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DECISION AUTHORIZING FRUITRIDGE VISTA WATER COMPANY
TO ISSUE DEBT

Summary

This decision grants Fruitridge Vista Water Company (FVWC) the authority requested in its Application (A.) 10-02-015 (Application), with conditions and modifications.

FVWC requests authority, pursuant to Sections 816, 817, 818, and 851 of the Public Utilities Code (Pub. Util. Code), to:

1. Borrow an additional amount under the Safe Drinking Water State Revolving Fund (SRF), from the California Department of Public Health (CDPH) to provide funds for the completion of an interconnection with the City of Sacramento, related pipelines necessary to convey the water, and generators for its wells 19 and 20;
 and

2. Increase existing SRF surcharges. 

In addition, FVWC requests that the Commission specify that the authority granted shall become effective upon payment of the fees prescribed in Pub. Util. Code § 1904.1.

This decision requires FVWC to observe certain standard conditions pertaining to the treatment of the surcharge and the plant financed by the SRF funding. 

Background

FVWC is a Class B water corporation serving approximately 4,869 service connections, as of December 31, 2008, in a four-square-mile unincorporated area adjacent to the southern boundary of the City of Sacramento.  Approximately 85% or 4,152 of its customers are billed on a flat-rate basis.  

FVWC has been a water company since 1953.  In D.86-12-065, dated December 17, 1986, the Commission authorized George L. Cook, executor of the estate of Margaret I. Cook, to sell and transfer the water system to the D.J. Nelson Family Trust.  In D.07-12-031, dated December 20, 2007, the Commission authorized the transfer of the water system from the D.J. Nelson Family Trust to Cook Endeavors, a California corporation.

A.  Financial Information

In its Income Statement for the year ending December 31, 2008, FVWC reported that it generated total operating revenues of $1,834,393 and a net loss of $48,357.  FVWC’s Balance Sheet, as of December 31, 2008, as reported, is summarized in Table 1.

Table 1

Balance Sheet as of December 31, 2008



Assets



 
    Amount

Net Utility Plant




$17,051,199


Investments





           3,070


Current and Accrued Assets


    1,145,228


Deferred Charges




    2,867,783


Total Assets and Deferred Charges
$21,067,280


Liabilities & Equity


Common Stock




$  1,753,171


Retained Earnings




       898,283


Long Term Debt




    4,889,105


Current and Accrued Liabilities

       296,907


Deferred Credits




    2,749,616


Net Contributions in Aid of Construction
  10,480,198


Total Liabilities & Equity

$21,067,280

By Advice Letter (AL) No. 94, effective February 22, 2010, FVWC increased its revenues by 2.7%, in accordance with the CPI-U for 2009.  Currently before the Commission is FVWC’s advice letter request for a general rate increase of $840,836 or 43.38% over revenues at present rates of $1,938,333.

B.  Water System Improvement Project

On August 29, 2005, CDPH issued Compliance Order No. 01-09-05-CO-002 citing FVWC for failure to maintain adequate water pressure in its distribution system.
  According to CDPH, this created both a potential health risk for customers and an inability to meet minimum daily flow requirements, including fire flow requirements.
  CDPH therefore ordered FVWC to correct its pressure problems and develop new water supply, through new wells or purchased water, to serve current users and new development projects in its service territory. 

In D.06-04-073, the Commission approved a settlement agreement (Settlement) for a comprehensive solution to FVWC’s water pressure and supply situation.
  The comprehensive solution consists of establishing two new interconnections with the City of Sacramento, the purchase of water from the City of Sacramento as needed, the construction of three new wells, associated piping and pressure infrastructure, and the testing and destruction of wells 1, 2, 11, and 12.  For purposes of simplicity, this decision refers to this comprehensive solution as the Water System Improvement Project (WSIP).  

When the Commission authorized the WSIP, parties estimated that the project would cost $12.0 million and would be comprised of $6.3 million in infrastructure investments and $5.7 million associated with the buy-in and purchase costs for water from the City of Sacramento.

The Settlement stated that the funding for the estimated costs of the WSIP would come from the following sources:  $4.54 million from CDPH Drinking Water Treatment and Research Fund (DWTRF), $2.23 million from a new special facilities fee, $1.98 million from an expected 20-year financing agreement with the City of Sacramento, and $3.27 million from an SRF zero interest loan, and possibly monetary recovery from parties responsible for the contamination and ratepayers.

C.  SRF Loan

The Commission authorized FVWC, among other things, to use the 
$3.27 million funding from the SRF loan to assist in paying for 2.11 million gallons per day (MGD) of buy-in with the City of Sacramento, construction of two intertie and booster pump stations, pipeline, and other costs associated with curing the existing supply and pressure problems.
  The Commission ordered ratepayers to pay off the SRF loan through a monthly surcharge.

On June 12, 2007, FVWC entered into a funding agreement with CDPH for $3,272,505, at a zero percent interest rate, with a term of 20 years.  In the funding agreement, FVWC pledged the customer water rate surcharge authorized by D.06-04-073, as collateral to secure repayment, and granted CDPH a security interest in FVWC’s real and personal property.

FVWC used the proceeds of the SRF loan, as shown in the following Table:

Table 2

FVWC’s Use of SRF Loan Proceeds

Northeast Pipelines




    $    200,725

Engineering and Planning



            51,695

Additional Engineering/Construction Management         83,797

Permitting and Legal




            74,457

Inspection Costs by County/City


            20,000

California  Environmental Quality Act


   1,648

City Connection Fees




       2,840,183

Total






     $3,272,505
D.  Other Funding for the WSIP

Subsequent to the issuance of D.06-04-073, FVWC received $5.65 million from the DWTRF and collected $2.19 million in facilities fees and $831,643 in net litigation proceeds.
  In addition, FVWC entered into the financing agreement with the City of Sacramento.  With these funds, FVWC stated that it has spent an additional $10.41 million on the project as shown in the Table 3.
 

Table 3

FVWC’s Use of Other Funds






                             Paid






       City of         Litigation    Facilities   
      By




  DWTRF   Sacramento    Proceeds        Fees           FVWC        Total
Northeast Pipelines

$1,960,311


    $  112,169

   $  2,072,480

Southwest Pipelines





      1,088,852

       1,088,852

Intertie/Booster Stations   
     527,814
              $159,325             8,980

          696,119

Well 18






   45,450          401,668

          447,118

Well 19



     390,136

   75,253            23,718
 
          489,107

Well 20



     287,914

   64,647            13,379

          365,940

Exiting Well Testing

       41,183
                                                       

            41,183

Engineering and Planning             1,508,695

                       149,704
 $3,736         1,662,135

Additional Engineering/

  Construction Management               98,817

        
            38,377
       
          137,194

Permitting and Legal

     295,000

       
            75,200
       
          370,200

Inspection Costs by

  County/City

                   120,000

       
            20,048

          140,048

CEQA



       30,105


              8,749

            38,854

City Connection Fees
                   392,868      $1,980,000      486,949                      

       2,859,817
    Total


              $5,652,843      $1,980,000    $831,624   $1,940,844
  $3,736     $10,409,047

Since D.06-04-073 was issued, the estimated costs to complete the project have risen.  FVWC now estimates that the WSIP will cost almost $20.5 million.  However, this estimate could also change when project costs are finalized and the project is completed.

FVWC reports that the original cost estimates were based on a 2005 engineering study.  Actual costs for the parts of the WSIP completed in 2007 and 2010 were more than anticipated.  For example, FVWC points out that the City of Sacramento’s requirements for an intertie and booster pump station were substantially more elaborate than initially proposed, increasing the costs of the two booster pump stations from $240,000 to $1,350,000.  In addition, FVWC noted that two of the new wells required treatment facilities, adding approximately another $2,000,000 to the total overall cots.  Furthermore, the pipelines cost more to build than estimated in 2005 and engineering and permitting costs were also higher.

With the $10.41 million completed with other funds and the $3.27 million completed with SRF funds, FVWC has spent $13.68 million in total on its WSIP so far, leaving an estimated $6.78 million in construction yet to be completed.

E.  SRF Surcharge Authorized by D.06-04-073

By AL 81, that became effective May 1, 2006, FVWC implemented the SRF surcharge authorized by D.06-04-073, as shown in Table 4.

Table 4
Surcharge for the $3.27 million SRF Loan 








                   Surcharge Per 









           Service 

        Connection










         Per Month


Flat Rate Connections

1.  For a single residential unit, including premises
not exceeding 10,000 sq. ft. in area




$2.18

a)  For each additional single family unit on
the same premise and served from the 
same service connection





$1.31

b)  For each 100 sq. ft. of premises in excess
of 10,000 sq. ft.







$0.02

      2.  For each automobile service station, including car 

        wash rack, where service connection is not larger than 

        one inch in diameter






$4.35









        Surcharge









        Per Meter









        Per Month


Metered Connections


     For 5/8 x ¾-inch meter





$ 1.66


     For ¾-inch meter



   


   2.49


     For 1-inch meter



    


   4.15


     For 1-1/2-inch meter



   

   8.30


     For 2-inch meter



 
  

 13.28


     For 3-inch meter



  


 24.90

 
     For 4-inch meter



  

 
 41.50


     For 6-inch meter



  


 83.00

F.  Financing Request

In its Application, FVWC requests authorization to borrow an additional $1,678,811 from the SRF, at a zero-percent interest rate, to provide funds to complete the construction of the interconnection with the City of Sacramento, related pipelines necessary to convey the water, and back-up generators for wells 19 and 20.
  FVWC states that the completion of the interconnection and related pipelines is an integral part of the overall comprehensive solution as approved by D.06-04-073.  

According to FVWC, CDPH allows a one-time loan increase under the existing funding agreement.  Both the original loan and the addition may be amortized over a loan period of twenty years.  FVWC began making payments on the original loan on October 1, 2007.  If CDPH amortizes the addition over the remaining years on the original SRF loan, roughly, 17.5 years of amortization will remain for both the original and addition to the SRF loan.  Or CDPH may implement an alternate arrangement for the addition to the loan.  For example, CDPH could allow FVWC to amortize the addition over 20 years instead of the remaining term of the original loan.

FVWC is working with CDPH to complete the one-time increase in the form of a contract amendment.  Among other things, FVWC is working with CDPH to finalize the remaining costs of the WSIP and determine the amount of the addition to the loan, which could be more or less than FVWC currently estimates and included in its Application.

The draft Funding Agreement Amendment (Amendment A-2) provides, among other things, that CDPH shall have no duty to disburse funds in excess of the original loan amount of $3,272,505, unless and until FVWC provides documentation and secures this Commission’s approval and authorization to:

1. Enter into Amendment A-2 to the Agreement and to incur the indebtedness in excess of $3,272,505;

2. Establish and begin collecting a surcharge in an amount sufficient to secure repayment of the increase in the loan amount provided by Amendment A-2 to the Agreement;

3. Dedicate said surcharge to repayment of the loan; and

4. Grant CDPH a security interest in said surcharge.

Amendment A-2 to the Agreement specifies that the project should be completed not later than February 16, 2011.

In its Application, FVWC also requests to increase its surcharge to collect the amount needed to repay the addition to the loan and grant CDPH a security interest in its surcharge collections.  Lastly, FVWC requests authority for a fiscal agent to administer its surcharge and maintain the reserve required by CDPH.

G.  Construction Budget

FVWC estimates that its construction budget to complete the WSIP is $6,778,148, as shown in the Table 5.  FVWC states that it intends to complete other construction projects estimated to cost $240,000, in 2011-2012, which FVWC indicates will not be funded with its proposed addition to the SRF loan or other WSIP funding sources.  Since these costs are only estimates, they may vary when FVWC completes the project and actual costs are known.

Table 5

Construction Budget for Years 2010 through 2012

Item





2010

    2011
  2012
Northwest Pipelines


     $   123,183

Fruitridge Road Intertie

          730,000

Well 18 Site Work


          739,000

Well 19 Site Work


       1,085,000

Well 19 Treatment Facilities     
          856,768

Well 20 Site Work


       1,245,000

Well 20 Treatment Facilities

          856,768

Existing Well Destruction

            76,000

Remaining Engineering on Wells             559,176

Permitting and Legal


           118,343

Contingencies



           388,910

Other Capital Improvements
                       0 
$120,000
$120,000
Total




       $6,778,148
$120,000
$120,000

FVWC intends to use the proceeds from the additional SRF loan, for the remaining construction costs shown in Table 6, which are part of the construction budget shown in Table 5 above.  The estimate of these costs may also change when the construction is completed and the costs are finalized.

Table 6

Portion of 2010 Budget to be Completed with Proposed SRF Addition

Northeast Pipelines




 $   123,183

Fruitridge Road - Equipment/Site Work

      730,000

Well 19 – Equipment/Site Work


        95,000

Well 20 – Equipment/Site Work


        95,000

Engineering and Planning



      175,375

Permitting and Legal




      118,343

Contingencies





      338,910

Total







 $1,675,811

H.  Cash Requirements Forecast

FVWC estimates its cash requirements for 2010 through 2012 for its WSIP are as follows:

Table 7

Water System Improvement Project

Cash Requirements Forecast for Years 2010 through 2012


Components


      2010
      2011
     2012
Funds for Construction


$6,778,148
  $           0
  $           0

Bank Loan Payments


       74,391
      74,391
      74,391

City of Sacramento Payments

     178,925
    174,279
    169,633

Refunds of Advances


         4,260
        4,260
        4,260

Installment Contract Principal Paid
       20,968
        8,514
        1,176

Total Cash Requirements
$7,056,692
  $261,444
  $249,460

Less: Estimated Cash Available

  From Internal Sources


$   475,057
  $480,678
  $488,610
External Financing Requirements
$6,581,635
  $           0       $            0       

FVWC estimates that the total amount for its 2010 construction budget of $6,778,148 will be funded as shown in Table 8.

Table 8

Water System Improvement Project

External Funding Sources


Bank Loan
 and Remaining Facilities Fees 

 $   500,000


DWTRF






   4,602,337


Estimated Addition to SRF loan


   1,675,811


Total






 $6,778,148

We note that there is a difference of $196,513 between the total external funding sources of $6,778,148 identified in Table 8 and the external financing requirements of $6,581,635 for 2010 shown in Table 7.  It appears that FVWC does not intend to utilize any internally-generated funds to complete the construction of its WSIP.  FVWC explains that its cash requirements forecast in Table 7 is an estimate and includes a projection of net cash from operations based on FVWC’s pending rate case filing.  It seems that FVWC is ensuring that it will have adequate external financial resources in place for the construction of its WSIP and will use its internally generated funds for the loan payments and refunds that it needs to make.

I.  Capital Structure

FVWC presents its capital ratios as recorded, as of December 31, 2008, and adjusted to give pro forma effect to FVWC’s proposed transactions:

Table 9

Capital Structure




     Recorded
                      Adjustments       Proforma 2012
Long-term debt  
     $4,889,105      64.28%    $  860,967  (A)    $5,750,072     61.36%

Short-term debt
            65,522        0.86%      (   52,100) (B)          13,422       0.14%

Common Equity
       2,651,454      34.86%        955,690  (C)     3,607,144      38.50%

Total Capitalization   $7,606,081    100.00%    $1,662,023
     $9,370,638   100.00%

Notes:

   (A) Long-term Debt


Estimated Addition to the SRF loan, as requested

$1,675,811


Loan from Bank authorized by D.08-06-013


     500,000


Projected SRF loan payments




    (905,873)


Projected payments of principal to City of Sacramento
    (297,000)


Projected payments of principal to Bank


    (111,971)


                Net Long-term Debt




 $  860,967

   (B) Short-term Debt


Projected payments on short-term debt


$     52,100

   (C) Common Equity


Projected net cash from operations




$   955,690

Recorded capital structures may or may not be used for the ratemaking capital structure.  The Commission excludes SRF and surcharge-funded debt from the ratemaking capital structure because the additions funded by these loans are excluded from ratebase. 

J.  Additional SRF Surcharge

As described earlier, CDPH requires FVWC to establish and collect a surcharge to repay the loan and grant CDPH a security interest in the surcharge.  In addition, CDPH requires that FVWC maintain a fiscal agent who administers the surcharge funds including a reserve fund.
  

CDPH requires that SRF borrowers accumulate a reserve over the first 
10 years of the loan, equal to two semiannual payments.  This is in addition to the amount otherwise necessary to make payments on the loan during the first 
10 years of the loan repayment period.  The reserve is intended to ensure that the borrower is able to make the semiannual payments when due, and if it is not used for that purpose it will be used to make the final two payments on the loan.  

Typically, an amendment to an SRF loan agreement does not change the term of the original loan.  Payments are typically not required to start until 1 year after all construction is completed, including any additional construction from an amendment, if any.  In such a case, the original and addition to the loan would both be amortized over the same twenty year period and the reserve for the original and amendment would be collected over the same 10-year period.  CDPH does not require the twenty-year loan repayment period to begin until the first scheduled payment.

However, for FVWC, repayment of the original loan has already begun, even though the construction is not complete, because FVWC elected to start making payments beginning October 1, 2007.  Because of these unique circumstances, neither the repayment period nor the period for accumulating the reserve for the Amendment will be known until shortly before the Amendment is executed.

In its Application, FVWC estimated its annual surcharge based on receiving $1,675,811 in additional SRF funds and being allowed to amortize the addition over a twenty-year period and accumulate the reserve over a 10-year period.  FVWC estimates that the annual surcharge revenues required to service an addition of $1,675,811 to its SRF loan will be approximately $92,170 for the first 10 years, and then $83,791 until the additional loan is paid off.  During the first 10 years of the surcharge, FVWC includes an amount in the estimated surcharge to accumulate the reserve required by CDPH.

To provide for the principal, reserve requirement, and loan related fees or costs associated with an addition of $1,675,811 to its SRF loan, FVWC estimates the additional surcharges that will be in direct proportion to the capacity of each customer’s meter, as shown in Table 10.

Table 10

Estimated Total Surcharge Including Proposed Addition to the SRF Loan








                          Estimated
Estimated








Current
Additional
   Total








Surcharge
Surcharge
Surcharge








Per Meter
Per Meter
Per Meter








Per Month

Per Month

Per Month

Flat Rate Connections

1.  For a single residential unit, including 


     premises not exceeding 10,000 sq. ft. in area
   $2.18

   $1.20

   $3.38
     a)  For each additional single family unit on
          the same premise and served from the 
          same service connection


   $1.31

   $0.72

   $2.03
     b) For each 100 sq. ft. of premises in excess
         of 10,000 sq. ft.




   $0.02

   $0.01

   $0.03

2.  For each automobile service station,
     including car wash rack, where service
     connection is not larger than one inch in
     diameter





   $4.35

   $2.40

   $6.75









Proposed
Proposed










Additional
Total








Per Meter
Surcharge
Surcharge








Per Month
Per Month
Per Month

Metered Connections

     For 5/8 x ¾-inch meter



   $ 1.66

   $0.79

   $2.45

     For ¾-inch meter




      2.49

     1.19

     3.68

     For 1-inch meter




      4.15

     1.98

     6.13

     For 1-1/2-inch meter



      8.30

     3.95

   12.25

     For 2-inch meter




    13.28

     6.32

   19.60

     For 3-inch meter




    24.90

   11.85

   36.75

     For 4-inch meter




    41.50

   19.75

   61.25

     For 6-inch meter




    83.00

   39.50

 122.50


With the increase in the surcharge for the addition of $1,675,811 to the loan, FVWC estimates the monthly bill for a single-family residential unit with flat rate service would increase by $1.20 or 4.86% from $24.70 to $25.90, initially.
  At the end of the reserve accumulation period(s), the surcharge(s) will be adjusted accordingly.

FVWC estimates the monthly bill for a typical ¾- inch metered customer using approximately 1,000 cubic feet of water per month, at a quantity rate of $0.486 per 100 cubic feet would increase $1.19 or 4.82% from $24.70 to $25.89, initially.
  As with the flat-rate service, at the end of the reserve accumulation period(s), the surcharge(s) will be adjusted accordingly.

Notice and Protests

Notice of the filing appeared on the Commission’s Daily Calendar of February 23, 2010.  

On March 15, 2010, FVWC notified its customers by mail of the proposed loan and surcharge needed to repay the loan.  In its notice to the customers, FVWC stated that protests should be received no later than April 5, 2010.

On March 28, 2010, FVWC published a public notice containing the proposed loan, the surcharge, and the proposed rate change expressed in both dollar and percentage terms in the Sacramento Bee, a local newspaper circulated in the County of Sacramento.  In its notice in the newspaper, FVWC stated that protests should be received no later than April 18, 2010.

Article 3, Rule 3.2(b) of the Rules of Practice and Procedure provides:

Applicants for authority to increase rates shall, within 10 days after filing the application with the Commission, mail a notice to the following stating in general terms the proposed increases in rates or fares: (1) the State, by mailing to the Attorney General and the Department of General Services, when the State is a customer or subscriber whose rates or fares would be affected by the proposed increase ; (2) each county, by mailing to the County Counsel (or District Attorney if the county has no County Counsel) and County Clerk, and each city, by mailing to the City Attorney and City Clerk, listed in the current Roster published by the Secretary of State in which the proposed increase is to be made effective; . . ..


By failing to send a notice of the proposed surcharge to the Attorney General, the Department of General Services, the County of Sacramento’s Counsel (or District Attorney if the county had no County Counsel), the County Clerk and the  City Attorney and City Clerk of the City of Sacramento, as required by Rule 3.2(b) of the Rules of Practice and Procedure, FVWC failed to comply with Article 3, Rule 3.2(b).  

Due to the public necessity in granting FVWC’s request at this time, as discussed in the Comments Section of this decision, we will waive these requirements of Article 3, Rule 3.2(b).  As discussed further in the Comments Section of this decision, instead of FVWC providing notice, we sent the Proposed Decision to these organizations and allowed them to comment on it. 

On March 24, 2010, one of FVWC’s customers sent FVWC and the Commission’s Division of Water and Audits (DWA) an objection to the proposed surcharge due to the poor economy and because FVWC just recently got a Consumer Price Index increase.  On April 2, 2010, another customer sent an objection, stating that people in the area are generally low-income and due to high unemployment cannot afford another rate increase and that FVWC’s previous rate increases were supposed to pay for the deficiencies in FVWC’s water system.  

FVWC acknowledged receipt of and responded to the objections on 
March 25, 2010, and April 8, 2010, respectively, by stating that although FVWC understands the customers’ concerns over a rate increase during today’s economic conditions, it must abide by the requirements placed upon its water system by regulatory agencies in order to provide adequate water supply and other improvements. 

On March 30, 2010, and April 8, 2010, respectively, DWA notified the customers that the Commission will consider, among other things, the public good, regulatory compliance, and the zero-interest funding in processing FVWC’s proposed debt and surcharge.  The major points raised by the protestants are addressed in the Discussion section below.

Discussion

Although it is unfortunate that more funds are needed to complete the projects ordered in D.06-04-073, as a public utility, FVWC has the responsibility to finish the CDPH mandated and Commission ordered project, comply with the settlement agreement, and meet safe drinking water standards.   

FVWC’s projected cash requirements, as shown in Table 7, indicate that, if the full amount of its separately requested general rate increase is granted, internally generated funds derived from net earnings will provide approximately $475,057 or 6.7% of its estimated cash requirements of $7,056,692 for year 2010.

Because of the uncertainty of the its pending rate case, as shown in Table 8, FVWC is estimating that it will need to fund 100% of its WSIP with external funds.  Also as shown in Table 8 of this decision, the majority of FVWC’s projected needs for external funds will be met by the DWTRF.  FVWC’s requested SRF addition, the subject of this Application, appears necessary to help FVWC meet part of its total projected $6,778,148 external funds requirements.  

As shown in Table 9, the estimated additional $1,675,811 SRF loan and the repayments of approximately $1,314,844 in long-term debt will not significantly change FVWC’s recorded capital structure.
  Even so, capital structures are normally subject to review in general rate case or other proceedings.  We will not make a finding in this decision on the reasonableness of the proforma capital structure for ratemaking purposes.  However, the SRF or any surcharge-funded loan must not be included as part of the ratemaking capital structure because the plant additions funded by these loans are excluded from ratebase.

Pub. Util. Code § 817 provides that a public utility may issue stocks and bonds, notes, and other evidences of indebtedness payable at periods of more than 12 months after the date thereof, for certain purposes, including “the construction, completion, extension, or improvement of its facilities” and the improvement or maintenance of its service.  FVWC’s proposed system improvements therefore fall within the scope of Pub. Util. Code § 817.  However, we will not make a finding in this decision on the reasonableness of FVWC’s construction program or the costs thereof.

Pub. Util. Code § 851 requires Commission authorization before a utility may “lease, assign, mortgage, or otherwise dispose of or encumber the whole or any part of its… plant, system or other property necessary or useful in the performance of its duties to the public…”  Pub. Util. Code § 851 permits the encumbrance of utility assets when such encumbrance serves to secure authorized debt, CDPH requires an encumbrance on FVWC’s assets, including the surcharge, to secure the loan and the Commission frequently authorizes such encumbrance where, as here, it is not adverse to the public interest.

Draft Amendment A-2 requires this Commission’s approval for FVWC to incur the additional amount of indebtedness, a surcharge to secure repayment of the increase in the loan amount and that FVWC grant CDPH an interest in the surcharge.  Because the requirement for surcharge recovery is a condition of the SRF loan, it is our responsibility to provide the regulated utility the means to comply with these conditions in order to avail itself of the zero-cost borrowing.

Capital improvements financed through a surcharge are excluded from rate base.  Therefore, a surcharge serves only to repay the loan and will not generate any profit to the utility owners.  Consequently, a surcharge-funded construction program costs ratepayers less than utility-funded additions.  In this case, surcharge-funded construction and a zero-interest loan affords the lowest overall financing costs for the WSIP. 

CDPH assesses the utility’s need for water system improvements, its financial needs, and the utility’s ability to meet loan obligations.  CDPH requires that loan funds may only be used for eligible project costs and CDPH verifies all work performed prior to reimbursing the utility with the loan proceeds.  Accordingly, we are assured that the payments made on state-funded loans, with ratepayer surcharges, are for proper purposes.

As indicated earlier, there were two customers who are not in favor of the surcharge increase.  However, we do not find anything in the customers’ concerns that would justify the Commission’s rejection of FVWC’s plan to complete its required construction program using a zero-interest loan.  Rather, public interest dictates that FVWC should have the ability to secure the additional SRF loan and comply with the surcharge requirement in order to avail itself of the SRF zero-interest loan, abide by the comprehensive solution adopted in D.06-04-073, and complete the project that will address its pressure and water supply problems.

We are sympathetic to FVWC’s customers and their concerns about rate increases, but it is necessary for FVWC to incur the addition to the SRF loan in order to complete the SRF project within the time frame set by CDPH.  Unfortunately, the increase in the costs is unavoidable, and must be borne by the ratepayers.  In order to ensure FVWC can avail itself of the zero-cost SRF funding, it is reasonable to allow FVWC to establish and collect a surcharge sufficient to secure repayment of the increase in the SRF loan.

As set forth above, FVWC’s additional debt would be for the completion of its WSIP, which falls within the scope of purposes in Pub. Util. Code § 817.  Moreover, FVWC’s proposed borrowing and the money, property, or labor to be procured or paid for with the proceeds of the debt authorized by this decision is reasonably required for the purposes specified in this decision, which purposes are not, in whole or in part, reasonably chargeable to expenses or to income.  FVWC’s encumbrance of utility assets, including the surcharge, in connection with this debt is in the public interest and it is reasonable to authorize a surcharge to ensure procurement and repayment of the zero-interest SRF loan.

Therefore, we will authorize FVWC to obtain the addition to its SRF loan, encumber its assets, including the surcharge itself, in connection with the loan, and increase the surcharge on its customers, as set forth herein.

Article A-11 of FVWC’s funding agreement with CDPH states that within sixty days after the final disbursement of funds, CDPH shall transmit to FVWC a written statement setting forth the principal amount of the loan.  In addition, Article A-13 of the funding agreement specifies that FVWC shall make level semiannual payments based on a standard semiannual payment loan amortization method to be determined by CDPH.

At this time, the amendment to the funding agreement has not been finalized.  The addition to the surcharge presented in Table 10 is only an estimate based on available information and reasonable assumptions about the periods for collecting the reserve and repaying the addition to the loan, and is subject to change when the updated costs and reserve collection and payment periods are known.  Accordingly, we will finalize the initial surcharge amount for the addition when we review FVWC’s filing to implement the increase in its surcharge.

No later than 15 days after FVWC enters into the agreement with CDPH for the addition and receives from CDPH the amortization schedule including the amount required to build the reserve for the additional loan amount, we will require FVWC to file a Tier 2 Advice Letter to implement the surcharge for the addition to the SRF loan authorized by this decision.  The surcharge start date shall be the date necessary to comply with the amendment.  The filing should, among other things, include the following:

1. Copy of the amendment to the SRF loan agreement;

2. The final semiannual payment loan amortization schedule determined by CDPH, including the amount necessary to make each payment and accumulate the reserve; and

3. Calculation of the surcharge based on the final semiannual payment loan amortization schedule and the amount necessary to accumulate the reserve.

If the amount required to repay the addition to the loan and accumulated reserve is changed by CDPH, we will require FVWC to file a Tier 2 advice letter within 15 days of the revision to revise the surcharges and tariffs.  

Standard Conditions

In order to ensure proper treatment of the surcharge and plant financed with the SRF funding, the Commission will impose the following conditions:

1. The combined loan repayment surcharge for the original and additional SRF funding will be separately identified on customer bills.

2. The surcharges to repay the loan will continue until each portion of the loan (the original and the additional SRF funding) is fully paid.

3. Surcharge revenues shall not be commingled with other utility revenue.

4. FVWC shall continue to deposit all surcharge revenues with a fiscal agent approved by CDPH.  Such deposits need to continue to be made within 30 days after the surcharges are collected from customers.

5. Any surplus accrued or in the bank account into which the surcharge revenues are deposited will need to be refunded or applied on behalf of the customers when ordered by the Commission.

6. The cost of the capital improvements paid for by the surcharge needs to be excluded from ratebase for ratemaking purposes.

7. FVWC shall establish a balancing account wherein it shall credit revenues collected through the surcharge and interest on deposits, and charge loan payments, and any fiscal agent or other loan-related fees or costs.

8. No less frequently than once per year, the utility shall review the balance in the balancing account immediately following a payment to CDPH, and if the balance is less than the CDPH required reserve or exceeds the CDPH required reserve by more than thirty-five percent of the next semi-annual payment, FVWC shall file a Tier 2 advice letter to adjust the surcharge.  Any such advice letter shall be subject to review and approval.

9. Pursuant to Pub. Util. Code § 824, FVWC shall retain all invoices and maintain adequate records related to the construction of the interconnection with the City of Sacramento and related pipelines financed by the SRF loan so that Commission staff may confirm that the loan was properly used for the stated purpose.  FVWC should also maintain adequate records to enable the Commission to audit the surcharge, revenues collected through the surcharges, loan payments, and fiscal agent and any other loan-related fees or costs and to audit and/or determine the reasonableness of the project costs.

10. FVWC shall maintain separate descriptions and surcharge rates in its tariff for the original and increase in the SRF loan.  

11. Within 15 days of entering into the amendment to the agreement, FVWC shall file a Tier 2 advice letter to implement the additional surcharge.

12. FVWC should keep and maintain a copy of the amended funding agreement and within fifteen days from execution provide a copy to the DWA’s Utility Audit, Finance and Compliance Branch (UAFCB).

When FVWC files its Tier 2 advice letter to implement the surcharge, it shall include a request to establish the balancing account discussed in 
Condition 7, above.

Fees

Whenever the Commission authorizes a utility to issue debt, the Commission is required to charge and collect a fee in accordance with

Pub. Util. Code § 1904(b).  On February 25, 2010, FVWC paid a fee of $3,352, as evidenced by Cash State Receipt No. 44982.  However, FVWC ultimately may owe more or less than $3,352, depending on the final amount of the addition to the SRF loan.  

Based on the requirements of Pub. Util. Code § 1904(b), FVWC’s payment of $3,352 is adequate to accommodate a loan amount of $2,351,622.
  If the final loan is going to be greater than $2,351,622, then FVWC needs to pay the additional fee amount required under Pub. Util. Code § 1904(b) prior to executing Amendment 2 with CDPH.

If the final loan amount is less than $2,351,622, then FVWC should include a request for a refund of the overpayment of the fee in its Tier 2 advice letter to implement the increase in the surcharge.

Category and Need for Hearings

In Resolution ALJ 176-3249 dated February 25, 2010, the Commission preliminarily categorized this Application as ratesetting, and preliminarily determined that hearings were not necessary.  Although two customers provided their concerns regarding the increase in surcharge, they did not raise any material disputed issues of fact.  Accordingly, a public hearing is not necessary, and there is no need to alter the preliminary determinations made in Resolution ALJ 176-3249.
Comments on Proposed Decision

On April 30, 2010, the proposed decision of the assigned Examiner was served on FVWC and the service list, including FVWC’s two customers who expressed concern over the increase in the surcharge.  Comments were allowed under Rule 14.6 of the Commission’s Rules of Practice and Procedure.  

In addition, because of the public necessity discussed below and the constrained time schedule for completing the WSIP required by CDPH, we have waived certain requirements of Article 3, Rule 3.2(b) of the Commission’s Rules of Practice and Procedure, as noted above.  Instead, the governmental agencies who did not receive the notice otherwise required by that rule, were placed on the Information Only service list and were served the proposed decision on 
April 30, 2010.  This afforded them the opportunity to respond or provide their concerns or comments.  We have provided that, if any of these governmental agencies chose to file comments, those comments would not be subject to the page or content limitations of Rule 14.3(b) and (c) of the Commission’s Rules of Practice and Procedure.  

While served on April 30, 2010, the proposed decision inadvertently was not filed on that day.  This oversight was corrected and the proposed decision was filed and served on the service list on May 10, 2010.

Under Rule 14.6(c)(9) of the Commission’s Rules of Practice and Procedure, the Commission can reduce the otherwise applicable 30 day review and comment period for a proposed decision: 

In a proceeding in which no hearings were conducted where the Commission determines, that public necessity requires reduction or waiver of the 30-day period for public review and comment.  For purposes of this subsection, "public necessity" refers to circumstances in which the public interest in the Commission adopting a decision before expiration of the 
30-day review and comment period clearly outweighs the public interest in having the full 30-day period for review and comment.  . . .   When acting pursuant to this subsection, the Commission will provide such reduced period for public review and comment as is consistent with the public necessity requiring reduction or waiver.

FVWC is under orders from CDPH to have its WSIP completed before February 16, 2011.
  There is a limited amount of time before then for FVWC to, among other things, perform remaining engineering studies, acquire necessary permits, enter into the funding amendment with CDPH and complete the necessary construction.

Being unable to meet minimum daily flow requirements, including fire flow, is a serious matter that needs to be remedied as soon as possible.  Until FVWC is able to increase its water pressure above the minimum flow requirements, its customers are subject to potential health risks and inadequate fire flow.  The first Commission meeting date where the Commission could consider the proposed decision and have a full 30-day comment period is June 3, 2010.  However, allowing a full 30-day comment period for the proposed decision would cause FVWC to miss its current SRF amendment funding schedule and the completion of its WSIP by February 2011.

It is a public necessity to adhere to FVWC’s current schedule so that it can remain on track to remedy its water pressure and supply problems.  The public interest in achieving this result clearly outweighs the public interest in allowing a full comment period.  Therefore, the Commission should address the proposed decision at its May 20, 2010 meeting to allow FVWC to meet its February 2011 deadline and correct its water flow and supply problems at the earliest possible date.
  Doing so necessitated reducing the normal 30-day comment period. 

In order to place this matter on the Commission’s agenda for its May 20, 2010 meeting, adhere to FVWC and CDPH’s current schedule, and allow the longest public comment period as possible, the Commission has determined that public necessity requires a reduction in the comment period, with comments due on May 12, 2010 and reply comments due five days later on May 17, 2010.

No comments were filed. 

Assignment of Proceeding

Rami S. Kahlon is the Examiner in this proceeding.

Findings of Fact

1. FVWC, a California corporation, is a Class B water utility subject to the jurisdiction of this Commission.

2. On August 29, 2005, CDPH cited FVWC for failure to maintain adequate pressure in its distribution system.  CDPH ordered FVWC to correct its pressure problems and provide additional sources of water supply.

3. In D.06-04-073, the Commission approved a settlement agreement for a comprehensive solution to FVWC’s water pressure and supply situation and authorized FVWC to establish a surcharge to comply with SRF loan requirements.
4. The Commission authorized FVWC to use the proceeds from the SRF loan to purchase water from the City of Sacramento, establish two new interconnections with the City of Sacramento, and pay other costs associated with curing the existing supply and pressure problems.

5.  By Advice Letter No. 81, that became effective May 1, 2006, FVWC implemented the SRF surcharge authorized by D.06-04-073.

6. FVWC used the proceeds of the original $3.27 million SRF loan for the items shown in Table 2 of this decision.

7. FVWC needs additional funding to complete the SRF construction project due to increased costs.

8. CDPH is working with FVWC to complete a contract amendment for a one-time increase in SRF funding.

9. CDPH requires a surcharge for repayment of the loan increase and requires that the surcharge accumulate a reserve during the first part of the repayment period for the loan increase.

CDPH requires, among other things, Commission approval of the increase in the SRF loan and surcharge.

The remaining construction items to be funded by the addition to the SRF loan are shown in Table 6 of this decision.

The proposed additional SRF borrowing is for proper purposes.

FVWC estimates the monthly bill for a single-family residential unit with flat rate service will increase by $1.20 or 4.86% from $24.70 to $25.90 during the reserve accumulation period, assuming a $1,675,811 loan and 20 year amortization period.

FVWC estimates the monthly bill for a typical ¾-inch metered customer using approximately 1,000 cubic feet of water per month, at a quantity rate of $0.486 per 100 cubic feet will increase by $1.19 or 4.82% from $24.70 to $25.89 during the reserve accumulation period, assuming a $1,675,811 loan and 20 year amortization period.

With a surcharge type of recovery, the utility and its owners do not personally benefit from the state-funded loan.

To ensure proper treatment of the surcharge and plant, the Commission generally prescribes that state-funded loans coupled with surcharges be subject to conditions similar to those shown in the Standard Conditions section of this decision.

CDPH requires a security interest in the utility’s assets, including the surcharge used to repay the loan.

Notice of the filing of the Application appeared on the Commission’s Daily Calendar on February 23, 2010.

FVWC and DWA each received two letters from FVWC customers expressing their concern regarding the loan and the surcharge.

FVWC acknowledged receipt of and responded to the two customers on March 25, 2010, and April 8, 2010, respectively.

DWA responded to the two customers on March 30, 2010, and April 8, 2010, respectively. 

In Resolution ALJ 176-3249, dated February 25, 2010, the Commission preliminarily categorized this application as ratesetting, and preliminarily determined that hearings were not necessary.

FVWC paid $3,352 for the fee required by Pub. Util. Code § 1904(b), per Cash State Receipt No. 44982.

FVWC failed to properly notice its Application, thereby failing to comply with the Commission's Rules of Practice and Procedure Article 3, Rule 3.2(b).
Allowing a full 30-day comment period on the Proposed Decision would cause FVWC to miss its current SRF amendment funding schedule and the current WSIP completion date of February 16, 2011.
However on May 18, 2010, CDPH notified the Commission via telephone that it was necessary to change the completion date to May 31, 2011, to match the DWTRF deadline.
Until FVWC is able to increase its water pressure above the minimum flow requirements, its customers are exposed to potential health risks and inadequate fire flow.

Conclusions of Law

1. FVWC has the responsibility to finish the CDPH-mandated and Commission-ordered WSIP, comply with its settlement agreement and meet safe drinking water standards.
2. CDPH’s funding agreement requires FVWC to submit satisfactory documentation showing that the Commission has approved a dedicated source of revenue for repayment of the addition to the SRF loan.
3. It is in the public interest that FVWC have the ability to secure the addition to the SRF loan and comply with CDPH’s surcharge and encumbrance requirements in order to avail itself of the SRF zero-interest loan, abide by the comprehensive solution adopted in C.06-04-073 and complete the project that will address FVWC’s water pressure and supply issues.
4. FVWC should be authorized to borrow an additional amount from CDPH under the SRF at a zero percent interest rate, to complete the required plant additions.

5. It is reasonable to authorize FVWC to impose an additional surcharge to repay the addition to the SRF loan, accumulate CDPH’s reserve requirement, grant CDPH an encumbrance in FVWC’s assets, including the surcharge, and pay any fiscal agent or other loan-related fees or costs.

6. At the end of the reserve accumulation period, FVWC should adjust the surcharge rates.

7. FVWC should establish a separate balancing account to be credited with revenue collected through the surcharge and any interest earned on the account, and reduced by loan payments and fiscal agent fees.

8. The cost of the plant financed by the SRF loan must not be included in ratebase.

9. FVWC should file, in accordance with General Order No. 96-B, within 
15 days of entering into the amendment to the agreement, a Tier 2 advice letter to establish the additional monthly surcharge on customer bills, as shown on 
Table 10, of this decision.

10. To ensure proper treatment of the surcharge and plant under the SRF funding, FVWC should be subject to the conditions specified in the Standard Conditions section of this decision.

11. The reasonableness of the cost of the plant additions, the construction budget, and the changes to FVWC’s capital structure as a result of the addition to the SRF loan are subject to review in a general rate case or other proceedings.

12. Pursuant to Pub. Util. Code § 851, FVWC should be authorized to execute loan agreements and encumber its property, including the surcharge revenue, whenever such encumbrance serves to secure the debt authorized herein.

13. Consistent with Pub. Util. Code § 824, FVWC should maintain records to (i) identify the specific long-term debt issued pursuant to this order, and 
(ii) demonstrate that the proceeds from such debt have been used only for the purposes authorized herein.

14. Although two customers provided their concerns regarding the increase in surcharge, they did not raise any material disputed issues of fact.

15. If FVWC owes an additional fee pursuant to Pub. Util. Code § 1904(b), after it knows the amount of the final loan addition, it must pay the additional amount of the fee before executing the Amendment 2 with CDPH. 

16. If FVWC has overpaid the fee pursuant to Pub. Util. Code § 1904(b), it should request the amount to be refunded when it files its advice letter to implement the surcharge.  

17. A public hearing is not necessary.

18. It is in the public interest to waive the Commission's Rules of Practice and Procedure Article 3, Rule 3.2(b) and in its stead, mail the proposed decision to the agencies FVWC failed to notice.  If any of those agencies chose to file comments, those comments should not be subject to the page or content limitations of 
Rule 14.3(b) and (c) of the Commission’s Rules of Practice and Procedure.

19. FVWC needs to complete the SRF project within the time frame set by CDPH so that it can remedy its water pressure and supply problems.  The public interest in achieving this result outweighs the public interest in allowing a full comment period.

20. Public necessity requires shortening the Pub. Util. Code § 311 comment period with comments due on May 12, 2010 and replies due in 5 days thereafter.

ORDER

IT IS ORDERED that:

10. On or after the effective date of this decision, Fruitridge Vista Water Company is authorized to:

a) Borrow an additional amount under the Safe Drinking Water State Revolving Fund from the California Department of Public Health that the California Department of Public Health determines is necessary for completing the Water System Improvement Project and use the proceeds for the completion of the city interconnection, related pipelines necessary to convey the water, and equipment and site work for wells 19 and 20, as specified herein in Table 6;

b) Collect an additional amount of Safe Drinking Water State Revolving Fund surcharge, as necessary to repay the California Department of Public Health for the addition to the Safe Drinking Water State Revolving Fund loan and during the first part of the loan term accumulate the reserve required by the California Department of Public Health;

c) Execute and deliver any and all related documents required for the completion of the addition to the Safe Drinking Water State Revolving Fund loan; and

d) Encumber its assets, including the additional surcharge authorized by this decision, in connection with the debt issue.

11. No later than 15 days of entering into Amendment 2 with the California Department of Public Health and receiving the amortization schedule including the amount required to build the reserve for the addition to its Safe Drinking Water State Revolving Fund loan, Fruitridge Vista Water Company shall file, in accordance with General Order No. 96-B, a Tier 2 advice letter to establish the additional monthly surcharge on customer bills and establish a balancing account, in which it shall credit revenues collected through the surcharge and interest on deposits and charge loan payments and any fiscal agent or other 
loan-related fees or costs.  The surcharge start date shall be the date necessary to comply with the amendment.  The filing shall include the following:

a) Copy of the amendment to the Safe Drinking Water State Revolving Fund loan agreement;

b) The semiannual payment loan amortization schedule determined by California Department of Public Health, including the amount necessary to make each payment and accumulate the reserve;

c) Calculation of the surcharge based on the semiannual payment loan amortization schedule and the amount to accumulate the reserve; and 

d) Tariff sheets similar to those attached to this decision as Appendix A, updated for the correct amounts. 

12. Whenever the amount of surcharge required to repay the original or the addition to the loan and/or the amount needed to accumulate either reserve is changed by the California Department of Public Health, Fruitridge Vista Water Company shall file a Tier 2 advice letter, in accordance with General Order 
No. 96-B, within 15 days of receiving the revision to revise the surcharges and the tariffs.

13. If the California Department of Public Health combines the original Safe Drinking Water State Revolving Fund loan and the addition to the loan, Fruitridge Vista Water Company shall, within 15 days of making a final payment on the combined loan, file a Tier 2 advice letter, in accordance with General Order No. 96-B, to end the surcharge. 

14. If the California Department of Public Health does not combine the original Safe Drinking Water State Revolving Fund loan and the addition to the loan, Fruitridge Vista Water Company shall, within 15 days of making a final payment on the original loan, file a Tier 2 advice letter, in accordance with General Order No. 96-B, to end the surcharge related to that loan.

15. If the California Department of Public Health does not combine the original Safe Drinking Water State Revolving Fund loan and the addition to the loan, Fruitridge Vista Water Company shall, within 15 days of making a final payment on the addition to the loan, file a Tier 2 advice letter, in accordance with General Order No. 96-B, to end the surcharge related to the addition to the loan.

16. The authority granted herein is subject to the following conditions:

a) Fruitridge Vista Water Company shall separately identify on customers’ bills the combined loan repayment surcharge for both the original and the additional Safe Drinking Water State Revolving Fund loan.

b) The surcharges to repay the loan will continue until each portion of the loan (the original and the addition to its Safe Drinking Water State Revolving Fund loan) is fully paid.

c) Fruitridge Vista Water Company shall not commingle surcharge revenues with other utility revenue.

d) Fruitridge Vista Water Company shall continue to deposit all surcharge revenues with a fiscal agent approved by the California Department of Public Health.  Such deposits shall be made within 30 days after the surcharges are collected from customers.

e) When ordered by the Commission, Fruitridge Vista Water Company shall refund or apply on behalf of the customers any surplus accrued or in the bank account into which the surcharge revenues are deposited.

f) The cost of the capital improvements paid for by the surcharge shall be excluded from ratebase for ratemaking purposes.

g) No less frequently than once per year, Fruitridge Vista Water Company shall review the balance in the balancing account immediately following a payment to California Department of Public Health, and if the balance is less than the California Department of Public Health required reserve or exceeds the California Department of Public Health required reserve by more than thirty five percent of the next semi-annual payment, Fruitridge Vista Water Company shall file a Tier 2 advice letter to adjust the surcharge.  Any such advice letter shall be subject to review and approval.

h) Pursuant to Pub. Util. Code § 824, Fruitridge Vista Water Company shall retain all invoices and maintain adequate records related to the construction of the interconnection with the City of Sacramento and related pipelines financed by the Safe Drinking Water State Revolving Fund loan so that Commission staff may confirm that the loan was properly used for the stated purpose.  Fruitridge Vista Water Company shall also maintain adequate records to enable the Commission to audit the surcharge, revenues collected through the surcharge, loan payments, and fiscal agent and any other loan-related fees or costs and to audit and/or determine the reasonableness of the project costs.

i) Fruitridge Vista Water Company shall maintain separate descriptions and surcharge rates in its tariff for the original and increase in the Safe Drinking Water State Revolving Fund loan.  

17. Within 15 days of the end of each reserve accumulation period, Fruitridge Vista Water Company shall file a Tier 2 advice letter to adjust the surcharges.

18. Fruitridge Vista Water Company shall file with the Division of Water and Audits’ Utility Audit, Finance and Compliance Branch a copy of the amended funding agreement within 15 days of execution.

19. Fruitridge Vista Water Company shall notify the Division of Water and Audits’ Utility Audit, Finance and Compliance Branch in writing when the Safe Drinking Water State Revolving Fund funded portion of its project has been completed. 

20. If the amount of the addition to the Safe Drinking Water State Revolving Fund loan is more than $2,351,622, Fruitridge Vista Water Company must pay the additional amount of fee above $2,676 required by Pub. Util. Code § 1904(b) before the authority granted herein is effective.

21. On or before the 25th day of each month, Fruitridge Vista Water Company shall include the addition to its Safe Drinking Water State Revolving Fund loan in its reports required by General Order No. 24-B.

22. Application 10-02-015 is closed.

This order is effective today.

Dated May 20, 2010,  at San Francisco, California.







MICHAEL R. PEEVEY
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DIAN M. GRUENEICH
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TIMOTHY ALAN SIMON

NANCY E. RYAN

                  Commissioners

APPENDIX A

Schedule No. CDPH

STATE REVOLVING FUND SURCHARGE

APPLICABILITY

Applicable to all flat or meter service.  This surcharge is specifically for the repayment of the Safe Drinking Water State Revolving Fund loan described in D.06-04-073 and D.xx-xx-xxx.

TERRITORY

In the unincorporated areas known as Fruitridge Vista Units, Sandra Heights, Pacific Terrace Units, Bowling Green Units, and all immediately adjoining territory in Sacramento County including all territory contiguous to the southerly limits of the City of Sacramento.

MONTHLY SURCHARGE








Surcharge

Surcharge








D.06-04-073

D.xx-xx-xxx








Per Service Connection
Per Service Connection








Per Month

Per Month
 (Flat Rate Connections)

1.  For a single residential unit, including

    premises not exceeding 10,000 sq. ft. in area

$2.18


$1.20


a)  For each additional single family unit


     on the same premise and served from


     the same service connection


$1.31


$0.72


b)  For each 100 sq. ft. of premises in


     excess of 10,000 sq. ft.



$0.02


$0.01

2.  For each automobile service station, including 

     car wash rack, where service connection is not

     larger than one inch in diameter



$4.35


$2.40








Surcharge

Surcharge








D.06-04-073

D.xx-xx-xxx








Per Meter

Per Meter








Per Month

Per Month
(Metered Connections)







     For 5/8 x ¾-inch meter




$  1.66


$0.79

     For          ¾-inch meter




    2.49


  1.19 

     For           1-inch meter




    4.15


  1.98

     For     1-1/2-inch meter




    8.30


  3.95

     For           2-inch meter




  13.28


  6.32

     For           3-inch meter




  24.90


 11.85

     For
       4-inch meter




  41.50


 19.75

     For           6-inch meter




  83.00


 39.50

(Continued)

Schedule No. CDPH

(continued)

STATE REVOLVING FUND SURCHARGE

SPECIAL CONDITIONS

1.  The surcharge is in addition to the water bill.  The surcharge must be identified on each bill.  The surcharge is specifically for the repayment of the Safe Drinking Water State Revolving Fund loan authorized by D.06-04-073 and D.xx-xx-xxx.

2.  All bills are subject to the reimbursement fee set forth in Schedule No. UF.

3.  The surcharge rates are subject to periodic adjustment.

4.  The surcharge shall be deposited in a separate trustee account and shall be used only for the repayment of the Safe Drinking State Revolving Fund loan described in D.06-04-073 and D.xx-xx-xxx. 

(END OF APPENDIX A)

�  CDPH was formerly the California Department of Health Services (CDHS).  FVWC has an existing $3,272,505 SRF loan, being paid for through a surcharge.  This debt facility is part of a settlement agreement approved by Decision (D.) 06-04-073, dated April 27, 2006.  In its application, FVWC estimated that the addition to the loan will be $1,675,811.  The actual addition to the loan may be more or less than this amount and will be determined by CDPH.


�  On April 26, 2010, FVWC filed Advice Letter No. 91 requesting the general rate increase.


�  FVWC shut down its wells 1, 2, 11, and 12 that were affected when certain underground storage tanks leaked petroleum hydrocarbon contaminants into the ground water.  These wells are currently not in service and will eventually be destroyed based on instructions from CDPH.


�  Pathogens could enter the distribution system without sufficient pressure, creating a health risk for FWWC’s customers.


�  The settling parties included FVWC, the Housing Authority of the County of Sacramento, the County of Sacramento, the Sacramento Housing and Redevelopment Agency, David R. and Donna L. Gonzales, Mercy Properties California, Victoria Station LLC, Park Place LLC (Riverdale Project), Saia Motor Freight Line, Inc., Trench Plate Rental Co., and Soccer Planet.  While not settling parties, CDPH and the Central Valley Regional Water Quality Control Board supported the settlement.


�  CDPH operates the DWTRF, which funds the replacement or treatment of water sources contaminated by the gasoline additive MTBE (methyl tertiary butyl ether).  


�  The settlement noted that increasing the buy-in or constructing a third interconnection with the City of Sacramento would result in higher total costs than the comprehensive solution set forth in the settlement agreement, and would require additional funding sources to be identified.  


�  In Resolution (Res.) W-4696, the Commission approved FVWC to apply $831,624 in net litigation proceeds from the companies responsible for the contamination to its ratebase for work completed on the WSIP. 


�  The $10.41 million is in addition to the construction completed with the SRF loan proceeds.


�  The amounts in this table come from an email FVWC sent on April 27, 2010, in which FVWC updated the amounts in Exhibit B to its Application.


�  $20.46 million minus $13.68 million equals $6.78 million.


�  CDPH recommends that FVWC add back-up generators to these wells.


�  On May 18, 2010, CDPH notified the Commission via telephone that it was necessary to change the completion date to May 31, 2011, to match the DWTRF deadline.


�  D.08-06-013 dated June 12, 2008, authorized FVWC to secure a $500,000 loan to finance the completion of its well 18. 


�  On April 23, 2010, via email, FVWC corrected the table showing the adjustments to its capital structure that was included with its Application.   


�  FVWC states that this estimate assumes that its pending rate increase will be authorized by the Commission.


�  CDPH requires that the borrower maintain the fiscal agent until all funds have been paid in full.


�  Includes funding for CDPH’s reserve requirement, with a remaining reserve accumulation period of approximately 7.5 years and a remaining loan term of �17.5 years.


�  Includes estimated funding for CDPH’s reserve requirement, based on an addition to the loan of $1,675,811, and a reserve accumulation period of 10 years and a remaining loan term of 20 years for the addition to the loan.


�  $24.70 = $22.52 flat rate plus $2.18 current SRF surcharge.  $25.90 = $22.52 flat rate plus $3.38 ($2.18 current SRF surcharge plus $1.20 proposed additional SRF surcharge�).


�  $24.70 = $0.486 times 10, plus the service charge of $17.35, plus the current SRF surcharge of $2.49.  $25.89 = $0.486 times 10, plus the service charge of $17.35, plus $3.68 ($2.49 current SRF surcharge plus $1.19 proposed additional SRF surcharge).�


�  $1,314,844 = estimated SRF payments of $905,873 and principal payments of $297,000 to the City of Sacramento and $111,971 on the $500,000 bank loan.


�  In many instances, the Commission has authorized increases in state-funded loans coupled with surcharges and required utilities to observe similar conditions.  For example, in Res. W-4778, dated July 30, 2009, the Commission authorized North Gualala Water Company to borrow additional funds from the SRF and to increase its surcharge to pay the loan and the Commission imposed similar conditions, as set forth above. 


�  The fee for a loan amount of $2,351,622 is determined as follows ($2 times ($1,000,000/$1,000)) plus ($1 times ($1,351,622/$1,000)).


�  On May 18, 2010, CDPH notified the Commission via telephone that it was necessary to change the completion date to May 31, 2011, to match the DWTRF deadline.


�  As indicated previously, CDPH changed the completion date to May 31, 2011, to match the DWTRF deadline.  In addition, delaying the project at this time will likely cause further cost increases and additional engineering estimates.


�  On May 18, 2010, CDPH notified the Commission via telephone that it was necessary to change the completion date to May 31, 2011, to match the DWTRF deadline.
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