch PVC raw water pipeline from the Carmet existing water line to the treatment facility proposed to be improved by Sereno.  

Sereno states in its supplemental data to the advice letter that the pipeline will not pose any environmental or visual impacts to the surrounding area.  A second pipeline will be needed to intertie Sereno’s treated water with the Carmet distribution system to facilitate the flow of treated water back to Carmet.  A new 384-sq. ft. building will be constructed to house the micro-filtration unit.

Sereno’s estimated construction costs shown as supplemental data to the Advice Letter are as follows:



Description



    Total

Construction





$177,500


  Building and Appurtenances
$  42,500  


  Filter Equipment


  125,000


  Electrical



    10,000


Engineering





    46,500


  Preliminary/Environmental
$  20,000


  Design/Construction

    26,500


Contingency and Force Account


    26,000








$250,000

Sereno now requests authority to enter into a loan agreement with DWR to borrow $250,000 under the SDWSRF for a period of 20 years at 2.7934% interest.

Proposed Surcharge Schedule

The annual requirements for debt service are approximately $18,040 for years 1 to 10 and $16,400 thereafter until year 20.

Sereno proposes to institute a surcharge of $13.45 per month to all metered rate customers to repay the principal and interest, and to accumulate the necessary reserve on the loan.  Sereno does not have any customers with meter size greater than 1-inch.

Sereno’s present charges for water service were authorized by Resolution No.

W-4211 effective August 2, 2000.

Quantity Rates:  All water, per 100 cu. ft.

$2.02

Service Charge:






Present Rate
       Proposed






Per Meter  
       Surcharge

Size of Meter

Per Month
       Per Month
   

5/8 x ¾” meter
      $ 33.00
        $  13.45






¾” meter

         33.00

 13.45




1” meter

         55.00

 13.45 



1 ½” meter

       110.00

 13.45




2” meter

       176.00

 13.45




3” meter

       330.00

 13.45



4” meter

       550.00 

 13.45

The monthly bill for a typical ¾” metered customer using 700 cubic feet of water would increase from $47.14 per to $60.59 or 28.5% for the first 10 years.  Thereafter, the monthly surcharge is approximately $12.09 and the increase from $47.14 to $59.23 is 25.6%.

A notice of the proposed rate increase was mailed to each customer on October 26, 2000.  No protests were received.

The Commission has in the past authorized a service fee
 for new service to undeveloped lots and recommends that Sereno be granted authority to impose a service fee for future customers who will benefit from the expenditures being made from the proceeds of the SDWSRF loan.  The amount of the service fee would be the accumulated total of the SDWSRF loan rate surcharge from its inception to the time of service connection, subject to a maximum of $2,000.  The monthly surcharge would apply thereafter.

Sereno is authorized in this Resolution to borrow the total principal sum of $250,000, to issue a long-term promissory note in connection with said borrowing upon terms and conditions contemplated in AL No. 25, and to institute a surcharge on customers’ bills to repay the loan with the following conditions:

1. The SDWSRF loan repayment surcharge should be separately identified on customers’ bills.  The utility plant financed through the surcharge should be permanently excluded from rate base for ratemaking purposes and the depreciation on this plant should be recorded in memorandum accounts for income tax purposes only.

2. Sereno should deposit all rate surcharges collected with a fiscal agent approved by DWR.  Such deposits should be made within 30 days after the surcharges are collected from customers.

3. Sereno should establish a balancing account to be credited with revenue collected through the surcharge and the accrued interest on the revenue.  The balancing account should be charged with payments of principal and interest on the loan.  The surcharge should be adjusted periodically to reflect changes in the number of connections and resulting overages and shortages in the balancing account.  Such changes in future rates should be accomplished by normal advice letter procedures.

4. The service fee would be chargeable to customers requesting future services to undeveloped lots and would be the pro-rata accumulated total of the monthly surcharge as applied to the property being furnished water service from the effective date of the surcharge to the date of connection.  The maximum service fee would be $2,000.  The service fee would be due and payable upon connection of water service to the property.  Thereafter the customer would pay the applicable tariff rates plus the monthly surcharge.

5. On or before July 31, 20001, and yearly thereafter, for as long as the surcharge is imposed, Sereno should send a comparative report to the Water Division stating the changes in the number of connections by type of customer and by size of connection, the amount of surcharge and service fee revenues collected, the amount of SDWSRF repayments made, the outstanding balance of the loan, and the overages and shortages in the utility’s balancing account.  Sereno should also indicate in the report if any advice letter is forthcoming to reflect changes in the rate surcharges.

Sereno’s proposed project is for the public good.  It will also enable Sereno to comply with the requirements set forth by DHS.  Because long-term borrowings from DWR represent a much lower cost of capital than either equity or other forms of debt, it is beneficial to both utility and customers.

It is appropriate to emphasize that the surcharge and service fee thus authorized will cover only the cost of the loan incurred to finance Sereno’s improvement and addition to plant.  It will not preclude any future rate increase request to cover rising costs of repair, materials, wages, property taxes, power bills, or other operating expenses that may be incurred in connection with operating the new facilities.

FINDINGS

1. Sereno’s proposed surcharge would generate approximately $18,040 for the first 10 years to repay the principal and interest and the debt reserve on the loan.

2.  The proposed rate surcharge will increase the water rates by $13.45 per month for over 90% of Sereno’s customers.

Conclusions

1. The proposed 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 Resolution is reasonably required for the purposes specified, which purposes are not, in whole or in part, reasonably chargeable to operating expenses or to income.

2. The rate surcharge, which is established to repay the SDWSRF loan, should last for the term of the loan.  Surcharge revenues would not be commingled with other utility charges.

3. Undeveloped lots will benefit from the expenditures being made from the proceeds of the SDWSRF loan.  The benefits include potentially increased property values and the availability of water furnished by a public utility, which meets health standards.

4. It is reasonable to establish a service fee for new connections pertaining to vacant or undeveloped lots since these lots will benefit from these improvements.

5. A service connection fee of up to $2,000 payable upon connection by customers requesting future services to undeveloped lots is reasonable.

6. The increases in rates and charges authorized by this Resolution are justified and are reasonable.

7. The utility plant financed by this SDWSRF loan should be permanently excluded from rate base for ratemaking purposes.

8. The establishment of a separate bank account by Sereno is required to ensure adequate accountability for deposits and disbursements of SDWSRF loan construction funds advanced by DWR to the utility.

9. Special accounting requirements are necessary to ensure that there are no unintended windfalls to the utility owners.  Sereno should establish a balancing account to be credited with revenues collected through the surcharge and accrued interest on the revenues.  The balancing account would be reduced by payments of principal and interest on the loan.  The rate surcharge should be adjusted periodically to reflect changes in the number of connections and resulting overages and shortages in the balancing account.

10. Sereno should review annually the rate surcharge and adjust as necessary, by the advice letter procedure, the rate surcharge to reflect changes resulting in overages and shortages in the balancing account.

11. Sereno should pay the fee determined in accordance with Public Utilities Code § 1904(b).

THEREFORE, IT IS ORDERED that:

1. On or after the effective date of this Resolution, Sereno Del Mar Water Company is authorized to borrow a total of $250,000 from the State of California under the Safe Drinking Water State Revolving Fund for the purposes specified in Advice Letter No. 25.

2. Sereno Del Mar Water Company may execute and deliver the loan contract with the California Department of Water Resources, and encumber its assets in connection with the loan contemplated by Advice Letter No. 25 and exhibits submitted to the Commission in connection with the loan.

3. Sereno Del Mar Water Company is authorized to file in accordance with General Order No. 96-A, and make effective on five days’ notice, but not earlier than the date of execution of the loan contract with the Department of Water Resources, an advice letter which implements the rate surcharges attached to this order as Appendices A and B.

4. Upon execution of the loan authorized herein, Sereno Del Mar Water Company shall record all billed surcharge and the accrued interest on the revenues in its balancing account.  The balancing account shall be reduced by payment of principal and interest.  A separate statement pertaining to the surcharge shall appear on each customers’ water bill.

5. As a condition of the rate increase granted herein, Sereno Del Mar Water Company shall be responsible for refunding or applying on behalf of the customers any surplus accrued in the balancing account when ordered by the Commission.

6. The plant financed in this Resolution shall be permanently excluded from rate base for ratemaking purposes.

7. Sereno Del Mar Water Company shall file with the Water Division a copy of the promissory note(s) within 15 days after execution.

8. Sereno Del Mar Water Company shall deposit all rate surcharges collected with a fiscal agent approved by the Department of Water Resources.  Such deposits whall be made within 30 days after the surcharges are collected from customers.

9. On or before July 31, 2001, and yearly thereafter, for as long as the surcharge is imposed, Sereno Del Mar Water Company shall send a comparative report to the Water Division stating the changes in the number of connections by type of customer and by size of connection, the amount of surcharge collected, the amount of repayments made, the outstanding balance of the loan, and the overages and shortages in the utility’s balancing account.  Sereno Del Mar Water Company shall also indicate in the report if an advice letter will be forthcoming to reflect changes in the rate surcharges.

10. The authority granted by this order shall become effective when Sereno Del Mar Water Company pays $500 as required by Public Utilities Code § 1904(b).

11. The Advice Letter and tariff sheets shall be marked to show that they were authorized by Resolution W-4234.  

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on November 21, 2000; the following Commissioners voting favorably thereon:









_____________________






WESLEY M. FRANKLIN







 
       Executive Director

APPENDIX A

Schedule No. 2-X

GENERAL METERED SERVICE SURCHARGE

APPLICABILITY


Applicable to all metered service.  This surcharge is specifically for the repayment of the Safe Drinking Water State Revolving Fund loan as requested in Advice Letter Number 25 filed on September 20, 2000.

TERRITORY


The Subdivision known as Sereno Del Mar and vicinity located 3.5 miles north of Bodega Bay.

LOAN REPAYMENT SURCHAGE





      


       Surcharge

Size of Meter


       
       Per Month
   

5/8 x ¾” meter  . . . . . . . . . . . . . . . . .    $  13.45






¾” meter
    . . . . . . . . . . . . . . . . .        13.45




1” meter
    . . . . . . . . . . . . . . . . .        13.45 



1 ½” meter
    . . . . . . . . . . . . . . . . .
 13.45




2” meter
    . . . . . . . . . . . . . . . . .
 13.45




3” meter
    . . . . . . . . . . . . . . . . .         13.45



4” meter
    . . . . . . . . . . . . . . . . .
 13.45

SPECIAL CONDITIONS

1. This surcharge is in addition to the water bill.  The surcharge is specifically for the repayment of the Safe Drinking Water State Revolving Fund loan authorized by Resolution No. 4234.

2.  The monthly surcharge rates are subject to periodic adjustment.

APPENDIX B

Schedule No. 3-X

SAFE DRINKING WATER STATE REVOLVING FUND LOAN 

UNDEVELOPED LOT CHARGE

APPLICABILITY


Applicable to undeveloped lots within the service territory of Sereno Del Mar Water Company.

RATES

A service charge to provide for reduction of the Safe Drinking Water State Revolving Fund loan surcharge is chargeable to customers requesting future service to undeveloped lots.

The service charge shall be the accumulated total of the surcharges provided for in Schedule No. 2-X, as applied to the property being furnished water service from the effective date of this advice letter to the date of connection.  The maximum service charge shall be $2,000.  The service charge shall be due and payable upon connection of water service to the lot.  The surcharge authorized by the Commission, as contained in Schedule No. 2-X will apply thereafter.

� Sereno Del Mar Subdivision lies immediately north of the Carmet-By-The-Sea Subdivision, which was developed 15-20 years earlier.  Carmet-By-The-Sea Subdivision contains 62 houses served by the Carmet-By-The-Sea (Carmet), a mutual water company.  RRU operates the Carmet water system on a contract basis.


� The Commission has authorized utilities to impose a service fee for new service when such authority is coupled with approval of safe drinking water surcharges.
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