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DIVISION OF WATER AND AUDITS   RESOLUTION W-4788 
UTILITY AUDIT, FINANCE AND   September 24, 2009 
COMPLIANCE BRANCH 

 
 

R E S O L U T I O N  
 

RESOLUTION W-4788.  GARRAPATA WATER 
COMPANY.  REQUEST FOR AUTHORITY TO BORROW 
$114,813, UNDER THE AMERICAN RECOVERY AND 
REINVESTMENT ACT, FOR SAFE DRINKING WATER 
STATE REVOLVING FUND PROJECTS; TO ENCUMBER 
ASSETS IN CONNECTION WITH THE LOAN; AND TO 
INSTITUTE  A SURCHARGE TO PAY OFF THE LOAN. 
 
By Draft Advice Letter filed on August 18, 2009.  

            
 
SUMMARY 

This Resolution grants Garrapata Water Company (GWC) the authority 
requested in the filing. 
 
GWC requests authority, pursuant to §§ 816 and 851 of the Public Utilities 
Code, to borrow $114,813, under the American Recovery and 
Reinvestment Act (ARRA) for Safe Drinking Water State Revolving Fund 
(SDWSRF) projects and to enter into a secured loan contract with the 
California Department of Public Health (CDPH).1  The proceeds of the loan 
will be used for the installation of a Strainrite bag filtration treatment plant 
and piping to connect the plant to the distribution system. 
 
In addition, GWC requests authority to establish a surcharge to make 
payments of principal and interest on the loan and to establish a separate 
bank account and balancing account for depositing surcharge collections, 
making payments on the loan, and payments of fiscal agent fees.  As 

                                              
1 All statutory references are to the Public Utilities Code unless otherwise indicated. 
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required by CDPH, GWC proposes to appoint a fiscal agent or trustee to 
manage the funds.    
 
BACKGROUND 

GWC is a Class D water utility subject to the jurisdiction of this 
Commission.  GWC provides water service to 49 flat rate customers in the 
area known as Garrapata Ranch, located 9 miles south of Carmel on both 
sides of State Highway 1, Monterey County. 
 
In its Income Statement for the year ending December 31, 2008, GWC 
reported that it generated total operating revenues of $43,246 and net 
income of $683. 
 
GWC’s Balance Sheet, as of December 31, 2008, as reported, is summarized 
below: 

 Assets                     Amount 
 
Current and Accrued Assets       $  18,357 
Net Utility Plant                                133,265 
 
     Total Assets          $151,622 
 
 Liabilities & Capital 
 
Current and Accrued Liabilities          $    6,228 
Advances from Shareholders            28,193     
Net Contributions in Aid of Construction             78,789 
Corporate Capital and Retained Earnings             38,412 
 
     Total Liabilities & Capital                    $151,622 

NOTICE AND PROTESTS 

CDPH requested this Commission to authorize this borrowing and the 
associated surcharge by its funding agreement deadline of September 30, 
2009, so that the project may not be bypassed.  Accordingly, we will 
require GWC to notify its customers of the SDWSRF loan and the 
surcharge by bill insert and by publication in a newspaper circulated in the 
Monterey County prior to implementation of the surcharge.  GWC should 
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file an advice letter no later than January 10, 2013, to establish the monthly 
surcharge on customer bills.  The proof of customer notice should be 
provided at that time.  The filing will be subject to review and approval.  
The surcharge should be effective on March 1, 2013. 
 
DISCUSSION 

The ARRA funding program was signed into law by President Obama on 
February 17, 2009.  Among its provisions, ARRA will provide 
approximately $160 million to the SDWSRF for infrastructure development 
for California’s drinking water systems. 
 
From February 1 to 27, 2009, the CDPH held an open pre-application 
period for the ARRA funding.  GWC was invited by CDPH to submit an 
application to receive $459,250 in funding.  Approximately $114,813 of the 
funding will be a long-term, low interest loan and the rest will be covered 
under the ARRA loan principal forgiveness criteria. 
 
CDPH has committed to provide GWC the $114,813 loan that will carry an 
interest rate of approximately 2.5017%, and a term of 20 years with semi-
annual payments of $6,656.44 or annual payments of $12,707.75, for the 
first 10 years.  Thereafter, the semi-annual payment will be $6,051.31 or an 
annual payment of $12,102.62. 
 
A. Use of Proceeds 
 
The SDWSRF loan will be used for the installation of a Strainrite bag 
filtration treatment plant and for piping costs to connect the plant to the 
distribution system. 
 
B. Proposed Surcharge 
 
Before CDPH can disburse funds under the ARRA funding program, GWC 
must provide satisfactory documentation showing that the Commission 
has approved a dedicated source of revenue for repayment of the principal 
amount of the loan, interest, and a 10% reserve fund during the first ten 
years of the term.  The reserve fund is built up by collecting an additional 
10% of the amount otherwise necessary to make payments on the loan 
during the first 10 years of the loan repayment period.  This creates a 
reserve sufficient to make the final two payments on the loan. 
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GWC estimates the surcharge for each customer will be $22.64 per month 
for the first ten years and $20.58 thereafter until the end of the term. 
 
The estimated monthly bill for a flat rate customer would increase from 
$64.22 (annual flat rate of $770.58 divided by 12 months) to $86.86 ($64.22 
plus $22.64) or 35.25% for the first ten years and from $64.22 to $84.80 
($64.22 plus $20.58) or 32.05% thereafter. 
 
We are aware that GWC will not be able to obtain the SDWSRF loan until 
it demonstrates that it has the source of funds to be used for repayment of 
the loan, and that such dedicated funds are documented in a resolution.  
To the extent that the source of funds requirement remains a condition in 
this low-cost funding, GWC’s financing request cannot be processed by 
CDPH and granted without a surcharge authorization. 
 
The ratepayers ultimately pay for all water system requirements and 
improvements, regardless of the manner in which they are financed.  If the 
utility were able to borrow the money to make the water system 
improvements entirely from regular commercial sources, it would be far 
more expensive for the ratepayers than the low-cost state-funded loan.  
Likewise, if the utility owners invested their own funds to pay for the 
water system improvements, they would be entitled to similar earnings on 
such funds. 
 
The surcharge method of recovery ensures that the loan will be repaid 
without financial stress to the water utility.  The surcharge serves only to 
repay the loan and will not generate any profit to the utility owners. 
 
C. Construction Budget 
 
None of the details of the construction budget are available at this time. 
However, CDPH assesses the utility’s financial needs to meet water system 
improvements and its ability to meet the loan obligations.  Loan funds may 
be used only for eligible project costs and CDPH verifies all work 
performed prior to reimbursing the utility.  Accordingly, we are assured 
that the payments made on state-funded loans, with ratepayer surcharges, 
are for proper purposes. 
 
Therefore, it is reasonable to authorize GWC to impose a surcharge on its 
customers.   
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The following conditions apply: 
 

1. The loan repayment surcharge shall be separately 
identified on customers’ bills. 

 
2. GWC shall use a balancing account to be credited with 

revenues collected through the surcharge and to be 
charged with payments of principal and interest on the 
loan, and fiscal agent fees. 

 
3. GWC shall deposit all surcharge revenues with a fiscal 

agent approved by CDPH.  Such deposits shall be made 
within 30 days after the surcharges are collected from 
customers. 

 
4. The surcharge rates to repay the loan shall last until the 

loan is fully paid. 
 

5. Any surplus accrued in the bank account shall be refunded 
or applied on behalf of the customers when ordered by the 
Commission. 

 
6. No less frequently than once per year, the utility shall 

review the balance in the balancing account immediately 
following a payment to the CDPH, and if the balance is less 
than the required reserve or exceeds the required reserve 
by more than thirty five percent of the next semi-annual 
payment, GWC shall file an advice letter to adjust the 
surcharge.  Changes in future surcharge rates shall be 
accomplished by normal advice letter procedure subject to 
review and approval. 

 
7.  The cost of the project financed through the surcharge shall 
     be excluded from ratebase for ratemaking purposes.   

 
Pub. Util. Code  § 817(b) allows a public utility to issue stocks or evidences 
of indebtedness payable at a period of more than 12 months for the 
construction, completion, extension, or improvement of its facilities. 
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GWC seeks authority to encumber its utility property in connection with 
the SDWSRF loan.  This request is subject to § 851 which states, in relevant 
part, that no utility shall encumber any part of its plant, system, or other 
property necessary or useful in the performance of its duties to the public, 
or any franchise or permit without first having secured from the 
Commission an order authorizing it to do so.  
 
We will authorize GWC to borrow $114,813; to encumber its assets in 
connection with the loan, and to impose a surcharge on its customers, as 
set forth herein.   
 
D.  Fees 

Whenever the Commission authorizes a utility to issue debt, the 
Commission is required to charge and collect a fee in accordance with 
§ 1904(b). 
 
The fee for this financing authority as required by § 1904(b) is $230.2  
 
COMMENTS 
 
Section 311(g) (1) generally requires that draft resolutions be served on all 
parties and subject to at least 30 days public review and comment prior to 
a vote of the Commission. 
 
GWC, the only party in this filing, has informed the Division of Water and 
Audits that it has no objection to the conditions added to the relief 
requested in the draft advice letter, and that it is waiving its right to the 30-
day public review and comment period. 
   
Accordingly, pursuant to § 311(g) (2), the otherwise applicable 30-day 
period for public review and comment is being waived. 
 
FINDINGS 
 
1.  GWC, a California corporation, is a Class D water utility subject to the 
jurisdiction of this Commission. 
 
                                              
2 The amount subject to the fee is $114,813.  The fee is determined as follows: ($2 x 
($114,813/1000)) = $230. 



Resolution W-4788  September 24, 2009 
Garrapata Water Co./Draft AL/RSK/KOK/DLW/RHG 
 

 7

2.  The proposed borrowing, for a filtration treatment plant and associated 
piping, is for proper purposes. 
 
3.  For the SDWSRF loan under the ARRA funding program, CDPH 
requires a dedicated source of revenue for repayment of principal, interest, 
and a 10% reserve requirement for the first ten years. 
 
4.  With a surcharge type of recovery, the utility or its owners do not 
personally benefit from the state-funded loan. 
 
5.  CDPH requested this Commission to authorize this borrowing and the 
associated surcharge by September 30, 2009. 
 
6.  CDPH requires a security interest in the utility’s properties. 
 
7.  The surcharge will generate approximately $13,313 annually, for the 
first ten years. 
 
8.  Surcharge revenues will not be commingled with other utility charges. 
 
9.  The cost of the plant financed by the SDWSRF loan is not to be included 
in ratebase. 
 
10.  GWC 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 payments of principal and interest on the loan 
and fiscal agent fees.   
 
11. CDPH requires a fiscal agent to ensure adequate accountability of 
surcharge revenues, interest earned, loan amortization payments and fees 
paid to the trust account. 
 
12. GWC should pay the fee determined in accordance with § 1904(b). 
 
CONCLUSIONS OF LAW 
 
1.  GWC should be authorized to borrow $114,813 from CDPH.  
 
2.  It is reasonable to authorize GWC to implement a surcharge to repay 
the loan principal and interest payments and any fiscal agent fees. 
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THEREFORE, IT IS ORDERED that: 
 
1.  Garrapata Water Company is authorized to borrow $114,813, under the 
Safe Drinking Water State Revolving Fund, American Recovery and 
Reinvestment Act Funding program; to encumber its assets in connection 
with the loan; and to use the proceeds for a Strainrite bag filtration 
treatment plant and for piping costs to connect the plant to the distribution 
system. 
 
2.  Garrapata Water Company shall file in accordance with General Order 
No. 96-B, no later than January 10, 2013, an advice letter, which establishes 
a monthly surcharge on customer bills.  It shall attach to the filing the 
proof of notice to customers, and newspaper publication, regarding the 
loan and surcharge.  The advice letter shall be filed as a Tier 2 Advice 
Letter, to become effective on March 1, 2013. 
 
3.  Garrapata Water Company shall establish a separate bank account 
approved by the California Department of Public Health to hold all 
surcharge revenues, interest on deposits and payment transactions.  
Deposits shall be made within 30 days after the surcharges are collected 
from customers. 
 
4.  Garrapata Water Company shall establish a balancing account where it 
credits revenues collected through the surcharge and interests on deposits, 
and charges payments of principal and interest on the loan, and any fiscal 
agent fees. 
 
5.  The authority granted herein shall be subject to the following 
conditions: 
 
 a. The loan repayment surcharge shall be separately identified 
      on customer bills. 
 
 b. The surcharge rates to repay the loan shall last until the loan 
                is fully paid. 
 
 c. Any surplus accrued in the bank account shall be refunded 
     or applied on behalf of the customers when ordered by the 
     Commission. 
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 d. The cost of the capital improvements financed through the 
     surcharge shall be excluded from ratebase for ratemaking 
     purposes. 
 
 e. No less frequently than once per year, the utility shall review 
     the balance in the balancing account immediately following 
     a payment to the California Department of Public Health, and 
     if the balance is less than the required reserve or exceeds the 
               required reserve by more than thirty five percent of the next 
     semi-annual payment, Garrapata Water Company shall file an 
     advice letter to adjust the surcharge.  Changes in future 
     surcharge rates shall be accomplished by normal advice letter 
               procedure subject to review and approval. 
 
6.  Garrapata Water Company shall file with the Division of Water and 
Audits’ Utility Audit, Finance and Compliance Branch copies of the loan 
documents within 15 days of execution. 
 
7.  The authority granted by this order shall become effective when 
Garrapata Water Company pays $230, the fee required by Public Utilities 
Code § 1904(b). 
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8.  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 September 24, 2009.  The following Commissioners 
approved it. 
 
 
 
      
       /s/ PAUL CLANON  
            Paul Clanon 
            Executive Director 
 
  
     MICHAEL R. PEEVEY 
                            President 
     DIAN M. GRUENEICH 
     JOHN A. BOHN 
     RACHELLE B. CHONG 
     TIMOTHY ALAN SIMON 
              Commissioners 
      
           
 


