


IN THE 

Supreme Court of Appeals of Virginia 
AT RICHMOND 

Record No. 7372 

VIRGINIA: 

In the Supreme Court of Appeals held at the Supreme 
Court of Appeals Building in the City of Richmond on 
Wednesday the 3rd day of December, 1969. 

PRINCESS ANNE UTILITIES 
CORPORATION, 

against 

Appellant, 

COMMONWEALTH OF VIRGINIA, AT THE RELATION 
OF THE STATE CORPORATION COMMISSION, AND 
THE CITY OF VIRGINIA BEACH, A MUNICIPAL 
CORPORATION, Appellees. 

From the State Corporation Commission 

Upon the petition of Princess Anne Utilities Corporation 
an appeal of right is awarded it from an order entered by the 
State Corporation Commission on the 26th day of June, 1969, 
in a certain proceeding then therein depending entitled: Ap
plication of Princess Anne Utilities Corporation for revision 
of its rates, rules and regulations for sewerage service; 
upon the petitioner, or some one for it, entering into bond 
with sufficient security before the clerk of the said State 
Corporation Commission in the penalty of $300, with condi
tion as the law directs. 
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• • • 

PETITION 

• • • • • 

Your Petitioner, Princess Anne Utilities Corporation, a 
Public Service Corporation organized and existing under 
and by virtue of the laws of the Commonwealth of Virginia, 
for the purpose of furnishing sewerage to customers in the 
Princess Anne Plaza area of the City of Virginia Beach, 
Virginia, respectfully petitions the State Corporation Com
mission for an increase in its rates for the services it renders 
to its customers. 

1. This Utility was granted a Certificate of Convenience 
and Necessity by the State Corporation Commission of the 
Commonwealth of Virginia, to act as a Public Service Com
pany and to furnish sewerage to a certain franchised area 
set forth in the Certificate. 

2. That since the granting of said Certificate of Conven
ience and Necessity, and the granting of the rates as filed 
with the Commission, Hampton Roads Sanitation District, a 
political subdivision of the State of Virginia, and organized 
for the purpose of operating a collector trunk line and sewer
age and treatment system, has extended its trunk line system 
to the franchised area of Petitioner and now desires to col
lect from the lateral lines of the Petitioner the sewerage 
which Petitioner has previously been treating in its own 
facility. 

3. That Hampton Roads Sanitation District makes a 
charge for its services based on the water consumption of 
each customer and will charge its usual rates to each and 
every customer of Petitioner, which Petitioner must pay to 
Hampton Roads Sanitation District and collect from the 

customer. 
page 2 ~ 4. That Petitioner owns and will be required 

to maintain all lateral lines, to maintain all its 
pumping stations, to maintain its records, to operate its 
offices and to collect all bills for both its services and Hamp
ton Roads services from individual customers and will be re
quired to pay to Hampton Roads Sanitation District its 
sewerage bill based on the water consumed by each customer 
of Petitioner, irrespective of whether Petitioner is able to 
collect it. 
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5. That under the Statute of the Commonwealth of Vir
ginia, Petitioner is entitled to a fair return from its opera
tion and has made by competent authority a thorough study 
of its costs in this venture, and from such study has con
cluded a fair return from its operation would require the 
following charges : 

To each residential customer-$28.50 per quarter 
To each apartment customer-$19.00 per quarter 
Each commercial customer would be billed at some factor 

times the base rate but not less than the base rate. The fac
tor for a given commercial customer would be the customer's 
1967 water usage divided by the average 1967 water usage 
of the residential customer. 

The Petitioner presently charges for its services to each 
residential customer $12.00 per quarter-to each apartment 
customer $8.00 per quarter and to each commercial customer 
as follows: 

1. Gasoline Service Stations-2-1/3 times the residential 
rate per quarter. 

2. Restaurants-$1.00 per seat or stool, per quarter. 
3. Drive-In Restaurants-$48.00 per quarter. 
4. Auto Car W ash-$36.00 per quarter. 
5. Laundro-Mat-$10.00 per tub per quarter. 
6. Barber and Beauty Shops-$2.00 per chair, per quar

ter. 
7. All others minimum charge of $12.00 per quarter plus 

$4.00 for each 1000 square feet of floor space. 
page 3 ~ 6. That the rates charged by Petitioner would 

be in addition to the rates charged by Hampton 
Roads Sanitation District and collected by Petitioner each 
quarter. 

Wherefore, your Petitioner requests that its rates be 
changed and modified as above set forth. 

• 

Princess Anne Utilities Corporation 
By: Edwin C. Kellam 
Counsel 

• • • • 
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Supreme Court of Appeals of Virginia 

• 
At Richmond, January 6, 1969 

Case No. 18661 

On This Date Princess Anne Utilities Corporation pre
sented a petition to the State Corporation Commission stat
ing that applicant intends to deliver its sewerage to Hamp
ton Roads Sanitation District, and desires to change its 
rates, rules and regulations due to the additional charge to 
be paid to Hampton Roads Sanitation District. 

It Appearing That the new schedules of rates, rules and 
regulations provide increases for all customers and the pub
lic will be affected thereby. 

It is Ordered : 
(1) That the application of Princess Anne Utilities Cor

poration be assigned Case No. 18661, docketed and set for 
formal hearing in the Courtroom of the State Corporation 
Commission, Blanton Building, Richmond, Virginia, at 10 :00 
A.M. on February 12, 1969, at which time and place the Com
mission will hear the applicant and all parties in interest 
with respect to the proposals of the applicant in this pro
ceeding; 

(2) That an investigation be entered upon by the Com
mission to determine whether the revised rates, rules and 
regulations proposed by the applicant are reasonable and 
just; 

(3) That the applicant publish once a week for four suc
cessive weeks, first publication on or prior to January 12, 
1969, notice of its application and the hearing thereon, by 
publishing the following notice in a newspaper or newspapers 
of general circulation in the area served by the applicant: 

page 5 ~ 

"Notice to the Public" 

"Notice is hereby given to the public that Princess Anne 
Utilities Corporation has filed with the State Corporation 
Commission revised rates, rules and regulations for sewer
age service rendered in the vicinity of Princess Anne Plaza 
in the City of Virginia Beach, which involve increases over 



Princess Anne Utilities Corp. v. Commonwealth, etc. 5 

the charges now being made. The proposed rates filed to be
come effective upon the order of the State Corporation Com
mission and after commencement of delivery of effluent to 
Hampton Roads Sanitation District are as follows: 

A Two-Part Rate 

Treatment Charge: 
The exact charge of each individual customer as billed by 

Hampton Roads Sanitation District on their rate schedule 
which is based on metered water usage; 

and 

Service Charge : 
For transportation to Hampton Roads Sa:p.itation District, 

maintenance, service and collection, 

To each residential customer-$28.50/qtr. 
To each apartment customer-19.00/qtr. 
To each commercial customer-a factor times the residen

tial base rate of $28.50. Said factor would be the customer's 
1967 water usage divided by the average 1967 water usage 
of a residential customer. 

"An investigation of the proposed charges has been en
tered upon by the Commission, and a hearing on such new 
rates has been set for 10 :00 A.M. on February 12, 1969, in 
the Courtroom of the Commission, Blanton Building, Rich
mond, Virginia, at which time and place members of the pub
lic generally may appear and present such relevant data as 
may be desired and may be heard." 

"State Corporation Commission" 

and furnish proof of such publication at the time of hear
ing; 

( 4) That applicant serve a copy of this order upon the 
Mayor and City Attorney of the City of Virginia Beach 
and furnish evidence thereof at the time of hearing; and 

( 5) That four attested copies hereof be sent to Edwin C. 
Kellam, Counsel for the applicant, Board of Trade Building, 
Norfolk, Virginia 23510. 

• • • • • 
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At Richmond, February 6, 1969 

After Notice to counsel for the Commission and to counsel 
for the interveners, counsel for the applicant moved that the 
date for hearing this case be postponed to allow time for 
counsel for the respective parties to exchange proposed ex
hibits and testimony. 

It is Accordingly Ordered: 
(1) That the case be set for hearing on March 31, 1969, at 

10 :30 A.M. in the Commission's Courtroom, Blanton Build
ing, Richmond, Virginia, instead of on February 12, 1969, 
as heretofore ordered. 

(2) That the applicant furnish copies of its exhibits and 
prepared testimony to counsel for the interveners, and four 
copies thereof to counsel for the Commission on or before 
February 17, 1969. 

(3) That counsel for the interveners furnish copies of 
their exhibits and prepared testimony to' counsel for the 
applicant and four copies thereof to counsel for the Commis
sion on or before March 17, 1969. 

Attested Copies hereof shall be sent to Edwin C. Kellam, 
Board of Trade Building, Norfolk, Virginia 23510, John W. 
Riely, Box 1535, Richmond, Virginia 23212, and to the Chief 
Engineer, Telephone Utilities, of the Commission. 

page 7 ~ 

Application of 

Princess Anne Utilities Corporation 

For revision of its rates, rules, 
and regulations for sewerage service. 



Princess Anne Utilities Corp. v. Commonwealth, etc. .7 

PRESENT: 

Commissioners 

Ralph T. Catterall (Chairman) 
H. Lester Hooker 

APPEARANCES: 

Edwin C. Kellam 
and 

Joseph J. Lawler, 
Counsel for the Applicant 

John W. Riely, 
Harry Frazier, III, and 
Harry T. Marshall, 

Counsel for City of Virginia Beach, Intervener 

A. Grey Staples, Jr., 
Counsel for the Commission 

page 8 ~ March 31, 1969 
10:00 A. M. 

The Commission resumes its session. 

Commissioner Hooker: All right, Mr. Kellam. 
Mr. Kellam: If it please the Commission, Mr. Lawler and 

myself are appearing on behalf of the petitioner who is ask
ing for an increase in the rates for sewerage service which 
his utility is furnishing the City of Virginia Beach. I note 
that we have opposition and I guess that is not unnatural. 
Almost everybody opposes anything that is going to cost 
them more money and I am sure these people don't want to 
pay any more money for the service that they are already 
getting, so I guess that is natural. There are certain pre
liminary things in the beginning which we were required to 
do and that was to serve notice on the City of Virginia Beach 
by serving it on the City Manager and on the City Attorney. 
I have made up a booklet here and I have put all of these 
originals in this booklet and if it is agreeable to the Commis
sion-

Commissioner Hooker: It will be received as Exhibit A. 
Mr. Kellam: If it please the Commission, included in it 

also is the original publication in the Virginia Beach Sun 
News. 

page 9 ~ Gentlemen, the testimony has been presented al-
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ready in written form and in the interest of savin.g 
time, the :first witness made a narrative statement and if 
agreeable to the Commission, in the interest of saving time 
the witness is here, I would like to read into the record the 
narrative statement of John Aragona, Jr. 

Commissioner Hooker: Bring him around and swear him. 
Mr. Kellam: Yes, Sir. 
Mr. Staples: If the Commission please, the staff has re

quested that the witnesses give their testimony, even though 
we have received it in deposition from prior to the hearing. 

Commissioner Hooker: You want him to read it all 1 
Mr. Staples: I would like-Yes, Sir, I would like to move 

that they do that. 
Commissioner Hooker: Haven't you had a copy of iU 
Mr. Staples: Yes, Sir, we have. · 

Commissioner Hooker : I thought the object of 
page 10 r this was to save time. 

Chairman Catterall: It was to save time. 
Mr. Riely: I hope that won't be true of certain of the wit

nesses that I have presented, if your Honor please, because 
I believe I had an understanding with Mr. Kellam and Mr. 
Staples that they would not be required for cross examina
tion and I do not even know if they are here. 

Mr. Staples: That is correct. That is correct, but those 
witnesses that are here, my understanding from the staff is 
that they would appreciate hearing the testimony orally. 

Commissioner Hooker: Swear the witness in. 

JOHN ARAGONA, JR., a witness introduced on behalf of 
the Applicant, being :first duly sworn, testified as follows: 

Commissioner Hooker: If that is the understanding, it is 
certainly different from what the Commission understood 
it. The Commission understood that the reason this case was 
continued for this length of time was to have the testimony 

"canned" and presented to all persons interested. 
page 11 r At that time the witnesses would be put on the 

witness stand and sworn and asked the usual 
questions and he will make the usual answers. That will be the 
procedure of the Commission. 

Mr. Staples: Mr. Brown says he is thoroughly familiar 
with the testimony and will be pleased to go on. 

Commissioner Hooker: All right, Mr. Kellam, we will pro
ceed on that basis. 

Mr. Kellam: Will the Commission permit me to read his 
testimony or-
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Commissioner Hooker: Do you want to read iU I thought 
you were just going to qualify the witness here and then ask 
him if his answers would be the same if those questions were 
asked him. 

DIRECT EXAMINATION 

By Mr. Kellam: 
Q. Mr. Aragona, I have handed you a copy of a narrative 

statement which you made in connection with the Princess 
Anne Utilities. Is that your statemenU 

A. Yes, it is. 
Q. If you testified today, would your statement be the 

same as in that written record 1 
A. Yes. 

page 12 r Princess Anne Utilities Corporation was 
granted a Charter as a public utility corporation 

by the State Corporation Commission of Virginia on the 24th 
day of September, 1959. It was incorporated for the purpose 
of operating a sewerage disposal system in the limited area 
of Princess Anne Plaza. It was granted a Certificate of 
Convenience and Necessity and a franchised area. At the 
time of its formation there was no sewerage facilities in this 
area. Before the State Water Control Board and the State 
Board of Health would grant their approval to the issuance 
of the Certificate of Convenience and Necessity they checked 
with the Hampton Roads Sanitation District Commission to 
find out if they had any plans to serve the area in the near 
future and with the County of Princess Anne to see if they 
had any plans for sewerage in the Community in the near 
future. Upon finding out that neither Hampton Roads Sani
tation District nor the County of Princess Anne had any 
plans for sewerage in the area in the near future and the 
Health Department having already recommended that the 
County of Princess Anne not grant any more permits for 
septic lands in the area, both the Health Department and 

the State Water Control Board recommended that 
page 13 r the request for Certificate of Convenience and 

Necessity be approved. 
At the time of the application it was not contemplated by 

either the applicant, the County of Princess Anne, or other 
interested parties, that the area would grow so fast or that 
there would be so great a demand for sewerage services in 
the area. Since the granting of the original Certificate and 
franchise area, the area served has been increased several 
times and the people served has grown from four hundred 
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twelve in the year 1960 to over five thousand five hundred 
eighty-two customers in December, 1968. 

When the system was originally set up and the original 
rates requested, it was not envisioned that the demand for 
sewerage in the area would be so great or that any such 
operation as is now carried on by Princess Anne Utilities 
required, or that any such amount of money be required for 
operation or would be tied up in properties in this opera
tion. 

When the application was made for the rates under which 
this Utility now operates, the Utility had no history of op

eration and it had no figures on which to base its 
page 14 r rates and no projections for its future. There was 

operating in the County a similar privately owned 
public utility which had rates which had been approved by 
the Commission and this Utility chose to travel the beaten 
path and to ask that its rates be similar to those which the 
Commission had approved for a similar type of operation. 

This Utility has now behind it almost ten years of opera
tion. During that time its growth has been phenomenal. It 
has been most difficult for it to keep up with the demand for 
sewerage services and it has required the expending of many 
thousands of dollars to furnish the required and needed serv
ices, and it does not appear that there will be any letup in the 
demand for services in the future. 

Because of the rapid growth in the area and the demand 
for sewerage services within the franchised area, and the 
strain on this privately owned public utility, and the feeling 
by some in the area that the services furnished by this 
Utility was one that should be furnished by the City, this 
Utility was uncertain of its future and unable to make any 
definite far-reaching plans. The City of Virginia Beach, on 

the urgency of some of its citizens made a study 
page 15 r of this Utility, and another, and on June 15, 1966 

made an offer to the owners to purchase this 
Utility for approximately $641,000.00. Copy of the letter of 
the City Manager, Russell Hatchett, of June 15, 1966, is at
tached hereto to be read as a part of this testimony. The 
owners did not consider it a realistic offer but more in a 
probing nature, as the offer was not in line with the appraisal 
made as it was considering a condemnation of the Utility. 
When the appraisal came in, it was apparently so high that 
the City gave up its idea of condemnation. 

Since the letter from the City Manager of the City of Vir
ginia Beach of June 15, 1966, this Utility has grown tremen
dously in size and has many hundred more customers, and 
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many more miles of line and other properties greatly in
creasing its value since that time. It is to be noted in the 
offer of the City Manager of Virginia Beach that the offer 
also provided that certain valuable land of this Utility was 
to go back to the Utility stockholders. 
· The stockholders of this Utility have never objected to the 
acquisition of its properties by the City and offered the City 

terms if it desired to acquire the facilities. It has 
page 16 r not seen fit to make an offer based on its ap

praisal. 
This Utility is seeking a fair return based on (a) the value 

of the company's property used and useful in its operation; 
(b) its annual operating expenses and ( c) its reasonable 
operating capital required; (d) the other items which go to 
make up the base. 

The experts which we have brought here as witnesses will 
set forth these facts. 

Commissioner Hooker: Now we are ready for cross ex
amination. 

Mr. Riely: Thank you, your Honor. 

CROSS EXAMINATION 

By Mr: Riely: 
Q. Mr. Aragona, you are the Vice President of Princess 

Anne Utilities, is that correcU 
A. Yes. 
Q. It has been customary in rate cases in the past years 

to have what might be termed the company witness who is 
familiar with the history and operations of the company. 

Would you say that you fell into that category · 
page 17 r A. Yes, I would. 

Q. You are familiar with the operation of 
Princess Anne Utilities 1 

A. Yes. 
Q. How long have you worked for Princess Anne Utilities, 

Mr. Aragona 1 
A. Approximately four years. 
Q. Four years, and what are your duties with iU 
A. Well, I am in the-mostly in maintenance, etc.-main

tenance and operation of the utility company. 
Q. Maintenance and operation-how much of your time do 

you spend on the operation of Princess Anne Utilities 1 
A. One hundred per cent of my time. 
Q. One hundred per cent of your time~ 
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.A.. Yes, Sir. 
Q. .All day long, every day, five days a week 1 
.A.. Yes. 
Q. Do you direct the maintenance crews 1 
.A.. Yes, I do. 

Q. How many maintenance crews are operated 
page 18 r by Princess .Anne Utilities 1 

.A.. We have one maintenance crew. 
Q . .And you direct that operation 1 
.A.. Yes, I do. 
Q . .And do you direct the operating forces 1 
A. Yes. 
Q. How many employees does Princess .Anne Utilities 

have¥ 
A. We have, right now, eight. 
Q. Eight1 
A. Yes, Sir. 
Q. And how many of them are engaged in operating work¥ 
.A.. Six. 
Q. Six1 What do they do¥ 
.A.. Mostly, line maintenance, lateral maintenance etc., and 

treating of the treatment facilities at the plant and the la
goon. 

Q. So those six employees are engaged in both operating 
work and maintenance work, is that correct1 

.A.. Yes. 
Q. And they are interchanged between one and 

page 19 r the other 1 
A. Well, if we have a major catastrophe at the 

sewerage lagoons, we shift everybody over there and they 
work. If we have not too much work over there and every
thing is working properly, most everybody works on main 
lines. 

Q. Do you have an operator at the lagoon-at the treat
ment facilities-at all times 1 

A. Twenty-four hours a day at each particular station 
or-

Q. At the treatment facilities, at the lagoon 1 
A. Not at the lagoon. We have somebody at the treatment 

plant. 
Q. You have somebody at the treatment plant twenty-four 

hours a day, every day1 
.A.. Yes. 
Q. And has that been your experience for the past four 

years since you have been connected with this company¥ 
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A. No, there have been times where we have not had people 
there twenty-four hours a day, but it has been this way for 

the last year or two. 
page 20 ~ Q. Well, that requires four people, doesn't it, 

to serve it twenty-four hours a day, seven days a 
week'? 

A. At the planU 
Q. At the plant. 
A. I do not understand why you say four people. 
Q. Do they work eight-hour shifts, twelve-hour shifts, fif

teen-hour shifts'? 
A. Well, we have men that get to work at eight o'clock and 

they leave at five and in that period of time there is always 
somebody there. It doesn't necessarily have to be the same 
person. 

Q. Yes. And then you have people who come to work at 
five o'clock'? 

A. Yes, Sir. 
Q. How late do they world 
A. They stay until-all night and answer the telephone 

from the answering service. 
Q. Are they at the lagoon'? 
A. No, they are at the plant. You see, we have three la

goons and one plant. 
Q. Three lagoons and one plant, and so he stays all night 

long. He stays from five in the afternoon until 
page 21 ~ eight the next morning'? 

A. Yes, Sir. 
Q. And so that is two men you've got-one man or the 

equivalent of one man at the plant from eight to five, and 
another man there from five until eight the next morning'? 

A. That is correct. 
Q. And how many days a week does this fell ow work who 

works from five at night until eight the next morning'? 
A. Seven. 
Q. Seven days a week'? 
A. Yes. It doesn't necessarily mean that one same person. 
Q. How many people perform that service'? How many 

human beings'? 
A. Well, this is a very hard thing to say because it is very 

hard to get somebody to work on that particular job and in 
any given week we may run through two or three different 
people. 

Q. You may run through two or three different people'? 
A. Yes, Sir. 
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page 22 r Q. What is your average? How many people 
does it take to carry that job? 

A. Well, usually one person a week, or two depending-
Q. Do you know, Mr. Aragona, do you really have any 

week where you've got one man who works seven days from 
eight at night-from five at night until eight the next morn
ing? 

A. Will you state the question again 1 
Q. Do you have any week in which you have the same man 

who works seven days from five at night until eight the next 
morning? 

A. Yes. In any particular week? Yes. 
Q. And do you pay him overtime? 
A. Most of the time, yes, if it is that same person, yes. 
Q. How many weeks in the past fifty-two weeks have you 

had the same man working those hours? 
A. I do not know. 

page 23 ( Q. You do not know. Well, generally, it takes 
two men to perform that service, doesn't iU 

A. Yes, Sir. 
Q. So you then have three men-at least three men-whose 

work is confined to the plant. Is that correcU 

Mr. Kellam: That is not his testimony, as I understand it. 
Mr. Riely : Sir? 
Mr. Kellam: That is not his testimony. 
Mr. Reily: Well, let him answer the question. I asked him 

that question. 
Mr. Kellam: I object to your putting words in his mouth. 

I think you ought to ask him the question and let him answer 
it. 

Chairman Catterall: He said the place was manned 
twenty-four hours a day and his description is that they 
have poeple on and off during the daytime hours and some
body there at night. 

Mr. Riely: 
Q. And somebody there at all times during the daytime 

hours? 
A. Yes. 

page 24 r Q. And I am asking you that-
A. Well, the office is at the plant. In other 

words, the function of the operation takes place at the office 
and the office is at the plant. If our superintendent is doing 
office work, well, then, he would be at the plant also at the 
same time. 
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Q. Well, in order to man the plant twenty-four hours a day, 
it takes at least the equivalent of three men, does it noU 

A. No. 
Q. How many men does it take 1 
A. It would take the person at night because the people 

that are going to be there during the day would be there 
normally anyway. 

Q. And they are not working at the planU 
A. No. They would be in the office performing different 

functions. 
Q. But they are available for working in the planU 
A. Yes, they are available for working at the plant. 

Q. So you have six people on operation and 
page 25 r maintenance, but only two of those people are con-

fined to working at the plant. Is that correcU 
A. That is correct. 
Q. All right, now. What do the other four do 1 
A. Well, line maintenance. 
Q. Line maintenance, but at least one of those other four 

is always available at the office? 
A. One of the other four is always available at the office? 
Q. During the day? 
A. Well, no, the two who are working at the plant would 

be at the office. In other words we have a superintendent. 
He runs from the pumping stations to line maintenance and 
then he has to perform different functions and test other la
goons and he is at the office and there is no particular one 
place he would be in. 

Q. But there is somebody at the office at all times 1 
A. Yes, Sir. 
Q. And when he is at the office, he is not out doing line 

maintenance, is he 1 
A. That is correct. 

page 26 r Q. This testimony that has been prepared in 
this case, Mr. Aragona, is to the effect that there 

will be no reduction in payroll. 
A. That is correct. 
Q. When the plant facilities are retired, what is going to 

happen to that guy that works every night from :five in the 
afternoon until eight the next morning? 

A. Well, presently as the corporation grows bigger, we 
have more and more line maintenance; we still have work on 
the pumping stations; we definitely could use more help and 
it is very difficult to get somebody to work in a sewerage 
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system. That is why, I think, we are probably a man or two 
short now, that we could use at times. 

Q. In other words, you propose to create new jobs, is that 
correct¥ 

A. No. I am not proposing to create new jobs. I say this
that at a specific time we may only need five men to do the 
work-that if we have a large break in a specific area we 
may need seven or eight and it is very hard to get somebody 
to come in here for a day or two days and then fire them, 

hire them back, etc. 
page 27 t Q. YOU have historically repaired large breaks 

in your lines, with your employees¥ 
A. No, very large breaks we give out on contract. 
Q. What is this guy going to do who has been working at 

the plant, but you are still going to hire him when you give 
up the plant¥ 

A. Well, we have many miles of lines and-
Q. Are you not maintaining them properly now¥ 
A. Yes, we are. 
Q. Why do you need additional forces¥ 
A. Why do we need additional forces¥ 
Q. Yes. 
A. Because certain men we have to pay overtime and at 

times we do not have enough men. 
Q. But most of the time you do, don't you Y 
A. Yes, that is correct. 
Q. So you are simply going to keep these people on the 

payroll because they are good sewer men and you want to 
retain them in your employment, is that correct? 

A. No. 
Q. Well, what is correct? 

A. I'm not-anybody that works for us-I mean, 
page 28 r they will be working, maintaining lines. They 

won't be just sitting around, waiting for a break. 
There is always something to do. There are pumping stations 
to clean-they don't have to be done particularly at a specific 
time. When a line breaks we take them off that and they 
maintain a line or clean out a lateral or stoppage. When 
they are finished, they go back to their normal responsibili
ties. 

Q. Now, in your testimony, on the first page of your testi
mony, you state that neither Hampton Roads Sanitation Dis
trict, nor the County of Princess Anne has any plans for 
sewerage in the area in the near future. When was thaH 

A. Excuse me. 
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Q. When was thaU At what time were you talking about, 
when you make that statemenU 

A. On the first page, there 1 
Q. Yes. 
A. That was ten years ago. 
Q. You weren't connected with the company at that time1 
A. Officially, no, but I had certain knowledge of the com

pany. 
page 29 ( Q. How did you have that knowledge, Mr. Ara-

gona 1 
A. How did I have that knowledge 1 
Q. Yes. 
A. Because my father works with Princess Anne Utilities 

and I was young at that time, but I was in and out of the 
office and I had certain knowledge-picked up certain inf or
mation. 

Q. Did your company, six years ago, contemplate that the 
present plant facilities would continue to be used over an 
extended period of time 1 

A. We had thought that they probably would, yes. 
Q. Well, hadn't you contracted with the Hampton Roads 

Sanitary District in the future, so that the sanitary dis
trict could provide facilities for the treatment of your 
effluenU 

A. Yes. 
Q. And when did you expect that that connection would 

occur1 
A. I have forgotten the exact date of that, but they told 

us-I think it was-this was a little bit before my time. 
Q. I thought you knew all about this, histori

page 30 ( cally. 

Q. I see. 
A. I do not know everything about it. 

A. It was approximately five or six years ago and it got 
postponed quite a few times and we really didn't know ex
actly when we would be hooking up. 

Q. Well, did you expect in 1962 it would be fifteen or twenty 
years, or what period of time1 

A. We didn't know. 
Q. You didn't know. 
A. No. 
Q. Had anybody given you-
A. We ~ad ~ertain inform::i-ti~n' that it W?uld be hooked up 

at a certam, time, but we d1dn t see any Imes coming down 
the road to hook up, so we just had to take it for granted 
that they weren't going to do it. 



18 Supreme Court of Appeals of Virginia 

John Aragona, Jr. 

Q. You had received no information on this from the sani
tary district? 

A. Yes, we had letters saying that they would hook up at 
certain dates. 

Q. Yes1 
page 31 ~ A. But prior to these dates, by visual observa

tion, you could see there weren't any force mains 
coming down Virginia Beach Boulevard and there was no 
way possible that we could hook up at that particular date. 

Q. So you expected, then, this treatment plant would con
tinue in operation until 1990? Is that correct? 

Mr. Kellam: I object to the phrasing of the question. That 
is not responsive to Mr. Aragona's answer and it is an im
proper question. He is trying to put words in his mouth. 

Commissioner Hooker: Things that are not proper, we 
won't pay any attention to, in order to save time. 

Mr. Riely: 
Q. Did I get an answer to my last question? If so, I have 

forgotten. Do you expect this plant to continue in service 
until 1990 and beyond 1 Is that correct? 

A. No. 

Mr. Kellan: No statement of that kind has been made. 
Commissioner Hooker: I agree with you. It is not impor

tant, just let it go. 
Mr. Riely: May I suggest, your Honor, why it 

page 32 ~ is important? 

my mind. 
Commissioner Hooker : It is not important in 

Mr. Riely: Very well, Sir. 

Mr. Riely: 
Q. Now you have six people who work in operation and 

maintenance. What do the other two do? 
A. Well, we have a bookkeeper and myself. 
Q. And yourself. Do you do your own billing1 
A. No, we do not. 
Q. Who does the billing~ 
A. Larasan Realty Corporation. 
Q. ~hat is the realtionship between Larasan Realty Cor

porat10n and Princess Anne Utilities~ 
A. There is no relationship. 
Q. No relationship at all 1 
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A. No. f 
Q. Who owns the outstanding shares of capital stock o 

Larasan Realty Corporation? 
A. I have no idea. 
Q. You don't know7 

A. No. I think Lawrence Sancilio probably does, 
page 33 r but I am not certain of that. 

Q. Is there no relationship between Lawrence 
Sancilio and you, by blood or marriage 7 

A. There is a relationship by marriage. 
Q. What is the relationship 7 
A. He married my sister. 
Q. And you think he owns the stock of Larasan Realty 

Corporation 7 
A. I really don't tend to his business very much. I don't 

know what he does. 
Q. Do you think that he owns the stock of Larasan Realty 

Corporation? 
A. I could not tell you. I do not know. 
Q. You could not tell us, and it does your billing and you 

pay it a fee7 
A. Yes, it does. Yes. 
Q. And you propose, in this proceeding, to pay it an ad

ditional fee because you will add the Hampton Roads Sani
tary District bill to your bill f Is that correct f 

A. Would you phrase that question again f 
Q. You propose to pay Larasan Realty Corporation an 

additional fee in this proceeding because you will 
page 34 r add the Hampton Roads Sanitary District bill to 

your bill, is that correcU 
A. Well, depending how we do our billing. It depends solely 

on how we do our billing. If we have to add on Hampton 
Roads Sanitation District billing to ours etc. it would be 
quite a bit more complicated process and not that we would 
want to give him any more, but I think he would request it 
or would not do it. 

Q. That is contemplated by the exhibits that are put in 
this case by other witnesses, is it noU 

A. Yes, Sir. 
Q. I wonder, Mr. Aragona, if your are familiar with a 

letter addressed to Mr. John Aragona by Mr. Frank H. Mil
ler of the Hampton Roads Sanitary District, under date of 
January 24, 1969, a copy of which I now hand you 7 

Mr. Kellam: If your Honor please, I object to this letter 
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and I state to the Commission why. There is a contract ex
isting between Princess Anne Utilities and Ha~.pton Roads 
Sanitation District that sets out what the prov1s10ns .a~e be
tween the two companies. This letter makes a propos1t10n to 

change that agreement. It hasn't been agreed to 
page 35 t by Princess Anne Utilities and has not been de-

termined that it is in their best interest to agree 
to it or even in the best interests of Hampton Roads. That 
matter has not been explored. This was purely a suggestion 
on the part of Hampton Roads and I feel it has no part in 
this hearing and I object to it. 

Commissioner Hooker: I notice it says "rough draft". 
Mr. Riely: May it please the Commission, in the testimony 

presented to Princess Anne Utilities in this case, it is pro
posed to increase the billing cost by about five thousand 
dollars because it will be necessary, according to Princess 
Anne Utilities, to put on the Princess Anne bill the Hampton 
Roads Sanitation District bill and that will cause the rate 
payers of the City of Virginia Beach to pay another five 
thousand dollars. In this letter the Hampton Roads Sani
tation District suggested to Princess Anne Utilities that 
Hampton Roads Sanitation District would be entirely willing 
to bill the customers direct, without going through Princess 
Anne Utilities. Obviously, that would, in the applicant's own 
figures, save five thousand dollars for the rate payers of 

Virginia Beach. It is for this reason that I sub
page 36 t mit to the Commission that this letter is entirely 

relevant and I think it should be received. 
Mr. Kellam: If it please the Commission, it is obvious 

th~t somebody ~as got to pay that cost, whether it is paid 
this way or not is another matter, but as it now stands there 
is a. writte.n contract between the parties signed by both 
parties, which calls for Princess Anne Utilities to collect this 
bill. ;rh~t cont~act has not been changed or amended and 
at this time, neither party has determined that it is in their 
bes~ interest .. T~is. is p~rely a proposal; neither side has 
decided that it is m their best interest to act upon it and 
at this time it is pure conjecture. 

Mr. Riely: This is a proposal, if your Honor please that 
would save five thousand dollars. ' 

Cm~ipissioner Ho.oker: The Commission will receive it for 
what its worth. It is not evidence. 
~r .. Riely: I don't know how you want to number this 

exh1b1t-
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Commissioner Hooker: It is not an exhibit-it is received 
for what it is worth. It is nothing more than a 

page 37 r letter. 
Mr. Riely: All right. 

Mr. Riely: · . 
Q. Now, Mr. Aragona, you have testified at the bottom of 

the first page of your exhibit that your company had five 
thousand five hundred eighty-two customers in December, 
1968. Is that correct~ 

A. That is correct. 
Q. Could you tell me how many of those customers were 

commercial or industrial customers~ 
A. I couldn't tell you to the exact figure, but it is not very 

many commercial-I would say a hundred or a hundred fifty
something like that. 

Q. You don't have those figures-they are not available 
in your records~ 

A. They are available, but right off the top of my mind, 
I can't think of exactly how many commercial establish
ments we have. 

Q. How many apartments do you have~ 
A. I think we have approximately five hundred. 
Q. Do you have any figures for any later period than 

December 31 ~ 
page 38 r A. No, I do not. 

Q. Do you know how many connections were 
made by your company in January of this year~ 

A. In January of this year~ No. 
Q. You don't know how many customers you had at the end 

of March~ 
A. No. It is not too far off this figure, but I do not know 

exactly how many it is. 
Q. Mr. Larson testified on Exhibit D, Schedule D-1 that 

apparently at August 31, 1968 you had four thousand seven 
hundred fifteen residential customers, four hundred eighty 
apartments and ninety-six commercial customers. 

Mr. Kellam: If it please the Court, they are talking about 
apples and oranges. Mr. Larson's testimony says average
it it is read properly, you will notice that it is an average 
and in this instance the customers given by Mr. Aragona 
is the actual number of customers at the given date. 
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Mr. Reily: 
Q. Do you know how many customers there 

page 39 r were on your lines on August 31, 1968Y 
A. August 31, 1968 Y 

Q. Yes. 
A. No, I do not. No, I could not answer that question ex

actly. 
Q. And you don't know whether your company is growing 

or not, do you Y 
A. I know whether it is growing
Q. Oh, you do 7 
A. -but I couldn't tell you whether I had fifty-two hundred 

customers on May 17, 1965 or fifteen hundred and twelve 
two days after that. I just couldn't give you these figures. 

Q. Did you say it is growing or not growing7 
A. It is growing, yes.· 
Q. How fast is it growing7 
A. Percentage-wise7 I really don't know. 
Q. You don't know how fast it is growing7 
A. No. Exactly in what-

Commissioner Hooker: How many additional customers 
in a month or three months, that might be a better way for 
you to answer it. 

page 40 r A. I couldn't answer that question accurately 
because in a particular month it might not hardly 

get any and somebody might open a subdivision and we 
might get a hundred. 

Q. So you think it is growing, but you don't know how 
much it is growing. Is that a correct way of putting iU 

A. No, I don't know exactly how fast it is growing, as far 
as percentages, etc. 

Q. Is it going to grow in the futureY 
A. Is it going to grow in the futureY 
Q. Yes. 
A. Yes, I hope so. 
Q. Is there a substantial acreage of vacant land remain-

ing in your certificated area Y 
A. Of vacant lines Y 
Q. Land. 
A. No. 
Q. There is no substantial land on which buildings have 

not been erected within your service area Y 
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A. There might be a few lots scattered here and there, 
but it doesn't amount to many. 

page 41 t Q. You wouldn't say there are a hundred va
cant lots? 

A. There may be a hundred vacant lots. I really couldn't 
tell you, exactly, how many vacant lots that are scattered 
throughout the area. 

Q. How do you plan your operation for the future, Mr. 
Aragona, if you make no estimate on how many customers 
you are going to get in the future 1 

A. Well, we have a pretty large area to control. You just 
can't-we don't have enough money to go putting pumping 
stations all over the place on the assumption that there is 
going to be residential houses there or commercial establish
ments. We usually get letters from different sources stating 
that they are going to put in a subdivison and then we fur
nish them with sewerage and plants and exactly how we are 
going to furnish them. 

Q. There is no substantial area which is vacant and which 
will provide for growth within your certificated service area 1 

A. We have the area, but we don't have vacant lines. 
Q. You don't have vacant land on which houses 

page 42 r can be built or commercial establishments 1 
A. Right. We would have to put in more lines. 

Q. We are talking about two different things. You say 
you don't have vacant lines. I was talking about vacant land. 
Is there vacant land within your service area 1 

A. Vacant line? 
Q. Land-1-a-n-d, Mr. Aragona. 
A. L-a-n-d-land 1 
Q. Yes. 

Commissioner Hooker: Dirt. 

A. Yes, we have lots of vacant land. 
Q. Lots of vacant land 1 
A. Within the franchised area. 
Q. Within the franchised area 1 
A. Yes. 
Q. And so there is room for substantial growth 1 
A. Yes. 
Q. And do you anticipate that growth 1 
A. Yes, I do. 
Q. Have you made any estimate of the number of con

nections that will be added to your lines within 
page 43 t the next year 1 
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A. No, I have not. 
Q. Have you made any plans to build additional lines-

1-i-n-e-s-to serve the land 1-a-n-d-that is within your certi
ficated area that is presently not served~ 

A. No, we have not made any future plans for undeveloped 
area. No. 

Q. Have you made any future plans for developed area~ 
A. Presently, we don't have any new developments coming 

forth, so we have not made any plans. 
Q. On Page 2 of your testimony you state, and I quote, 

"it has been most difficult it." That is your company, 
"to keep up with the demand for sewerage service and it 
has required the expending of many thousands of dollars 
to furnish the required and needed services." Is that a 
statement that your company has spent many thousands of 
dollars~ 

A. Yes. 
Q. How many thousands of dollars have been spent by 

Princess Anne Utilities, itselH 
A. I am not familiar with those figures right 

page 44 ( off-hand. We have an accountant here that would 
know that. 

Q. You are not familiar with how much money your com
pany spends~ 

A. No. 
Q. Do you know whether your company has made money

if it had net income in the past years~ 
A. I think that should be asked of the accountant. I really 

don't know. 

Mr. Kellam: If it please the Commission, we have an ac
countant-

Commissioner Hooker: The witness said he didn't know. 
Mr. Riely: This gentleman is vice president of the com

pany. He says he is a competent witness and he doesn't 
know whether the company has made money. I will withdraw 
the question. 

A. All right. 

Commissioner Hooker: Well, that was his answer. 

Mr. Riely: 
Q. Now, on the top of page 3 of your testimony you state 

"the city then had an appraisal made." When was that ap
praisal made~ 

page 45 ( A. I do not know the date of it. A couple of 
years ago-two years ago. 
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'Q. Do you know whether it was made after June 15, 1966 
or not~ 

A. I think it was made after June 15, 1966. 
Q. Who made iU 
A. I do not know. 
Q. What was the result of it~ 
A. I do not know the results. 
Q. Do you know that in fact it was made~ 
A. I do not know for sure exactly. I never saw it. The 

city didn't show it to me, but I was under the assumption 
that I heard from certain city officials that they were making 
one. 

Q. What city officials told you that one was being made~ 
A. I do not know right off hand. 
Q. So the basis for that statement of fact is an assumption 

that you made on the basis of information that you obtained 
from a city official whose name you can not remember~ Is 
that correcU 

A. That is correct. 
page 46 r Q. Furthermore, on that same page you state 

"the stockholders of this utility have never ob
jected to the acquisition of its properties by the city and 
offered the city terms if it desired to acquire this facility." 
Is that a statement that you and the other stockholders of 
Princess Anne Utilities would now be willing to sell its pro
perty to the city~ 

A. Yes. 
Q. On what basis~ 
A. What do you mean-what basis~ 
Q. What dollars, Mr. Aragona. What dollars~ 
A. What dollars will we sell Princess Anne Utilities fod 
Q. Yes. 
A. I really don't know. I would have to confer with the 

other stockholders. Right now it wouldn't be the same as it 
was maybe two or three years ago because of the growth. 
I do not know. 

Q. You do not know' 
A. No. 
Q. And you don't lmow on what basis you would make 

that determination' 
page 47 r A. No. 

Q. How you would go about iU 
A. No. 

Mr. Reily: I have no further questions of Mr. Aragona. 
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Commissioner Hooker: Mr. Staples. 

CROSS EXAMINATION 

By Mr. Staples: 
Q. Mr. Aragona, are you familiar with the rates that are 

filed with this Commission presently1 
A. Presently, yes. 
Q. The staff informs me that the rates that you outlined in 

the petition entered in this matter do not accurately reflect 
the rates that are currently on file. They indicate that there 
is no filed rate for apartments, for instance. 

A. All right. 
Q. Are you aware of that? Are you aware of the rates 

outlined in this petition you refer to on page two of your 
testimony1 

A. Yes. 
Q. You were not aware of this omission? 

page 48 r A. I do not understand what you are saying. 
Q. Yon state in the petition

A. ·What page are you looking aU 
Q. I am on page two of the petition that you refer to in 

your testimony-down at the bottom of page two. 
A. All right. 
Q. Do you see "to each apartment customer eight dollars 

per quarter" 1 
A. To each apartment customed Right. 
Q. I am informed that this rate is not on file with this 

Commission. 
A. Right. 
Q. I just wanted to bring .that to your attention. Do you 

realize that rates are supposed to be filed when they are 
charged¥ 

A. They are supposed to be filed. Yes. 

Chairman Catterall: I don't quite get what the witness 
is saying. You know that the rate has not been filed and that 
it should be filed. 

A. No, I didn't know that. 

Mr. Staples: 
page 49 r Q. You didn't know that? 

Mr. Staples: If the Commission please, the rate 
that is on file for commercial customers deviates substan
tially from the technically involved rate that is stated here. 
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We will be glad to bring this to the attention of the applicant 
in conference. It is too complicated to bring out at this time. 

Commissioner Hooker: Who :files the rates for your com
pany? 

A. Well, the bookkeeper. 
Mr. Kellam: If it please the Commission, if there is an 

error, of course we are ready, willing and want to correct it. 
He says he is not aware of it, and neither was I aware of it 
as Counsel, so if there is any error in it, of course we are 
perfectly willing and want to correct it. 

Commissioner Hooker: You are certain you are not aware 
of it and could have corrected it before now? You don't seem 
to be very familiar with this company, the rates being :filed
you don't know anything about them being :filed-what the 
rates are? 

A. Yes, I know what the rates are. 
page 50 ~ Commissioner Hooker: You don't seem to know 

about that. 
A. Well, I didn't know that this eight dollars per quarter for 

apartments will not be-had not been filed. I didn't know. 
Commissioner Hooker: Do you realize that unless you 

have the proper rates on file that you cannot collect for that 
rate? 

A. Yes, I do, but I didn't realize that it hadn't been :filed. 
Commissioner Hooker: All right, go ahead. 
Mr. Staples: I have no further questions. 
Commissioner Hooker : You may stand aside. 

Witness Stood Aside. 

page 51 ~ Commissioner Hooker: Next witness. 
Mr. Lawler: Mr. Chewning. 

A. J. CHEWNING, III, a witness introduced on behalf of 
the Applicant, being :first duly sworn, testified as follows: 

Mr. Staples: If it please the Commission, this witness's 
testimony is based upon the assumption of reproduction cost 
new, which this Commission does not use as a basis. 

Commissioner Hooker : No, we do not accept reproduction 
cost new. 

Mr. Riely: On that basis, I should like to move that the 
entire testimony of this witness be stricken. 

Commissioner Hooker: Is it completely on reproduction 
cost new? 
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Mr. Kellam: If it please the Court, we would like, even 
though the Commission may not offer it, we feel that it has 
some bearing on some other testimony that will be offered. 
We would like to offer it on that basis for the Commission's 
consideration, not as the basis for establishing the rate neces-

sarily, but for the bearing that it would have on 
page 52 ~ the other testimony which will later be offernd. 

Mr. Riely: And for that reason, may it also 
please the Commission, I propose to move to strike the por
tions of the testimony of the other witnesses whose testimony 
is-

Chairman Catterall: For the last ten years, we have al
ways stricken as evidence, but we allow counsel to identify 
it as an exhibit and it is rejected; and you can take it to 
the Court of Appeals. 

Commissioner Hooker: It will be offered as Exhibit No. 1 
and excluded; so you can use it in an appeal, if you desire to. 

Mr. Kellam: If it please the Commission, so much of this 
as relates to other testimony we would like for the Com
mission to receive that not for the purpose of using this as 
a basis for establishing the rates, but as a basis for estab
lishing certain facts. 

Commissioner Hooker: The Commission won't permit that. 
Certainly it should be known by everyone at least for ten 
or fifteen years that reproduction cost new testimony has 
not been received by this Commission. 

Mr. Kellam: If the Commission please, the Commission 
changes from time to time. The Courts change 

page 53 r from time to time, and there is never any thing 
certain but death or taxes; and it is on that 

basis that we feel like that if this matter has to be considered 
by a court, that all of the evidence should be in, so that they 
may have an opportunity to consider it all and then to de
termine whether or not, under all the circumstances, and we 
recognize that this has been the position of the Commission. 

We recognized it when we offered this testimony, but the 
Commission has never tied to any one idea. The Commission 
changes as time changes. There may be factors in this case 
which the Commission might want to change its position. I 
am not saying it would, but there could be. We would like 
for the Commission to hear it, consider it for what it may 
be worth. If it is not worth anything, to then exclude it; 
but we would like for the Commission to hear it and we would 
like to get it in the record. 

Commissioner Hooker : Some of the Commissioners of this 
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Commissioner have changed, but one Commissioner hasn't 
changed for forty-four years; so this is excluded, this is 

final. 
page 54 ( Mr. Staples: That also, your Honor, extends 

to striking testimony that is based upon
Commissioner Hooker : If it is based on reproduction cost 

new, it will not be received. 
Mr. Kellam: If your Honor please, in his testimony are 

certain figures which are facts and-
Commissioner Hooker: Now you have heard the ruling of 

the Commission, Mr. Kellam, and that is final. 
Mr. Kellam: I am not asking you to accept the testimony. 
Commissioner Hooker: What are you asking for1 
Mr. Kellam: I'm asking you to allow the testimony in for 

this purpose : there are certain-
Commissioner Hooker: You have just been denied that. 
Mr. Kellam: Will your Honor let me state my reason. There 

are certain figures in Mr. Chewning's testimony which are 
facts, which are actual facts, and some of the other witnesses 
testimony are based on his testimony on the question of ap
praisal, on the question of values, and that testimony is. 

based on his collection of actual facts. As to those 
page 55 ( facts, we would like for the Commission to allow 

them in, so that the witnesses may be able to use 
those facts in the basis of his testimony. 

Mr. Riely: I would hope that-
Chairman Catterall: We can't possibly let any evidence be 

based on these facts because they are immaterial facts. 
Mr. Kellam: As I understand the Commission's Ruling, 

they are Ruling that this is not a method by which the Com
mission would base rates. 

Commissioner Hooker: That is right. 
Mr. Kellam: But the Commission is not saying that the 

testimony which Mr. Chewning is giving is not correct and 
what we are saying is that-

Commissioner Hooker : It may be correct based on repro
duction cost new, but not on original cost less depreciation. 

Mr. Kellam: If it please the Commission, that is not our 
approach to it. Our approach to it is: this is an appraisal, 
and we feel that as to the appraisal value, that the Commis
sion should bear that. 

Now as to the question of reproduction cost, 
page 56 r that-the Commission may not consider it from 

that aspect at all, but if Mr. Chewning, who is 
a competent engineer, testifies that a certain pumping station 
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is worth "X" number of dollars as to that value-as to his 
value on that station, it seems to me that is fact for the Com
mission to consider. 

Chairman Ca tterall : No, it is an immaterial fact. We base 
rates entirely on original cost-

Commissioner Hooker: Less depreciation. 
Chairman Catterall: -and not on reproduction cost, and 

we don't allow any evidence based on reproduction cost for 
any purpose whatever. 

Mr. Kellam: I am not talking about reproduction cost. 
I am talking about actual cost which he has in his testimony. 
He has certain actual cost. To that, he has added-to get his 
reproduction cost certain factors which may be inflationary 
and certain other factors, but his testimony is based on 
actual appraisal value of this equipment as it is today, what 
it is worth. 

Commissioner Hooker: That is exactly what we ruled out, 
the appraisal value. 

page 57 r Mr. Kellam: Without laboring the point and I 
do not mean to be persistent at all, but there are 

certain figures in his testimony-
Chairman Catterall: We don't want those figures. 
Mr. Kellam :-that we had to trend back to get the actual 

cost and-
Commissioner Hooker : This Commission is not responsible 

for how you prepared your case. Now if you have gotten it 
all messed up some reproduction new with some of the other, 
that is your responsibility and not this Commission's. 

Mr. Staples: If the Commission please, on page nineteen 
of proposed testimony, which is now Exhibit No. 1 that has 
been excluded, Mr. Chewning answers an inquiry which is, 
"What is the basis of your evaluation"1 by saying "My basis 
of evaluation is the replacement cost less depreciation to date 
method." 

Mr. Kellam: That, undoubtedly is true, but as I said, there 
are certain actual appraisals that are in here that we feel 
that are necessary in order to establish certain other facts. 

Commissioner Hooker: You have nothing fur
page 58 r ther from this witness then 1 Is that all of this 

witness 1 
Mr. Lawler: Yes, Sir, that is all we have for him except

may I-I do not know if Mr. Kellam made it clear and per
haps he did and that is this, your Honor-

Commissioner Hooker: I think he made it very clear. 
Mr. Lawler: -is that some of the testimony not based 
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upon the reproduction cost now that we are asking the Court 
to consider, the Commission to consider. What we are saying 
is: there is some evidence within the entire package that 
Mr. Chewning has prepared, some of which is the repro
duction cost and other deals with relevant factors which the 
Commission may consider; for instance, the depreciation rate 
which is applied to certain other facilities that is in his testi
mony. We think that that would be a material matter for the 
Commission to consider. 

There are certain items which were constructed by persons 
other than the applicant and the applicant doesn't have the 

actual figures for those facilities; and, accord
page 59 r ingly, it has to take the value of those facilities 

today and trend them back to get the original 
cost and we think that those two items; that is, what is the 
depreciation rate that we are talking about and what is the 
original cost on some of these facilities should be material 
matters which the Commission could consider in arriving at 
a proper rate for this applicant to charge the public. 

We would ask the Commission, while it may exclude the 
actual reproduction cost new as a rate basis, part of rate 
basis, yet those items which deal with the two things which 
I have mentioned, it would seem to me that could be received 
by the Commission and considered by them for those pur
poses. 

Commissioner Hooker: Mr. Kellam made the exact same 
statement that you made. We understand it and this is why 
I remarked as I did that this Commission is not responsible 
for the way you prepared your case. Now it may be that 
some things in there, if you had prepared it properly, could 
have been understood, but certainly cannot be mixed up to
gether and put in the record. 

Mr. Staples: Further, your Honor, the depreciation rates 
that are referred to are applied to the reproduc

page 60 r tion cost which have been received, so we have 
to-

Commissioner Hooker: You certainly had the book cost 
of this company, and that is where it should have started. 

Stand aside if there is nothing else of this witness. 

Witness Stood Aside. 

page 61 r Mr. Kellam: Mr. Gerald D. Sherman. 
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GERALD D. SHERMAN, a witness introduced on behalf 
of the Applicant, being first duly sworn, testified as follows: 

DIRECT EXAMINATION 

By Mr. Kellam: 
Q. You are Mr. Gerald D. Sherman 1 
A. That is correct. 
Q. And, Mr. Sherman, you have prepared certain testi

mony, have you noU You have prepared certain testimony 
in this case 1 

A. I have. 
Q. And that is in written form in this pamphlet (indicat-

ing) 1 
A. That is correct. 
Q. Please state your occupation and business address. 
A. I am a managing partner in the Certified Public Ac

counting Firm of Spero, Sherman and Spero. Our offices are 
at 36 West 44th Street, New York City and 119 North Plaza 
Trail, Virginia Beach, Virginia. 

Q. What are your educational qualifications 1 
page 62 t A. I attended Brooklyn College, Cornell Univer

sity and was graduated from the College of the 
City of New York in 1950 with a BBA in accounting. 

Q. What certificates do you hold 1 
A. I hold the certificates of Certified Public Accountant 

issued by the State of New York in 1955 and the State of 
Virginia in 1959. 

Q. How long have you been associated with your present 
firm1 

A. I have been with my present firm since 1953 as an em
ployee and since 1957 as a principal. 

Q. Will you please describe your professional affiliations 
and activities 1 

A. I am a member of the American Institute of Certified 
Public Accountants and have attended many of their formal 
courses in professional development. 

I am a member of the New York State Society of Certified 
Public Accountants and have served on the following commit
tees of the Nassau Suffolk Chapter: Committee on Federal 
Taxation, Committee on Contractor and Real Estate Account
ing, Committee on Data Processing, Committee on Estate 

Planning, and Committee on Administration of 
page 63 t Accountants Practice. 
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I am a member of the New York University Tax 
Study Group and the C. W. Post College Tax Institute. 

I have appeared frequently as a lecturer in the Annual 
Federal Tax Forums of the Nassau Suffolk Chapter of the 
New York State Society of Certified Public Accountants, the 
C. W. Post Tax Institute and the Kentucky Society of Certi
fied Public Accountants. I have conducted seminars on de
preciation guidelines for the New York State Society of 
Certified Public Accountants. 

I have lectured before groups of CP A's, members of the 
Bar and Internal Revenue Service personnel at Hofstra Uni
versity, C. W. Post College and the University of Louisville. 

I am a co-author of the following books printed by Panel 
Publishers, Inc.: Subchapter S, "It's Opportunities and Pit
falls," "How to Take Money Out of a Closely Held Corpora
tion," and "Multiple Corporations." 

Q. How long have you been associated as the accountants 
for Princess Anne Utilities Corporation 7 

A. Since its inception in 1959. 
Q. What was the scope of your engagement¥ 

page 64 ~ A. The scope of our engagement was primarily 
in the tax audit function and to assist manage

ment in the preparation of its Annual Reports. More re
cently we have been requested to render an independent opin
ion on the annual financial statement furnished the State 
Corporation Commission and to prepare a projection of 
operating costs for 1969 predicated on connecting with Hamp
ton Roads Sanitation District. 

Q. Is this Exhibit, marked Exhibit No. B, your projection 
of these operating costs 7 

A. Yes, it is. 
Q. Will you please state the results of this study, an 

itemized breakdown of the expenses and a description of the 
methods employed in arriving at these calculations. 

Plant, office payroll and related expenses amount to thirty
nine thousand eight dollars and eighty-nine cents. It is based 
upon the actual payroll for the fiscal year ended August 31, 
1968, plus a factor for payroll taxes and compensation in
surance. Management states that there will be no reduction 
in payroll as a result of connecting with Hampton Roads 

Sanitation District. 
page 65 ~ Fuel power and water is estimated at ten thou

sand eight hundred eighty-five dollars and seven
teen cents. This has been computed by taking the actual bills 
for Virginia Electric and Power Company for the fiscal year 
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ended August 31, .1968, and reducing this by the bills attribu
table to the port10n of the plant to be abandoned. To this 
total has been added an estimated four thousand two hundred 
dollars for the pumping station under construction which 
is presently required in order to connect with Hampton 
Roads Sanitation District and two hundred fifty dollars for 
water. 

Auto and truck expense-five thousand two hundred 
seventy-eight dollars and sixty-one cents is the actual for the 
fiscal year ended August 31, 1968. 

Miscellaneous operating expenses and supplies are esti
mated at one thousand dollars. 

Annual depreciation is calculated to be seventy-six thou
sand three hundred thirty-one dollars and twenty cents. '11he 
depreciation rate is estimated at two per cent for gravity 
sewers and force mains. A four point three nine per cent 
composite rate for pump stations and their housing and rates 
which vary from ten per cent to twenty per cent on the equip-

ment. The depreciation has been calculated on a 
page 66 r straight-line basis, and the rates have been de

signed by Chewning, Goodwin and Hoggard as 
stated in their valuation report. 

The book cost of the utility plant is three million three 
hundred thirty-nine thousand eight hundred eighty-six dol
lars and ninety-seven cents, consisting of actual cost of Prin
cess Anne Utilities Corporation and Associated Companies 
of one million nine hundred eighty-seven thousand seven hun
dred one dollars and sixty-seven cents and estimated costs 
of one million three hundred fifty-two thousand one hundred 
eighty-five dollars and thirty cents constructed by others. 
Estimated costs were computed by referring to the Appraisal 
Report of the engineering firm of Chewning, Goodwin and 
Hoggard at replacement values discounted by a cost index 
factor to the year of installation. 

Depreciation was calculated on this cost after excluding 
land and plant and equipment which will be abandoned as 
a result of connecting with Hampton Roads Sanitation Dis
trict. 

Maintenance and repairs are calculated at thirty-two thou
sand one hundred fifty-seven dollars and fifty-eight cents. 

This calculation is based upon an average of the 
page 67 r four prior years after excluding those expenses 

attributable to the plant which will be abandoned. 
Invoices were examined to ascertain classification. They rep
resented expenditures to maintain existing facilities in nor-



Princess Anne Utilities Corp. v. Commonwealth, etc. 35 

Gerald D. Sherrnan 

mal operating condition and were not replacements or bet., 
term en ts of a character to add to the useful life or value. 

An officer's salary and related expense provision has been 
made in the amount of eighteen thousand four hundred one 
dollars and forty cents . 
. ~he p;esent collection ag~n~y fee. is ten per cent of gross 

billing. rrhe new method of b1lhng with Hampton Roads Sani
tation District introduces a separate charge for each custo
mer which varies based upon a meter reading. This neces
sitates a two-part billing calculation which must be sepa
rately entered on each bill. The mechanical operation and 
the related additional internal control procedures requires 
an increase in personnel, equipement and supplies. It is esti
mated that this increase would be twenty per cent of the 
current annual agency fee or four thousand nine hundred 
sixty dollars and forty-SL"'{ cents, which would bring the col
lection agency fee to twenty-nine thousand seven hundred 

sixty-two dollars and seventy-eight cents. 
page 68 r The real estate tax projection is predicated 

upon elimination of the abandoned facilities and 
assessment for land and pumping stations. Licenses are cal
culated at point five per cent of gross revenues. The com
bined real estate tax and license total is eight thousand 
four hundred thirty-three dollars and ninety-eight cents. 

The following items are projected at their actual cost for 
the fiscal year ended Aust 31, 1968: rent, two thousand four 
hundred dollars; bookkeeping and office, one thousand eight 
hundred dollars; telephone, eight hundred ninety-nine dol
lars and ninety-six cents; general taxes, one hundred ninety
two dollars and eighty cents; and miscellaneous adminis
trative, one thousand three hundred one dollars and four 
cents. 

Legal and accounting has been projected at two thousand 
one hundred dollars and insurance expense in the amount 
of two thousan'd four hundred seventy-five dollars and fifty 
cents is the total of the annual premiums. 

In summary, the total of the expenses which I have just 
recited amounts to two hundred thirty-two thousand four 
hundred twenty-eight dollars and ninety-one cents. Items 

not included in this total are: Federal and State 
page 69 r income taxes; amortization of facilities to be 

abandoned; amortization of cost to fill the lagoon; 
and amortization of estimated rate case expense. 

Q. Is this exhibit, mark~d Exhibit No. <;\~he comparat~ve 
:financial statements of Princess Anne Utilities Corporation 
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a~ August 31, 1968, and August 31, 1967, which has been fur
mshed to the State Corporation Commission 1 

A. Yes. 
. Q. Will you please state the items comprising contributions 
m aid of construction as reflected in Exhibit No. C. 

A. The Princess Anne Plaza Subdivision had constribu
tions totaling one million six hundred seventy-one thousand 
three hundred seventy-three dollars and eighty-eight cents, 
which consisted of tap in fees of five hundred seventy-seven 
thousand six hundred dollars paid by builders which directly 
reduced the price of the land the builders purchased from 
Associated Companies of Princess Anne Utilities Corpora
tion. Associated Companies contributed facilities costing 
nine hundred seventy-seven thousand eight hundred fifty-five 
dollars and nine cents and unrelated builders and land de
velopers contributed facilities costing one hundred fifteen 

thousand nine hundred eighteen dollars and 
page 70 ~ seventy-nine cents for which a reduction was made 

. in the price of the land sold by Associated Com-
pames. 

Tap in fees paid by unrelated builders in Kings Grant 
Subdivision amounted to ninety-eight thousand four hundred 
dollars and contributed facilities amounted to six hundred 
fifty-seven thousand five hundred forty-six dollars and sixty
four cents, totaling seven hundred fifty-five thousand nine 
hundred forty-six dollars and sixty-four cents. 

Tap in fees paid by unrelated builders in Windsor Woods 
subdivision amounted to two hundred five thousand six hun
dred dollars and contributed facilities were five hundred 
seventy-two thousand two hundred nineteen dollars and 
eighty-seven cents, totaling seven hundred seventy-seven 
thousand eight hundred nineteen dollars and eighty-seven 
cents. 

'11ap in fees paid directly by customers were twenty-eight 
thousand seven hundred dollars. 

Q. Were contributions made on a voluntary basis 1 
A. No. 
Q. Of the three million two hundred thirty-three thousand 

eight hundred forty dollars and thirty-nine cents of contri
butions in aid of construction, how much came from cus
tomers1 

A. Twenty-eight thousand seven hundred dollars. 
Q. How much came directly or indirectly from 

page 71 ~ related companies of Princess Anne Utilities 
Corporation 1 
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A. One million six hundred seventy-one thousand three 
hundred seventy-three dollars and eighty-eight cents. 

Q. How much came from unrelated builders in the Kings 
Grant and Windsor Woods subdivisions' 

A. One million five hundred thirty-three thousand seven 
hundred sixty-six dollars and fifty-one cents. 

Q. And that is your testimony' 
A. No, I have added to that testimony three additional 

questions, which I handed to you previously. 
Q. Yes, and you would like those three questions to be con

sidered also' 
A. Yes, Sir, I would. 
Q. Is it your opinion that these contributions in aid of 

construction reduce plant account for purposes of rate base 
determination' 

A. Where contributions in aid of construction are paid by 
the consumer, there is a valid argument that he should not 
be charged a return on capital which he provided. However, 
in this particular case, the consumer paid only twenty-eight 

thousand seven hundred dollars, and even this 
page 72 ( was in the form of a tap in fee which many feel 

should be considered as miscellaneous revenue. 
The balance of the contributions to the capital of the Com

pany was a financing mechanism which was separately ne
gotiated for by the Utility Company, and of this amount one 
million six hundred seventy-one thousand three hundred 
seventy-three dollars and eighty-eight cents even came from 
corporations which are related to the Utility through one 
hundred per cent common stock ownership. The capital of a 
utility is measured by the total of the resources available 
and required to carry on its operations regardless of source. 

In my opinion, none of the contributions should reduce the 
plant account for purposes of rate base determination. 

Q. For income tax purposes, the Utility does not take a 
current depreciation deduction. Can you reconcile this with 
the accounting treatment for financial statement purposes' 

A. The Internal Hevenue Service has different rules for 
purposes of raising revenue which do not purport to be in 
accordance with generally accepted accounting principles. 

Section 362 ( c) of the Internal Revenue Code pre
page 73 ( eludes depreciation on these facilities. However, 

this is not in accordance with generally accepted 
accounting principles. In fact, the Internal Revenue Service 
is reviewing its position with regard to this matter. De
preciation expense is undisputed as being allowable as a de
duction in determining revenue requirements for a utility. 
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· The definitition of depreciation is described in the Uni
form System of Accounts prescribed by the National Asso
ciation of Railroad and Utilities Commissioners. The basis 
of the property on which it is to be applied is also described. 
The generally accepted accounting concept of depreciation 
is a method to distribute the cost or other basic value over 
the useful life of the unit in a systematic and rational manner. 
The Utility Company has conformed with the principles pre
scribed by the National Association of Railroad and Utilities 
Commissioners and with the American Institute of Certified 
Public Accountants in its depreciation computation. 

Q. In the previous annual reports furnished the State Cor
poration Commission, the Utility did not reflect all of its 
facilities. Would you explain this 1 

A. None of the previous reports was submitted 
page 74 ~ with independent certification. The Utility is an 

outgrowth of a small company which maintained 
its records primarily to satisfy Internal Revenue Service 
requirements. Facilities paid into the capital of the Cor
poration, which were not specifically in lieu of tap in fees, 
were not easily analyzed or evaluated. In fact, complete en
gineering reports were not available until last year when 
we issued a certified financial statement. 

Q. Are you finished with your testimony1 
A. Yes. 

Mr. Riely: How about giving us five minutes so we can 
read this~ 

Commissioner Hooker: The Commission will recess five 
minutes. 10 :26 A.M. 

10 :31 A.M. The Commission resumes its session. 

Mr. Kellam: If it please the Commission, may I ask is the 
evidence of Mr. Chewning now offered and rejected as part 
of the record~ 

Commissioner Hooker: That is right. I think the record 
is clear on that. 

page 75 ~ CROSS EXAMINATION 

By Mr. Riely: 
Q. Mr. Sherman, did you or your office prepare the Fed

eral Income Tax return of Princess Anne Utilities Corpora
tion for the fiscal year ended August 31, 1968 ~ 
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.A. We did. 
Q. Is this a copy of that return (indicating) 7 
.A. This is the return. 
Q. Now I believe that this return shows on page one net 

income after Federal Income taxes of about twenty-five thou
sand dollars, is that correct 7 

.A. The return I have in front of me shows net income be
fore income taxes of thirty-SL"'C thousand nine hundred forty
four dollars and forty-nine cents. 

Q . .And after Federal Income taxes 7 
.A . .Approximately twenty-five thousand dollars. 
Q. .And would you be so good as to turn to the third page 

of this return, item "K", and what does item "K" show? 
. .A. Item "K" shows the three prior taxable years, taxable 
mcome. 

Q . .And what were they~ Would you read them into the 
record please 1 

page 76 r .A. For the year ended .August 31, 1965, twenty-
one thousand eight hundred twenty-six dollars 

and :fifty-seven cents; for the year ended .August 31, 1966, 
twenty-nine thousand two hundred seventeen dollars and 
thirty-two cents; for the year .August 31, 1967, forty-three 
thousand three hundred ninety-three dollars and sixty-nine 
cents. 

Q. Well, in each of those three years, there was net income 
before and after Federal Income taxes, is that correcU 

.A. That is not correct; for each of those years there was 
taxable income, not net income. 

Q. There was no net income after the payment of taxes 1 
.A. 'l'hat is correct. There was a loss. 
Q. There was a loss 1 
.A. Yes. 
Q. Well, could you tell us what the loss was m each of 

those three years 1 
.A. The actual :figure 1 
Q. Yes . 
.A. I do not have those :figures in front of me. 

Q. There are not among your work papers 7 
page 77 r .A. They are not among my work papers. I beg 

your pardon. They are not among the work 
papers I have here. 

Q. Oh, you didn't bring all of your work papers 7 
.A. That is correct. 
Q. I see. So you say that even though there was reported 

taxable income for Federal Income tax purposes, there was in 
fact, a loss 1 
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A. That is correct. 

Commissioner Hooker: And you don't know the amounU 
A. No, I don't have the figures with me. 
Mr. Riely: If it please the Commission, I should like
Commissioner Hooker : Did you make these up 1 
A. Yes, I did. 
Commissioner Hooker: Don't you remember the amount1 
A. No, Sir, I do not. 
Commissioner Hooker: How long has it been since you 

made it up1 
A. Two years ago. 

Chairman Catterall: How could you have a loss 
page 78 r if you have forty-three thousand dollars before 

taxes 1 If taxes would take half of it, you ought to 
have half of it left. 

A. Well, I think my testimony in item seventeen would ex
plain that, your Honor. I state here that for Income Tax 
purposes the Utility does not take a current depreciation 
deduction. The Internal Revenue Service has-may I read 
this-"The Internal Revenue Service has different rules 
for purposes of raising revenue which do not purport to be 
in accordance with generally accepted accounting principles. 
Section 362 ( c) of the Internal Revenue Code precludes the 
depreciation on these facilities. However, this is not in ac
cordance with generally accepted accounting principles. In 
fact, the Internal Revenue Service is reviewing its position 
with regard to this matter. Depreciation expense is undis
puted as being allowable as a deduction in determining reve
nue requirements for a utility. 

"The definition of depreciation is described in the Uniform 
System of Accounts prescribed by the National Association 
Railroad and Utilities Commissioners. The basis of the prop
erty on which it is to be applied is also described as being 

original cost or costs. The generally accepted 
page 79 t accounting concept of depreciation is a method 

to distribute the cost or other basic value over 
the useful life of the unit in a systematic and rational man
ner. The Utility Company has conformed with the principles 
prescribed by the National Association of Railroad and 
Utilities Commissioners and with the American Institute of 
Certified Public Accountants in its depreciation computa
tion." 
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Mr. Riely: 
Q. Now, Mr. Sherman, did you prepare or review financial 

statements for Princess Anne Utilities Company for any fis
cal year prior to April 31, 19681 

A. We reviewed the Company's financial statements which 
were submitted to the Commissioner on uncertified reports. 

Q. And each of those showed a loss 1 
A. I beg your pardon~ 
Q. Each of those showed a loss 1 
A. I do not have the statements in front of me. I believe 

they did. 
Q. Now will you turn to the next page-

Mr. Riely: May it please the Commission, may this tax re
turn be admitted as an exhibit. 

page 80 r Commissioner Hooker : It will be received as 
Exhibit No. 1. 

Chairman Catterall: No, Exhibit No. 1 was rejected. 
Commissioner Hooker: That is right. It will be received as 

Exhibit No. 2. 
Mr. Riely: Then how are we going to number these exhibits 

that are appended to the testimony, the way that they are 
numbered in the testimony~ 

Commissioner Hooker : I think we had better number them 
one, two, and so on. 

Chairman Catterall: Well, let the testimony be received, 
and then you can refer to the exhibits attached to the testi
mony. 

Commissioner Hooker: All right. I think that is the best 
way so it won't be confusing. 

Mr. Riely: Mr. Chewning had an exhibit appended to his 
testimony which you called Exhibit No. 1. I just don't want 
to get confused. Mr. Sherman has, I believe-

Commissioner Hooker: What is this called in the testi
mony7 

page 81 r Mr. Riely: Mr. Sherman has two exhibits, I 
think-

Mr. Staples: The tax return, your Honor, is not in the 
testimony. 

Commissioner Hooker: Well, this will be called Exhibit No. 
2 then. 

Mr. Staples: Well, Exhibit No. 1, your Honor, at the hear
ing is the excluded testimony of Mr. Chewning, which did, in 
fact, have some exhibits already pre-numbered. 

Chairman Catterall: Well, that can easily be referred to as 
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his testimony excluded exhibit number so and so. There would 
be no trouble in identifying it. 

Commissioner Hooker: Exhibit No. 1 excluded and Ex
hibit No. 2 received. 

Mr. Staples: So long as it is clear in the record. 

Mr. Riely: 
Q. Mr. Sherman, would you refer to page four of Exhibit 

No. 2. Is the balance sheet of Princess Anne Utilities shown 
on that page W 

Mr. Lawler: You are talking about the tax return, Mr. 
RielyW · 

Mr. Riely: Yes. 
page 82 r Mr. Lawler: I beg your pardon. 

Mr. Riely: Yes. 
A. Would you repeat that question, pleaseW 

Mr. Riely: 
Q. Would you refer please to page four of Exhibit No. 2? 

Is the balance sheet of Princess Anne Utilities shown on that 
pageW 

A. The balance sheet for tax purposes is shown on that 
page. 

Q. Now I noticed that at the end of the taxable year you 
show buildings less depreciation, buildings of other fixed 
depreciable assets less depreciation of :fifty-nine thousand 
seven hundred eighty-seven dollars, is that correct? 

A. That is correct. 
Q. And on your Exhibit No. A to your :financial report, 

you show utility plant less depreciation of two million nine 
hundred twenty thousand eight hundred ninety-six dollars, 
is that correct? 

A. What :fig1ire are you referring to W 
Q. Utility plant less depreciation, August 31, 1968, of two 

million nine hundred twenty thousand eight hun
page 83 r dred ninety-si"'C dollars. 

A. That is correct. 
Q. Now why isn't that plant reflected on the tax balance 

sheetW 
A. The tax return is irrelevant for accounting purposes. 

It has its own set of rules and is generally recognized among 
all :financial communities that a tax return and, in fact, most 
public companies and most corporations that issue tax re
turns have correlating, reconciling items that appear on 
their :financial statements; and I believe that it is accepted 
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in most financial communities for this to be a fact. Tax re
turn purposes have nothing to do with accounting purposes. 

Q. Do you have a work paper that would correlate your 
Exhibit No. A with the tax return~ 

A. I have not the work papers with me, but I have work 
papers that correlate and reconcile these figures with the 
ones shown on the financial statement. 

Q. Have you got any of your work papers with you~ 
A. No. 

Q. No work papers~ 
page 84 r A. I have work papers. I have not the work 

papers you are referring to, which are the annual 
closing work papers for these particular fiscal years. 

Q. Well, now, let's see if you can reconstruct some of these 
work papers for us in your mind, Mr. Sherman. For tax 
purposes, I judge Princess Anne Utilities Corporation has 
no investment in utility plant other than the fifty-nine thou
sand seven hundred eighty-seven dollars, is that correcU 

A. For tax return purposes, Princess Anne Utilities has 
no basis. 

Q. No basis 1 
A. No basis, not no investment. 
Q. No basis. Well, that means it paid nothing for them, is 

that correcU 
A. That is not correct. 
Q. What does it mean 1 Explain it to me, Mr. Sherman; 

I'm awfully stupid about these tax things. 
A. Perhaps I can explain in part of my testimony. May I 

review it. 
Q. Certainly. 
A. I cannot explain it as part of my testimony, but per

haps I can ref er to a Third Circuit Court of Ap
page 85 r peals decision of Tel Service Company of Wyom

ing Valley. 

Mr. Riely: If it please the Commission, I asked him a 
simple question. I don't want an entity of law. 

A. I am trying to answe~ your question. 
Commissioner Hooker: Well, let's see what his answer is. 

Go ahead. 

A. In this particular case, it refers to the tax principles 
employed for utility companies in considering contributions 
in aid of construction as being non-depreciable. The Tel 
Service Company case of Wyoming Valley was not a public 
utility and the Third Circuit, and even the Supreme Court 
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decision said these contributions should be taxable income, 
thereby creating basis; but for public utility cases until 
such time as the Commissioner of Internal Revenue reviews 
its position it will permit contributions in aid of construction 
not to have a depreciable basis and thereby tax the utility 
on these facilities. 

Does that answer your question, Counselor~ 
Q. No. And I would like to ask one of you. Am I incorrect 

in saying that for that as a matter of fact Princess Anne 
Utilities has no tax basis for the two million nine shown 

on the balance sheet of the fifty-nine thousand 
page 86 r shown on the tax return~ 

· A. As long as you specify this tax basis, you 
are correct. 

Q. And what does that mean~ If I buy a piece of property 
for cash, I get a tax basis for it, don't H 

A. Sometimes. 
Q. If I buy a piece of real estate for cash, I get a tax 

basis~ 
A. Sometimes. 
Q. What times don't H 
A. I cannot memorize the Internal Hevenue Code, but there 

are times when you can buy something without getting a 
basis. 

Q. Well, in the normal case when I buy real estate, I get a 
tax basis~ 

A. In the normal case, you would. 
Q. Now, I judge that, and Princess Anne owns real estate, 

does it noU 
A. Princess Anne Utilities does own real estate. 
Q. And did it pay cash for any of its real estate~ 

A. Part of it it paid cash for. 
page 87 r Q. And has it got a tax basis for thaU 

A. No, it does not at this present time. 
Q. At this present time. Now I note that your tax balance 

sheet has an accumulated depreciation, does it not, of twenty
eight thousand dollars~ 

A. That is correct. 
Q. But you took no depreciation during the fiscal year to 

which this tax return relates. Was that because you had de
preciated the depreciable property a hundred per cenU 

A. No, Sir, because I had depreciated the depreciable prop
erty a hundred per cenU It depends upon your definition of 
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depreciable property. It means that I have no longer a basis 
from which to compute the depreciation. 

Q. But you have had a basis in previous years 'l 
A. We have had a basis in previous years. 
Q. And that basis has been exhausted; would that be a 

proper way to put it 'l 
A. No, Sir, it would not be a proper way to put it. 

Q. How would you put it 'l 
page 88 r A. It would be more properly stated that that 

basis has been reduced through contributions in 
aid of construction rather than have been exhausted through 
depreciation. 

Chairman Ca tterall: You mean that whole two million 
dollars was put up by the consumers 'l 

A. No, Sir. Part of it had been put up by the consumers 
and-

Chairman Catterall: And most of it, I gather from what 
you say-

A. I beg your pardon. 
Chairman Catterall: -from what you say, I gather most 

of it was put in by the consumers, and not by the stock
holders. 

A. No, Sir, that is not a fact. I think my testimony ana
lyzes contributions in aid of construction would refute that 
statement. 

Chairman Catterall: Do you have those all in your state
ment so we can look at the figures 'l 

A. Yes, Sir, we do. 

Mr. Riely: 
Q. Now on page twenty-six in your testimony, 

page 89 r you state the book cost of utility plant is three 
million three hundred thirty-nine thousand eight 

hundred eighty-six dollars and ninety-seven cents. Is that 
the original cost of the plant of Princess Anne Utilities'? 

A. Yes, this would be original cost as. you would know it, 
yes. 

Q. And you determine that from the books of Princess 
Anne Utilities and from the books of other corporations who 
built these facilities, is that correct'? 

A. That is not so. 
Q. Well, how could you get the original cost any other way, 

Mr. Sherman'? 
A. The original cost was determined from the books and 
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records of Princess Anne Utilities Corporation, from the 
books and records of affiliated corporations, and from en
gineering reports of construction cost put in by other than 
the affiliated companies of Princess Anne Utilities Corpora
tion, which valuation report was based upon replacement 
value. In order to bring it back to original cost in accord-:
ance with the Uniform System of Accounts prescribed by 
the National Association of Railroad and Utilities Commis-

sioners, I trended back based upon a cost index 
page 90 t the replacement value to the date of installation 

in order to get an estimate of original cost. 
Q. So it is not the original cost. It is an estimate of origi

nal cost, is that correct~ 
A. No, Sir. May I read. I am reading from the Uniform 

System of Accounts for Class "A" and "B" water utilities 
P!e~cribed by the State Corporation Commission of Vir
g1ma-

Mr. Staples: Your Honor, these are based upon Mr. 
Chewning's estimates. This has already been excluded. I 
thought we made a Huling that any depreciation rates that 
related to excluded testimony-

Commissioner Hooker: Counsel asked for it. 
Mr. Hiely: I was simply trying to bring out the fact that 

this was based on Mr. Chewning's estimates. I hadn't quite 
gotten there yet, and I would then move to exclude this tes
timony from the record. 

Commissioner Hooker: You are getting a whole lot of it 
in the record. 

Mr. Riely: Well, the only thing I'm trying to do is to find 
out what he did, so I can provide a basis for moving for its 

exclusion. 
page 91 r Mr. Staples: Unless the Commission desires to 

hear as well as Mr. Hiely, I would like to ter
minate at this point. 

Mr. Riely: May we then move to exclude Mr. Sherman's 
determination on page twenty-six inasmuch as it is based 
on the Chewning report. 

Mr. Kellam: If it please the Commission, Mr. Sherman 
lS-

Commissioner Hooker : It is in the record now brought 
out by Counsel and Opposition, but we won't hear anymore 
of it, but it is in the record. 

Mr. Kellam: If it please the Commission, Mr. Sherman is 
an accountant, and in performing his accounting service he 
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has a right to accept the :figures of anyone in the making of 
his calculations. 

Now whether or not the Commission sees fit to give full 
credit to it, is another matter, but as an accountant he has 
a right in making his accounting to accept the :figures of any
one and that, of course, only applies to a very small part of 
the testimony. As he has just told you, it applies to just a 
very small part of it, about forty per cent I believe he said. 
So the other is not based on any testimony of Mr. Chewning. 

Commissioner Hooker : Is your testimony 
page 92 t based on original cost less depreciation? 

A. Yes, Sir. 
Commissioner Hooker: We'll hear that part that is based 

on strictly original cost less depreciation. 
A. But this is original cost, your Honor. 
Commissioner Hooker: What did you say~ 
A. An estimate of cost is a concept of original cost as de

scribed by the National Association of Railroad and Utili
ties Commissioners. 

Mr. Staples: If the Commission please, page twenty-SL'C of 
Mr. Sherman's proposed testimony says, the "Estimated 
costs were computed by ref erring to the Appraisal Report 
of the engineering :firm of Chewning"-

Commissioner Hooker: Of course, that has been ruled out. 
Mr. Staples: -"Goodwin and Hoggard at replacement 

values discounted by a cost index factor"-
Mr. Lawler: If your Honor please, what we are saying is 

that Mr. Sherman is talking about original cost throughout 
his testimony. Now the objection has been made 

page 93 r that this is based on Chewning's testimony, but 
we renew our off er of so much of the evidence as 

relates to that. It doesn't make any difference how he gets 
to the original cost if it is a fact of original cost. 

Commissioner Hooker: If it is absolutely original cost, it 
should be considered. 

Mr. Lawler: Should be considered. That is what we are 
saymg. 

Chairman Catterall: If it is estimated original cost not 
based on any original entries in ·any book. 

Mr. Lawler: Well, that is what we are saying, if your 
Honor please. May I read the rules prescribed by the Na
tional Association of Railroad and Utilities Commissioners. 

I am reading from page ten of their booklet, section "D," 
"Utility plant contributed to the utility or constructed by it 
from contributions to it of cash or its equivalent shall be 
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charged to the utility plant accounts at cost of construction 
estimated if not known." 

Now the facilities which Mr. Sherman is referring to are 
facilities of others, and he naturally is making 

page 94 r an estimate of those original cost; and we sub-
mit that he can use the present value of those 

facilities, the present reproduction cost and trend them back 
to the time of installation in order to get to the original 
cost. 

Judge Catterall mentioned, "Well, you don't have a book 
entry in your accounts to show that"; but we submit that we 
don't have to. We are not restricted to any particular record 
so long as we are talking about original cost. 

Now, if these Gentlemen challenge that, they have a perfect 
right to cross-examine on how he got that; but we think it is 
something that can be considered by the Commission. 

Chairman Catterall: We will let him just give his answers, 
and then let our accountant describe what he has found. 

Mr. Staples: If the Commission please, there is one dis
tinction I would like to make at this point. If the original 
cost is defined as original cost to the entity which first places 

this in public service, but distinguished from the 
page 95 r original cost to someone else who may have do

nated it. 
A. This is original cost estimated by the persons first 

donating it to public service, Sir. 
Chairman Catterall: We leave out everything about re

production cost. 
Mr. Riely: I think I am so confused by the situation that 

I will pass on to another subject. 
Chairman Catterall: That is a fine idea. 
Commissioner Hooker: Proceed, if there are further ques

tions. 
Mr. Riely: Yes, Sir. 

Q. Mr. Sherman, how much money in dollars has Princess 
Anne Utilities Corporation itself paid to have pipes laid 
and pumping stations built, treatment plants built, not to 
other corporations which are affiliated, but to people who are 
actually going and putting them in the ground~ 

A. (Witness reviewing papers before him) May I have a 
few minutes to locate this answer, Sir. 

Commissioner Hooker: All right. 
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A. I am prepared for that question. 
Q. Have you an answer, Sir1 

page 96 r A. Yes, I do. 
Q. What is iU 

A. One million nine thousand eight hundred forty-six dol
lars and fifty eight cents. 

Q. Now, would you turn please to Exhibit No. B, Schedule 
1, page four, how much of the contributions shown on that 
page was received by Princess Anne in the form of cash 
and how much in the form of contributed property1 Can you 
compute that for me 1 

A. Yes, if you would add these figures up for me, Coun
selor, please. 

Q. I would be delighted. 
A. Five hundred seventy-seven thousand six hundred dol

lars. 
Q. Take it slowly now. I am slow. Go ahead. 
A. Ninety-eight thousand four hundred dollars, two hun-

dred five thousand six hundred dollars. 
Q. Those three figures 1 
A. Those three figures. 

Commissioner Hooker: Is that contributed capital 1 
A. This is contributed capital both by one hundred per 

cent commonly controlled corporations, Princess 
page 97 t Anne Utilities and by Third Party Builders. 

Excuse me. Excuse me. I left out an item. 
Twenty-eight thousand seven hundred dollars. 

Q. Twenty-eight thousand seven hundred dollars. Well, let 
me add that in. rrhat comes up to nine hundred ten thousand 
three hundred dollars, if I am correct. 

A. That is correct. 
Q. So that is the amount of cash that Princess Anne has 

received 1 
A. That is the amount of cash Princess Anne Utilities 

Corporation has received. 
Q. And the remainder of the items shown on page thirty

four were contributed to Princess Anne in the form of pro
perty 1 

A. That is correct both by affiliated companies of Princess 
Anne Utilities Corporation and Third Party Builders. 

Q. And how did you determine the dollar value of those 
properties 1 Did you have actual figures to determine the 
dollar value or the dollar original cost of the contributed 
properties, or did you have to estimate them in some cases~ 
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A. I had the actual cost of the facilities con
page 98 r structed by affiliated companies of Princess Anne 

Utilities. 
Q. Yes. 
A. For unaffiliated
Q. You estimated 1 
A. -company distributions, I had to estimate it based 

upon certain types of cost. 
Q. Now, in this new stuff that just came in, question six

teen, the second sentence of your answer interest me. In this 
particular case, the consumer paid only twenty-eight thou
sand seven hundred dollars. I judge that that is the last 
figure shown on Exhibit No. B, Schedule one, page four, is 
that correct? 

A. That is correct. 
Q. But those are not the only tap in fees that are shown 

on that page, are they 1 
A. That is correct. They are not. 
Q. There are other tap in fees which amount to a very 

substantial amount of money, are there not? 
A. That is correct. 
Q. And when you say here the consumer paid only twenty

eight thousand seven hundred dollars, you are 
page 99 r making the assumption, are you not, that when 

the builder paid the tap in fee he did not pass 
that cost on to the consumer? 

A. That is correct. 

Chairman Catterall: The builder would connect, wouldn't 
he? 

A. Yes, the builder would connect, but-
Chairman Catterall: And he would be a consumer as soon 

as he connected. 
A. No, the consumer would be the home buyer. The con

sumer would be the customer who pays his quarterly billing 
and the question that was posed by the-

Chairman Catterall: The consumer is the man who taps 
on originally becauBe he has it, he may sell it later. 

A. He is not the party obligated to pay the quarterly reve
nue and more often than not he was not even the builder of 
the house. He may have been the land developer, and in cases 
more often than not he was the land developer. He may have 
been two parties removed from the homeowner. 

Mr. Riely: 
Q. But tap in fees are normally paid by whoever connects 
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the sewer pipes from the house to the sewer main, 
page 100 ~ in the street isn't that correcU 

A. I beg your pardon. 
Q. The tap in fee is the charge for connecting the sewer 

pipe form a house to a sewer pipe in the street, is that cor
rect~ 

A. I don't know whether I am in a position to properly 
answer that. My guess would be that it is not that in this 
particular case. In this particular case, I think it is an 
overall negotiated amount between the land developer and 
Princess Anne Utilities predicated upon a number of con
nections has really not nothing. to do directly with associat
ing the cost of tapping in with a described fee. 

Q. Are you familiar with the Company's terms and con
ditions on file with this Commission for providing service 
to customers in the City of Virginia Beach~ 

A. I have not committed them to memory, Sir. 
Q. Well, have you read them~ 
A. No, I have not read them. 
Q. Then, you are not familiar with them~ 
A. I am only familiar with them insofar as we have dis

cussed them. 
Q. Do you know whether they permit lump sum 

page 101 ~ agreements for connection other than the two 
hundred fifty dollars per customed 

A. I have no idea. 
Q. All right, sir, now let's pass if you will to Exhibit No. 

B ; and I believe if you will turn to Schedule one, page two, 
you have not reduced the payroll in your estimate as to 
operating expenses from the actual payroll for the year end
ing August 31, 1968, is that correcU 

A. That is correct, Sir. 
Q. And that is true even though the plant facilities are to 

be abandoned~ 
A. That is correct. 
Q. All right, Sir, now turn to the next page for main

tenance expenses. How have you determined your estimate of 
maintenance expenses~ 

A. With maintenance and repairs I computed the total of 
the four prior years for maintenance and repairs of the 
Company. I analyzed these and excluded these costs attrib
utable to the plant that would be abandoned and determined 
a four-year average for maintenance and repairs and con
cluded that a future projection of thirty-two thousand one 

hundred fifty-seven dollars and fifty-eight cents. 
page 102 ~ It is probably a conservative figure in view of 
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the fact the prior four years did not even ser
vice the present number of customers. 

Q. If you had used an average of the preceding three 
years, you would have come up with a materially smaller 
amount, would you not 1 

A. And I would have come up with less than the last year. 
Q. Yes. 
A. Okay. 
Q. How is maintenance performed 1 
A. I beg your pardon. 
Q. How is maintenance performed under this system 1 
A. You will have to get that information from someone 

other than myself. I am an accountant. 
Q. In your accounting studies, did you see any bills that 

were paid to outside maintenance people? 
A. Yes, I did. 
Q. Could you tell us how much of that during the fiscal 

year ending August 31, 1968, how much was paid to outside 
maintenance people 1 

page 103 r A. ·when you say outside maintenance
Q. Not employees of the Company. 

A. Thirty-three thousand. Excuse me, thirty-nine thou
sand two hundred ninety-eight dollars and twenty-four cents. 

Q. So the Company had no maintenance expense from its 
own forces, is that correct? 

A. Other than its own payroll, that is correct. 
Q. Did it have any supplies 1 
A. Yes, it did have supplies. 
Q. Where are maintenance supplies shown 1 
A. It is in the thirty-nine thousand two hundred ninety

eight dollars and twenty-four cents. 
Q. So how much of the thirty-nine thousand was paid for 

supplies and how much was paid for outside contract labor? 
A. I did not break this information down. 
Q. You don't know that? 
A. I would not know without reanalyzing the figures. 
Q. I see. Now on that same page you have estimated an 

increase of twenty per cent in collection agency 
page 104 r fees, is that correct 1 

A. That is correct, Sir. 
Q. And what is the basis for that estimate? 
A. If I may read my testimony, or if I may read the 

Schedule here, it says: "The present collection fee is ten per 
cent of gross billings. Since the present method of billing is 
at a constant rate for each residential customer, the internal 
control and administrative procedures of the agent is ex-
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pedited. The new method of billing for the Hampton Roads 
Sanitation District introduces a separate charge for each 
customer which varies based upon a meter reading. This 
necessitates a two part billing calculation which must be 
separately entered on each bill. The mechanical operation 
and the related addition in internal control procedures re
quires an increase in personnel, equipment and supplies. It 
is estimated that this increase would be twenty per cent of 
the current annual agency fee." 

Q. Has any negotiation gone on between Larasan Realty 
Corporation and Princess Anne to your knowledge as to 
what fee will actually be charged 1 

A. To my knowledge, there has been-to my knowledge, 
there has been no discussion. 

page 105 r Q. So this is just your estimate of what Lara-
san would probably charge for this extra world 

A. No, it is more than that. I happen to represent Lara
san Realty Corporation and have discussed with them the 
additional work that would be employed, and as a result of 
this discussion and my knowledge of what additional perso
nnel would be required, additional equipment would be re
quired for a two-part billing system, I estimated a twenty 
per cent increase in the cost. 

Q. Since you represent Larasan Realty Corporation, who 
owns its outstanding shares of capital stock1 

A. To the best of my knowledge, Mr. Lawrence Sancilio. 
Mr. Lawrence Sancilio. 

Q. Mr. Lawrence Sancilio, who is Mr. Aragona's brother
in-law, is that correcU 

A. He is Mr. Aragona's brother-in-law and who also ser
vices other utility companies which are unrelated to Mr. 
Aragona. 

Q. Now, if Hampton Roads did its own billing, this forty
nine hundred dollars would not be necessary, would it 1 

A. That is correct. 
page 106 r Q. Do you know whether there has been any 

discussion between Hampton Roads and Prin
cess Anne about Hampton Roads doing their own billing1 

A. I am aware of the letter that you introduced into testi
mony at the beginning and have discussed this both with 
the attorney and the principals. 

Q. And no agreement has yet been reached 1 
A. No agreement has yet been reached. 
Q. You say that Section 362(c) of the Internal Revenue 

Code precludes depreciation on these facilities. I am awfully 
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stupid about taxes. Is there no taxpayer who is filing a 
Federal Income tax return who is taking depreciation on 
this three million dollar facility1 

A. I really have not examined all the taxpayers who re
ceived contributed facilities in the United States. 

Q. Do you know whether any taxpayer is taking deprecia-
tion on any of these facilities 1 

A. Yes, I do. 
Q. Suppose you name them. 
A. Tel Service Company of Wyoming Valley in accordance 

with the Third Circuit Court of Appeals decision. 
Q. No, Mr. Sherman, I am talking about the 

page 107 ~ three million dollar facility shown on your ex
hibit. 

A. Oh, I beg your pardon. Maybe I did not understand 
the question. Would you repeat that question, please. 

Q. Is there any taxpayer to your knowledge taking depre
ciation for Federal Income tax purposes on any of the three 
million three hundred thirty-nine thousand dollars of facili
ties shown on your Exhibit No. A to your report 1 

A. You are speaking of tax purposes specifically 1 
Q. For Federal Income tax purposes. 
A. I would guess that there is a possibility. I cannot say 

for sure. 
Q. Do you know what taxpayer that would be1 
A. It could be John Aragona Enterprises, and it might 

be some of the builders in either Kings Grant or Windsor 
Woods who are using their property for investment purposes; 
but I do not know this for a fact. 

Q. You do not know this for a fact, but they might be en
titled under the Internal Revenue Code to take depreciation 
on some of these facilities 1 

A. The Internal Revenue Code is very broad, 
page 108 ~ and they may be entitled to it, that is correct. 

Q. Let me go back to one more thing. You 
show an annual allowance of officers' salaries for eighteen 
thousand dollars on Exhibit No. B, Schedule one, page three, 
is that correcU 

A. Eighteen thousand, did you say1 
Q. Yes. 
A. Yes, Sir. 
Q. How many officers are paid from that eighteen thou

sand dollars 1 
A. This eighteen thousand dollars merely represents the 

salary of the president. There is a possibility that office per-
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sonnel is an officer of the Corporation. This eighteen thou
sand dollars js purely the president's salary. 

Q. That is paid to the presidenU 
A. This is estimated as part of our projected cost that 

should be paid to the president. That is correct. His salary 
has been substantially higher than that. 

Q. And on Exhibit No. B, this is confusing, Mr. Sherman, 
because there are two Exhibit Nos. B, but in 

page 109 r the other Exhibit No. B you show officer's salary 
twenty-eight thousand dollars for the fiscal year 

ended August 31, 1968, is that correcU 
A. That is correct. 
Q. How many officers were paid from thaU 
A. That twenty-eight thousand represents the president's 

salary. 
Q. The president's salary1 
A. One president. 
Q. One office 1 
A. That is correct. 
Q. And is the president Mr. John Aragona, Jr., who testi

fied here today1 
A. No, Sir, he is not. The president is Mr. John Aragona. 
Q. Oh, and Mr. John Aragona, Jr., testified that he spent 

all his working time for this Company, isn't he paid any
thing1 

A. I would have to review the payroll records. I do not 
know. 

Q. He's an officer 1 
A. He claims he is. Mr. John Aragona, Jr., 

page 110 r testified he is an officer of the Corporation. I 
do not know without going back to work papers 

whether his salary is included in any of this. My guess is it 
is not. 

Q. Well, Mr. Sherman, presumably this is a certified state
ment. If any salary were paid to Mr. John Aragona, Jr., 
it would appear opposite officers salary on your report, would 
it not? 

A. It should have been classified as officers salary. How
ever, I can state that to my knowledge I am not sure of 
whether it was. My work papers would so show. 

Q. But you don't have them with you 1 
A. I do not have them with me. However, excuse me, we 

do have the tax return. 
Q. Good. Let's look at the tax return. 
A. The tax return on page two says John Aragona twenty-
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eight thousand dollars. Therefore, none of it was John Ara
gona, Jr. 

Q. So John Aragona, Jr., works for this Corporation full 
time for nothing, is that correcU 

A. This I do not know. 
Q. You don't know~ 

A. No, Sir, I do not know. 
page 111 r Q. Well, he doesn't get any compensation. You 

do not know whether he works full time~ 
A. No, I do not know whether he gets compensation or not, 

Sir. I would assume-I would presume it would not; other
wise, it should have been classified as officer's salary. 

Q. And your report would be in error, would it noU 
A. And my report would be in error. 
Q. And we are fairly certain that is not true~ 
A. That would be correct, Sir. 

Mr. Riely: I have no further questions of Mr. Sherman. 
Commissioner Hooker: Mr. Staples~ 

CROSS EXAMINATION 

By Mr. Staples: 
Mr. Staples: If the Commissioner please, I would like to 

clarify that question sixteen and seventeen and the answers 
for eighteen and nineteen and the answers thereto have 
not been admitted as testimony that Mr. Riely has referred 
to in cross examination, and we will have to assume that it 

it is in. I just wanted to clear up the point. 
page 112 r I think Mr. Riely has made it clear in his 

cross examination that in that response to ques
tion sixteen the assumption there is that the only contribu
tions by consumers was twenty-eight thousand seven hundred 
dollars of tap in fee. 

A. No, this is not an assumption. This is a fact that 
twenty-eight thousand seven hundred dollars of contributions 
in aid of construction were paid directly by the consumer 
to the utility corporation. This is not an assumption. 

Q. And the builders who contributed
A. Either builders or-
Q. -are distinguised from consumers~ 
A. That is correct. Also are distinguished are the 

associated companies which are one hundred per cent com
monly controlled by the Princess Anne Utilities Corporation 
as to their portion of contributions in aid of construction. 
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Q. If they were not so classified, then there would have 
been very little basis for depreciable property, is that cor
rect? 

A. I do not believe-
page 113 ( Q. If you had contributors whom you had clas

sified the properties contributed by the builders 
in the same category as the tap in fees for the consumer, then 
there would not have been a basis for depreciable property~ 

A. The facts remain that they were treated the same, and 
that is why we have no depreciable property. 

Q. But you didn't respond to my question. My question 
would lend itself to a "yes" or "no" answer. If the property 
that had been contributed by the builders and developers 
had been classified the same as the tap in fees for the con
sumers, then there would not have been a basis for depreci
able property. 

A. You are hypothecating. It is an hypothesis of what 
you are saying. The fact remains that the answer would be 
"yes." 

Q. Fine. Then the answer that you have given on question 
seventeen is only relevant if a utility has depreciable pro
perty? 

A. That is correct. 

Mr. Staples: I have no further questions. 
Commissioner Hooker: Stand aside. 

A. May I-excuse me-may I answer that ques
page 114 ( tion again. 

Commissioner Hooker: Yes, Sir. 
A. No, that is not correct. 'l1he correct answer would be it 

would have no depreciation for tax purposes for generally 
accepted accounting principles prescribed by the American 
Institute of Certified Public Accountants and the National 
Associated of Railroad and Utilities Commissioners, it 
would have depreciation. For tax purposes, it has no de
preciation, so I would appreciate it if all this testimony 
that I am being cross examined on is specifically predicated 
upon why this treatment for tax purposes not generally 
accepted accounting principles prescribed by the National 
Association of Railroad and Utilities Commissioners. 

We are talking completely about apples and oranges, 
although we have been emphasizing this for the last forty
five minutes. 

Mr. Staples: That is all I have. 



58 Supreme Court of Appeals of Virginia 

Gerald D. Sherman 

RE-DIRECT EXAMINATION 

By Mr. Kellam: , 
Q. Mr. Sherman, you have made some reference to related 

companies. Who are you talking about when you ref er to 
related companies 1 

page 115 r A. I am speaking about John Aragona Enter
prises, Inc. and its subsidiary-its wholly-owned 

subsidiary corporations. 
Q. And is Mr. Aragona the sole stockholder in these re

lated companies 1 
A. Yes, he is. 
Q. So that the funds that came for the related companies 

came from Mr. Aragona 1 
A. That is correct. 
Q. Now you-in an answer you said something about tap 

in fees and you said they were not paid by the consumer. 
A. That is correct. 
Q. Would you explain what you mean when you say the 

tap in fees were not paid by the consumer 1 
A. The tap in fees were paid by the builders or land de

velopers to Princess Anne Utilities Corporation as part of 
a negotiated transaction for the most part representing 
two hundred dollars per tap in. However, the mere fact 
that they paid this, in my opinion, was not passed on to the 
consumer as such. The consumer purchased his property as 

an improved lot. Regardless of who put these 
page 116 r improvements in, the valuation for FHA and VA 

appraisal would have been exactly the same. If 
I may draw the analogy, if I owned a piece of land and the 
City of Virginia Beach were to build a highway adjacent to 
my property and increase its valuation tenfold, the value for 
my property would be worth ten times what it was before 
they put the street in; yet, I did not pay a penny for it. So 
I believe in this particular situation, especially when it comes 
to Princess Anne Plaza where the builders were directly 
given a credit for these tap in fees. May I amplify this~ 

Q. Yes. 
A. Mr. Aragona, when he sold his land, would negotiate 

with the builder for a price. Let's presume that the price was 
twenty-five hundred dollars. They agreed on a price of 
twenty-five hundred dollars for an improved lot. After this 
price was agreed upon, Mr. Aragona allocated two hundred 
dollars per lot out of that twenty-five hundred dollars to 
pay it in the form of tap in fees to Princess Anne Utilities. 



Princess Anne Utilities Corp. v. Commonwealth, etc. 59 

Gerald D. Sherman 

Accordingly, the associated or affiliated companies reduced 
the amount of income they would have been entitled to by two 

hundred dollars per plot, and this would not 
page 117 r have been directly passed on to the consumer 

since the builder paid for an improved lot site. 

Mr. Riely: Are you through with this gentleman? 

Mr. Kellam: 
Q. Suppose that the related companies that you had re

ferred to here have bought capital stock with this money 
that they contributed. 

A. Yes, Sir. 
Q. What would the situation have been then? 
A. For tax purposes, the Company would have been en

titled to depreciation on its facilities; as was the case, the 
facilities were paid for by the utility company or the affili
ated companies, which were issued capital stock. 

Q. Or if he had taken a note for this money, the result 
would have been the same? 

A. Exactly the same. 

RE-CROSS EXAMINATION 

By Mr. Riely: 
Mr. Riely: May I ask one question, one, I think. 

Q. Mr. Sherman, let's take the case where the builder paid 
the tap in fee to Princess Anne Utilities. Suppose he paid 

two hundred and fifty dollars; that is what he 
page 118 r is suppose to pay under the terms and condi-

tions. Now you know all about incomes taxes, 
and I don't know anything. Wouldn't it be true that the two 
hundred and fifty dollars would be a part of the builder's 
basis in that house? 

A. It would be true. 
Q. And so when he sold it for tax purposes, he would de

termine his profit by what he sold it for less his basis which 
would include the two hundred and fifty dollars? 

A. Well, you are very learned about income taxes. For in
come tax purposes, that is so. 

Q. Now suppose we put the builder under generally 
accepted accounting principles, won't the same be true? 

A. Same would be true. 
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Q. And under those circumstances, I judge you conclude 
that the consumer did not pay this tap in fee? 

A. That is correct. 

Mr. Riely: Thank you, Mr. Sherman, that is all I want. 

RE-DIRECT EXAMINATION 

By Mr. Kellam: 
Q. May I ask you just one thing. Mr. Riely asked you 

about the cost of the house. As a matter of fact, 
page 119 r this sewerage cost is related to the land, is it 

not, and not to the house? 
A. That is correct. In fact, the price of the house would 

not have changed one whit regardless of who put in the sewer 
system. Even if the City of Virginia Beach had put it in, the 
FHA and VA would have appraised it as improved lot. 

Q. And the price of the lot would be determined by the 
improvements? 

A. That is correct. 
Q. All right, Sir. 

Commissioner Hooker: Stand aside, if that is all. 

Witness Stood Aside. 

page 120 r Mr. Lawler: Mr. Larson. 

CHARLES A. LARSON, a witness intro
duced on behalf of the Applicant, being first duly sworn, 
testified as follows : 

DIRECT EXAMINATION 

By Mr. Lawler: 
Q. Please state your name, occupation and business ad

dress. 
A. My name is Charles A. Larson. I am Vice President 

and Director of the Regulatory Services Division of Com
monwealth Management Consultants. Our offices are at 1250 
Connecticut Avenue, Washington, D. C., 20036. 

Q. What are your educational qualifications? 
A. I receiyed th~ de~r.ees of B.S: in electrical engineering 

an~ M.B:A . . m pubhc utility economics !rom the University of 
W1sconsm m 1948 and 1950, respectively. I did graduate 
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study in accounting at the Graduate School of Business ~t 
the University of Denver. At the Graduate School of Busi
ness at the University of Denver. At the Graduate School 
of Business of New York University I did graduate study 
in economics, statisti'cs and finance. 

Q. Are you a member of any professional 
page 121 r associations 1 

A. I am a member of the following professional 
associations : 

American Economic Association 
Southern Economic Association 
American Statistical Association 
National Accounting Association 
Institute of Electrical and Electronic Engineers Society 

of Petroleum Engineers 
American Association of Cost Engineers 
Q. Were you in the military service~ 
A. Yes, during vVorld War II I was a Naval Officer as

signed to air intelligence with a research and development 
task force. ' 

Q. What was your first professional experience 1 
A. I was a systems study engineer with the Wisconsin 

Electric Cooperative. My economic-engineering duties were 
to make economic feasibility studies of rural electric distri
bution systems in Wes tern and Northern Wisconsin. 

Q. When did you begin your management consulting ex
perience1 

A. In 1950, I joined the firm of Middle West 
page 122 r Service Company in Chicago, Illinois. ri1his firm 

was engaged in management and engineering con
sultation to utility companies. 

Q. What were your responsibilities in that firm~ 
A. My responsibilites were primarily directed to the pre

paration of rate and cost analysis. In this capacity I de
signed rates and prepared costs of service for numerous 
gas and electric utilities. 

Q. Have you had previous experience in the operations 
and management of a utility company1 

A. Yes, in 1954 I accepted the position of Rate Analyst 
with Public Service Company of Colorado in Denver, Colo
rado. This firm is a combination utility which sells gas and 
electricity in the various counties of Colorado and in ad
dition, steam heating service in the City and County of 
Denver, Colorado and provides bus service in the City of 
Boulder, Colorado. I worked in the Department of Rates, 
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Real Estate and Property Accounting in the Accounting Di
vision. My responsibilities were to (one) prepare cost of 
service, (two) design rates, (three) supervise the gathering 

of rate statistics, and (four) review periodically 
page 123 r customer contracts and rules and regulations for 
· gas, electric, steam and bus customers. 

Q. Have you had experience as an economist? 
A. I was an economist for the Edison Electric Institute in 

New York City. EEI is a trade association for the electric 
utility companies. 

Q. What were your responsibilities with EEH 
A. I was responsible for economic studies of the electric 

utility industry including forecasts, taxes, executive compen
sation and energy competition. I represented the Staff at 
meetings on the Rate Research Committee. 

Q. Did you have additional experience before joining Com
monwealth Management Consultants 1 

A. For nearly ten years I was a Senior Consultant with 
National Economic Research Associates, Inc. in New York 
City, a firm of consulting economists. 

Q. What were your responsibilities for that firm 1 
A. I was responsible, primarily, for analyzing the cost 

of finding, producing, processing, gathering, transmission 
and distribution of natural gas. 

Q. Did you testify before the Federal Power 
page 124 r Commission on these cost accounting matters 1 

A. Yes. I prepared numerous cost and finan
cial studies in cases involving natural gas companies and 
have appeared as a witness on numerous occasions before 
the Federal Power Commission. 

Q. Have you ever testified before a court? 
A. Yes. I appeared as a witness presenting financial 

statements before the Federal District Court in United 
States of America versus El Paso Natural Gas Company, 
C-143-57. 

Q. Have you had experience in water supply and/or waste 
disposal operations~ 

A. Yes. I was a member of the South Cos Cob Association's 
Sewage Committee which was organized for the purpose of 
obtaining adequate sewage treatment in the town of Green
wich, Connecticut. 

Q. What were your responsibilities on this sewage com
mittee 1 

A. I was chairman of a task force which was organized 
to study the economic feasibility of constructing a treatment 
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plant and the construction of transmission mains to carry 
the sewage from the distribution mains into this 

page 125 r sewage treatment plant located on an island in 
Long Island Sound. 

Q. What is the purpose of your testimony in these pro
ceedings~ 

A. I asked to prepare a cost of service for Princess Anne 
Utilities Corporation employing the rate base valuation de
termined by Mr. Chewning and employing the operating costs 
provided to me by Mr. Sherman. In addition, I was asked 
to design rates to produce the revenue requirements deter
mined from my cost of service. 

Q. Have you prepared an exhibit showing this cost of ser-
vice and the revenues from the proposed rates~ 

A. Yes, it has been designated Exhibit D. 
Q. Please explain that exhibit. 
A. Schedule D-one of Exhibit D shows a calculation of 

revenues at the proposed rates for the year 1969. The vari
ous classes of service, namely residential, apartments, and 
commercial, are shown in the first column. The average num
ber of customers for each of these classes of service is shown 
in column (A). The proposed quarterly sewage rate for 
each of the several classes of service is shown in column 

(B). For the residential class of service the pro
page 126 r posed quarterly sewage rate is twenty-eight dol-

lars and fifty cents. The rate for apartments is 
based on two-thirds of the residential rate of twenty-eight 
dollars and fifty cents per customer per quarter, or nineteen 
dollars. The two-thirds basis for apartments continues the 
present relationship and, in addition, reflects the relative 
consumption of water. For the commercial class the pro
posed quarterly sewage rate is the base residential rate of 
twenty-eight dollars and fifty cents times a factor. The factor 
for each individual commercial customer represents that cus
tomer's 1967 water consumption divided by the average 
water consumption for the residential class of service in 
1967. Footnote three states that it was calculated that the 
average commercial customer uses fives times as much water 
as the average residential customer. Column (C) shows the 
number of quarters per year which figures are used to cal
culate the annual revenues in Column (D). Annual revenues 
under the proposed rates are as follows : 
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Class of Service 

Residential 
Apartments 
Commercial 

Total Revenues 

Annual Revenues 

$537,512 
36,480 
54,720 

$628,712 

page 127 ( The proposed rates will produce six hundred 
twenty-eight thousand, seven hundred twelve dol

lars for the test year 1969 as compared with revenue re
quirements of six hundred twenty-nine thousand, two hun
dred seventy-one dollars. This indicates that there would 
be a slight revenue deficiency of five hundred fifty-nine dol
lars annually. 

Q. Please explain Schedule D-two of your exhibit. 
A. Schedule D-two shows a calculation of the revenue re

quirements for 1969. The first line shows operating expenses 
at fifty-six thousand, one hundred seventy-three dollars 
which figure was provided to me by Mr. Sherman. Similarly, 
line two shows depreciation, maintenance and repairs of one 
hundred eight thousand, four hundred eighty-nine dollars. 
This figure was also provided to me by Mr. Sherman. Amor
tization of sewage treatment facilities is shown on line three 
amounting to twenty-nine thousand, two hundred eighty-two 
dollars. Since the Hampton H.oads Sanitation District will 
provide the treatment of sewage in the future the treat
ment plant of Princess Anne Utilities Corporation will have 

to be abandoned. Thus, as shown in Footnote 
page 128 r two, the present value of two hundred ninety

two thousand, two hundred eighty-two dollars 
should be written off the books over a ten-year period. 

Administrative and General Expenses of sixty-seven thou
sand, seven hundred sixty-seven dollars and Hate Case Ex
penses of eight thousand, three hundred thirty-three dollars 
are shown on line four and five, respectively. It was esti
mated as noted in Footnote three, that the Rate Case Ex
penses of twenty-five thousand dollars should be amortized 
over a three-year period. 

Income Taxes are shown on lines six and seven. State 
Income Taxes of nine thousand, three hundred ten dollars 
are calculated in Footnote four. It is pointed out that bond 
interest of one hundred seventy-three thousand, thirty-six 
dollars is derived in Footnote seven on page two of Schedule 
D-two. In the derivation it assumes a debt/equity ration of 
seventy-five percent and an interest rate on new bonds of 
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seven and seven-eights per cent. After deducting the ex
penses and bond interest from the six hundred twenty-nine 
thousand, two hundred seventy-one dollars of revenue re
quirements, the taxable income is one hundred eighty-six thou-

sand, one hundred eighty-one dollars. Applying 
page 129 ~ the state income tax rate of five per cent to the 

taxable income produces state income taxes of 
nine thousand, three hundred ten dollars. Federal income 
taxes are computed in Footnote five on page two of Schedule 
D-two. The taxable state income of one hundred eighty-six 
thousand, one hundred ninety-three dollars is carried over 
into this calculation. The nine thousand, three hundred ten 
dollars of state income taxes are subtracted from the state 
taxable income leaving a taxable Federal income of one hun
dred seventy-six thousand, eight hundred eighty-one dollars. 
At the Federal income tax rate of fifty-two and eight-tenths 
per cent, which is the forty-eight per cent base rate plus the 
ten per cent surcharge, Federal income taxes amount to 
ninety-three thousand, three hundred ninety-three dollars. 
However, the Internal Revenue Service Code provides a 
twenty-five thousand dollars exemption from the surtax 
which amounts to seven thousand, one hundred fifty dollars 
as shown on line thirty-four. The result is net Federal in
come tax of eighty-six thousand, two hundred forty-three 
dollars. On line eight, Return on Rate Base at a nine per 
cent rate is shown to be two hundred sixty-three thousand, 

six hundred seventy-four dollars. The sum of 
page 130 ~ all of these costs and expenses is six hundred 

twenty-nine thousand, two hundred seventy-one 
dollars as shown on line nine. 

Q. Please explain Schedule D-three of Exhibit D. 
A. Schedule D-three shows the determination of rate base 

at December 31, 1968. The first line shows the evaluation 
provided to me by Mr. Chewning in the amount of two mil
lion, eight hundred ninety thousand, two hundred two dollars. 
To this was added the Hampton Roads Sanitation District 
Commission's required deposit of twenty thousand dollars. 
In addition cash working capital of nineteen thousand, five 
hundred twelve dollars is added. This cash working capital 
is calculated in Footnote three as the cash expenses divided 
by eight which represents forty-five days of operating cash. 
This is a conservative amount for cash working capital since 
the Company has a three month's lag in billing. The rate base 
is the sum of the valuation of the property plus the Sanita
tion District Commission deposit, plus the cash working capi-
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tal which when totaled provide a rate base of two million, 
nine hundred twenty-nine thousand, seven hundred fourteen 
dollars. ·· 

Q. How did you determine the rate of return to be used in 
the calculation of the revenue requirements~ 

page 131 r A. I evaluated the most probable :financial 
structure assuming the valuation provided to me 

by Mr. Chewning. Basically, I assumed that this rate base 
could be :financed using seventy-five per cent bonded indebted
ness. The remaining twenty-five percent would be provided 
by equity money. 

Q. What was the next step in your :financial evaluation~ 
A. I made an evaluation of the trend in interest rates. 

Thus, Chart D-four shows long-term government bond yields 
from 1946 to 1968 and the Federal Reserve discount rate in 
New York City for the same period. You will note that the 
long-term government bond yield has increased form about 
two per cen_t in 1946 to about :five and one-half per cent in 
1968. The Federal Reserve discount rate has increased from 
one per cent in 1946 to :five and one-half per cent in Decem
ber, 1968. I might point out that the best corporate cus
tomers are presently being charged at a seven per cent rate 
from prime bank loans. 

Chart D-five shows the average annual yield of Baa pub
lic utility bonds, 1959-1968. In my judgment Princess Anne 

Utilities Corporation could not obtain a yield 
page 132 r as favorable as those of Baa public utility bonds. 

These Bonds were selling in the early 1960's at 
about a four and three-fourths per cent interest rate which 
rate now exceeds seven per cent. In my estimation the Prin
cess Anne Utilities Corporation could not market bonds to 
:finance seventy-five per cent of its valuation for less than 
seven and seven-eights per cent including the cost of market
ing those bonds. I might point out that FHA (Federal Hous
ing Authority) has just increased its interest rate ceiling 
to seven and one half per cent from home mortgages. 

Q. What yield did you assume on the equity~ 
A. The twenty-five per cent equity should earn at least 

twelve point three seven :five per cent if Princess Anne Utili
ties Corporation is to attract the necessary capital for fu
ture plant expansion and maintain its :financial integrity. 

Q. How did you determine this return on equity~ 
A. I evaluated the returns on equity for numerous utility 

companies. Table D-six, for instance, shows the return on 
equity investment for Class A and B electric utilities in the 
United States from 1958 to 1967. You will note that for 1967 
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the average return on common stock equity for 
page 133 r these electric utilities was twelve point seven 

eight per cent. In my judgment a fair rate of 
return on the equity investment for Princess Anne Utilities 
would be in the range of thirteen to fourteen per cent. The 
twelve point three seven five per cent rate which I have 
used in my calculation is the lowest reasonable rate of re
turn for a utility of this type. A thirteen-fourteen per 
cent rate of return on equity would be comparable to that 
earned by other companies engaged in operations of com
mensurate risk. 

Q. Can you tell us how you calculated the nine per cent 
rate of return based on the seven and seven-eights per cent 
interest rate and the twelve point three seven five per cent 
minimum return on equity¥ 

A. Yes. The table below shows the calculation of the nine 
per cent rate of return. 

Capitalization Rate (Per Cent) 
Capital (Per Cent) (Per Cent) Rate of Return 

Bonds 75% 7.875% 5.096% 
Equity 25% 12.375 3.094 

Total 100% 9.000% 

page 134 r Q. And you have been requested to make cer-
tain studies in connection with this hearing¥ 

A. I have. 
Q. And I note that much of your testimony relates to a 

rate predicated upon the reproduction cost of the facilities. 
I would ask you whether or not you have also prepared a 
proposed rate based upon the original cost. 

A. Yes, I have. I have prepared Exhibit D, Schedule D
three, page two of two which shows the determination of 
the rate base based on the original cost of the properties and 
making the assumption that a fair rate of return and the 
original cost rate base would be nine point nine five per 
cent. The revenue requirements shown on Schedule D-two, 
page one of two or six hundred twenty-nine thousand, two 
hundred seventy-one dollars would remain unchanged. 

Q. I see, Sir, and would you rates remain unchanged-that 
is the rate which you have determined on the basis which 
you have related-the same for the reproduction cost less 
depreciation and the original cosU 

A. Are they the same rates Y Yes. 
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Q. And what rate was it that you concluded 
page 135 r was fair and reasonable 1 

A. I have three rates. I have a residential 
rate of twenty-eight dollars and fifty cents which I recom
mend; an apartment rate of nineteen dollars per quarter-

Mr. Staples: If the Commission please, I thought this was 
going to be non-related to the assumptions, but I can find 
nothing-

Commissioner Hooker: I understood that he is talking 
about completely original cost. 

Mr. Staples: Page forty-four of his testimony said that 
he was asked to prepare cost of study based upon the valua
tion by Mr. Chewning and employed the operating cost pro
vided by Mr. Sherman which both include-Mr. Sherman's 
testimony included depreciation rates based upon Mr. Chewn
ing's cost. 

Commissioner Hooker: Let the witness explain that. 
A. Yes, I can explain. The rate base which I have used 

comes form Mr. Sherman's exhibit and the operating cost 
and the depreciation cost comes from Mr. Sherman's and 
they are both based on original cost. 

Mr. Staples. As determined by this trend factor 
page 136 r which started out with-

A. As determined by Mr. Sherman, Sir. 
Mr. Staples: That is not original cost. 
Mr. Riely: The testimony of Mr. Sherman, as I under

stood the Commission, was excluded. 
Mr. Staples: That is right. 
Mr. Riely: Because it was based on the engineering-the 

report of the engineering firm of Chewning, Goodwin and 
Hoggard-of replacement value discounted by the cost index 
factor to the year of installation and I believe that was 
what-

Commissioner Hooker : You didn't get your studies from 
the books of the company1 . 

A. Well, I understand Mr. Sherman got his costs from the 
books of the company, or in those cases where such costs were 
not known, he made estimates of original costs and I took 
them from Mr. Sherman. 

Commissioner Hooker: You couldn't tell from the books 
completely what the plant would cost 1 

A. No, my understanding is that this company has kept 
its books for tax purposes and because of that they have 

never had a rate based on cost. They have never 
page 137 r determined a rate basis for this company and 
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therefore, for the first time the cost figures for 
this company were determined and some of these costs you 
will have to ask Mr. Sherman exactly how much. A certain 
amount of those costs had to be estimated because they 
didn't keep records on all of the property owned by this 
corporation. 

Chairman Catterall: You are testifying to what the rates 
would have to be to yield nine point nine per cent, did you 
say1 

A. Nine point nine five per cent on original cost rate 
base, yes, Sir. 

Chairman Catterall: In other words, your testimony is 
that the rates you recommend are the rates that would yield 
substantially ten per cent of the estimated original cost 
based on this evidence that we have been-some of it we are 
considering and some we are not considering. That is all 
your testimony1 

A. Substantially, yes. Some of it is per books and some of 
it is estimated. 

Commissioner Hooker: Anything else of this witness 1 
Mr. Riely: Yes, Sir, I have plenty of cross 

page 138 r examination. I wondered though-
Chairman Catterall: All he has testified to 

is that-
Mr. Riely: He has testified to lots of things in here. (in

dicating) 
Chairman Catterall: You have got some more things be

sides this1 
Mr. Riely: There is quite a bunch of stuff in here. (in-

dicating) 
Chairman Catterall: Oh, excuse me. 
Mr. Riely: But I wondered in view of the time
Commissioner Hooker : No. We are going until one o'clock. 

The Governor has requested that the office close at three 
o'clock today, so we are not going to give you the usual recess 
for lunch. We are going to cut a half hour off. 

CROSS EXAMINATION 

By Mr. Riely: 
Q. Mr. Larson, you are both an economist and an engineer, 

is that correct 1 
A. Yes, Sir. 

Q. And what prior experience have you had 
page 139 r with sewer and water facilities 1 
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A. I explained that in my testimony on page
I believe it is page forty-four of Exhibit A that I have had 
some sewerage experience as a member of the South Cos 
Cob Sewerage Association Committee. 

Q. Was that a paid assignmenU 
A. No, Sir. 
Q. That was a public service1 
A. Yes, Sir. 
Q. And that has been your entire experience in sewer and 

water treatment facilities 1 
A. Well, not so with water. A number of utilities I have 

worked with, I have worked with water cost and water rates. 
Q. I see, but as far as sewer is concerned, your only ex

perience has been pro bona- publico. 
A. If by that you mean the work I did in regard to the 

Public Law Six Sixty of the eighty-fourth Congress which 
provided Federal grant funds in the aid of construction in 
sewerage work, yes. 

Q. No. I was referring to Cos Cob. 
A. Yes, Sir. Well, this is why I was working 

page 140 ~ on this project. We wanted to get better treat
ment facilities in the town of Greenwich, Con

necticut. 
Q. I see, and that free service is your only sewer ex

perience~ 
A. Yes, Sir. 
Q. Schedule D-three that is based on Mr. Chewning's re

placement cost entirely at the top-

Mr. Lawler: Excuse me, what part are you referring tof 
Mr. Riely: Schedule D-three is the only thing it says at 

the top of my page. 
A. Well, that should say page one of two. Page two of two 

is based on original cost. 
Mr. Riely: All right. 
A. Page one of two is based on Mr. Chewning's reproduc

tion cost new depreciated studies. 
Mr. Riely: All right, we'll write page one of two at the top 

of that, under Schedule D-three, and I will move to the Com
mission that it be stricken from the record. 

Commissioner Hooker: What is that page1 
page 141 ~ Mr. Riely: Page one of two of Schedule D

three. 
Commissioner Hooker: Reproduction cost, of course, is not 

admitted. 
Mr. Staples: What is the caption at the top of thaU 
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Mr. Riely: Princess Anne Utilities Corporation Determina
tion of Rate Basis, December 31, 1968. 

A. Your Honors, there are some footnotes here which 
should be part of page two of two. In fact, footnote three 
on page two refers to the footnote on page one and suggests 
the top part should be stricken, if it's going to be stricken. 

Mr. Staples: This is the sheet-
Commissioner Hooker: Whatever relates to reproduction 

cost will be stricken. 
A. Yes, Sir. 
Mr. Staples: These are sheets, Mr. Riely, that were sub-

mitted later1 
Mr. Riely: No, this is the one in the book. 
Mr. Staples: But page two of two would be-
Mr. Riely: Page two of two came in the mail the other 

day. 
page 142 r Commissioner Hooker: I think it is clear in 

the record. Now, anything that is reproduction 
cost will not be considered. Go ahead. 

Mr. Riely: 
Q. Well, let's look at page two of two. What is this twenty 

thousand dollars for Hampton Roads Sanitation DistricU 
A. As shown in Footnote three-
Q. What is shown in footnote three1 Footnote three said 

Exhibit D, Schedule D-three, page one. 
A. Right, and so if you ref er to page one, you will find 

the answer, which says that that relates to the Hampton 
Roads Sanitation District rate schedule. In other words, 
as I understand, there is a prepayment of twenty thousand 
dollars. 

Q. There is a prepayment of twenty thousand dollars that 
is required just to connect up, regardless of anything else 1 

A. I think the situation is this and-
Q. Have you read the rate schedules of Hampton Roads 

Sanitation District 1 
A. Yes, Sir. 

page 143 r Q. You have1 ·well then, you ought to be able 
to give us exactly why this twenty thousand dol

lars is required, can't you 1 
A. Well, I understand that they require payment in ad

vance and basically, Princess Anne Utilities request pay
ment from its customers after the quarter has been passed. 
And so this is working capital, in effect. They would have 
to make prepayments to the Hampton Roads Sanitation Dis
trict. 
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Q. And this is the exact figure required by the rate sched-
ule of Hampton Roads Sanitation DistricU 

A. This is an estimate of what they would have to pay. 
Q. Who made that estimate? 
A. Mr. Sherman provided me with that figure. 
Q. Mr. Sherman provided you with that figure and you 

did not make that estimate yourself? 
A. No, Sir. 
Q. You said you had read the tariff schedules of Hampton 

Roads Sanitation District. 
A. Yes, Sir. 1 

Q. Could you confirm this estimate made by Mr. Sherman 
from reviewing those schedules? 

page 144 r A. Not just by reviewing the schedules, no, 
Sir. I would have to know the estimated con

sumption of Princess Anne Utilities customers. 
Q. And you didn't make a study of those? 
A. No, Sir. That would be quite an expensive study for 

me to make. 
Q. And you didn't make it? 
A. No, Sir. 
Q. Where did you get the number of customers shown on 

Exhibit D, Schedule D-one? 
A. Those were provided to me by the company and they 

represent the customers of the company. 

Mr. Riely: When you said

A. May I finish, please. 
Q. Sure. I beg your pardon. 
A. -the customers-the number of customers billed by 

Princess Anne Utilities Corporation as of August 31, 1968. 
That would be for the quarter starting in July. June, that 
is. June, July and August, so they represent the average 
number of customers for the year. 

Q. Well, what was the number of customers being served 
at August 31, 1968? 

page 145 ~ A. I will-the answer is shown on Schedule 
D-one, four thousand, seven hundred fifteen resi

d~ntial cust~mers, four hundred eighty apartments; ninety
six commercial customers. 

Q. Those were the customers actually being served in Au
gust 31, 1968? 

A. Yes, Sir. 
Q. Well, what does that little word "average" at the top 

of that column mean? 
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A. There must be an intermediary figure which it would 
have to be in order to derive the estimated revenue that 
represents an average figure. This is a common practice 
in industry to do this. 

Q. So you are assuming that-what is your test year~ 
A. 1968. 
Q. The calendar year~ 
A. 1969. I'm sorry. 
Q. Test year of 1969 ~ 
A. Yes. 
Q. The calendar year 1969 ~ 

A. The calendar year of 1969. Yes, Sir. 
page 146 r Q. And you are using the actual number of 

customers at August 31, 1968 as a measure for 
the test year, 1969, is that correct~ 

A. Yes, Sir, because the costs are matched to the test 
year, 1969, so you have a proper matching of revenue and 
cost. 

Q. So when somebody testified this morning that the word 
"average" at the top of that column meant that those were 
not the actual customers at August 31, 1969, his testimony 
was in error. Is that correcU 1968. 
· A. The testimony that I heard that they were not the 
actual customers as of December 31, 1968. They are the 
actual number as of August 31, 1968 and there is a proper 
matching of revenues and cost. 

Q. And you took that as mid-year in your test year, 1969, 
is that correcU 

A. Yes, Sir. 
Q. I see. 
A. You can't think of this alone. You have to think of 

this in relation to the cost, which was testified by Mr. Sher
man. He used as his 1969 estimated cost of 1968 basis as 

is common in the industry to do that. 
page 147 r Q. But if you used cost related to the fiscal 

year ended August 31, 1968, wouldn't it have 
been more realistic for you to use the actual number of cus
tomers six months prior to the end of that test year-

A. No, Sir, it is not-
Q. -to reach an average for that test year~ 
A. It is not my understanding that he used cost based 

on the year ended August 31, 1968. That is contrary to fact. 
That assumption is contrary to fact. 

Q. What cost did he use~ 
A. He used the cost in 1968, it is my understanding. 
Q. The cost in the calendar year 1968 ~ 
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A. Yes, as adjusted to reflect the abandonment of the 
treatment plant. 

Q. And he used the cost for maintenance and payroll for 
the calendar year, 1968, is that correcU 

A. May I just take a minute to check~ 
Q. I thought you just gave me an answer to that question. 
A. Well, since you sound so persistent, I want to check. I 

am sorry. I am mistaken. It is for the year 
page 148 ~ ended August 31, 1968. I was mistaken. 

Then, since he used cost for the year ended 
August 31, 1968, it is not proper, is it, to say that the custo
mers at August 31, 1968 are "average" for that cost year~ 

A. I believe it is proper as an average for the test year, 
which is the year 1968 adjusted for known changes. 

Q. It is an average of what, could you tell me¥ 
A. Well, it will-
Q. Wait. Excuse me. When I average two and six, I add 

two and six and divide by two and get four. Now, when I 
look at the average number of customers, what have you 
added together and divided by something, Mr. Larson~ 

A. I didn't-excuse me, I did not do it that way, Sir. 
Q. You did not do it that way~ Well then, is it really an 

average~ 

A. It represents the average even though it is a point of 
time figure. It is the estimated number of custo

page 149 ~ mers which will produce the revenue shown there 
for the test year to property amassed against the 

cost as shown by Mr. Sherman. 
Q. Exhibit D, Schedule D-one, Footnote three says, "calcu

lated at five times the residential rate based on average 
water consumption." "\Vhere did you get that average water 
consumption and what was the basis for any calculation that 
you made concerning it¥ 

A. I got this information from the records of the company. 
Q. What information did you get from the records of the 

company¥ 
A. The water consumption of each of the commercial cus-

tomers. 
Q. How many commercial customers were there 1 
A. Ninety-six. 
Q. You got the consumption for each of the commercial 

customers¥ 
A. Yes, Sir. 
Q. What was that consumption 1 
A. I have work papers which show-
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Q. Do you have your work papers with you~ 
page 150 r A. -what it is for each. 

Q. Do you have the aggregate for all commer-
cial customers~ 

A. Yes, Sir. Sure. 
Q. May we have it, please 1 
A. May I leave the stand' 

Note : Witness Returns to Stand and Looks Through Work 
Papers. 

A. Sir, it was not necessary for me to get a total. I have 
the individual figures here which, if someone takes an adding 
machine and adds them up-what I did is calculate the factor 
for each of these commercial customers and used that factor. 

Q. Tell me how you-
A. It comes out four point nine nine. 
Q. Tell me how you computed that factor. 
A. You compute a factor for each commercial customer. 
Q. What factor-what did you divide by whaU 
A. I divided the consumption of each of the commercial 

customers-the water consumption by the average water con
sumption for the average residential customer, which is 

twenty-four hundred cubic feet per quarter. 
page 151 r Q. Yes' 

factors
A. And added up the factors-the ninety-six 

Q. And divided by ninety-six 1 
A. Right. 
Q. And it came out to four point nine nine. Is that correcU 
A. Yes, Sir, I have the work papers here. 
Q. Now, let's turn to Schedule D-two. Where did you get 

your depreciation figure 1 
A. The depreciation figure is footnoted to Exhibit B. That 

is Mr. Sherman's exhibit. 
Q. Mr. Sherman had so many Exhibit B's. I wish you would 

tell me which one. 
A. Yes, Sir. 
I am referring to page thirty-one of Exhibit A. 
Q. I see. 
A. And the amount is seventy-six thousand, three hundred 

thirty-one dollars and twenty cents. 
Q. Now, amortization of sewerage treatment facilities

are they in fact being amortized on the books in 
page 152 r the company1 
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A. I do not know. 
Q. You do not know. Do you know when they were con

structed~ 
A. Not exactly. These were the treatment facilities-I do 

not know how long nor do I know if they were constructed 
in one piece. 

Q. And the value that you used is the replacement value 
provided by Mr. Chewning, is that correcU 

A. Yes, Sir, I do not know how else you could get that 
:figure. 

Q. So again, you are using replacement value by Mr. Chew
ning. Is that correct~ 

A. Well, it may be the same as the original cost-as esti-
mate of the original cost. 

Q. But you don't know. 
A. No, I just had the information shown in my footnote. 
Q. What is the basis for the estimate of rate case expense~ 
A. That is estimated on a total cost of twenty-five thou-

sand dollars amortized over three years, a com
page 153 r mon basis for amortization. 

Twenty-five thousand dollars is the absolute 
cost of this case, is that correcU 

A. Yes, Sir. 
Q. Now, for income taxes I guess we have to go to the next 

page, do we noU Now, you state in the last item on that page, 
"assuming a bonded indebtedness of seventy-five per cent 
of two million, nine hundred twenty-nine thousand, seven 
hundred fourteen dollars." You are familiar with Mr. Sher
man's report showing a balance sheet of the company, are 
you not~ 

A. Yes, Sir. 
Q. And I believe that shows a-not a tax balance sheet, 

but as Mr. Sherman testified, a balance sheet prepared in 
accordance with the Uniform System of Accounts, does it 
noU 

A. Yes, Sir. 
Q. And the stockholders' equity, if I read that balance 

sheet correct, is a deficit of two hundred forty-three thousand, 
seven hundred eighty-three dollars and eighty-four cents. Is 

that correct~ Do you have a copy of it there~ 
page 154 r A. No, Sir. 

The stockholders' equity as I would read that 
balance sheet, would be the sum of three million, two hundred 
thirty-three thousand, eight hundred forty dollars and 
thirty-nine cents; and ten thousand dollars of capital stock. 
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Q. Oh, you say contributions in aid of construction are 
part of the stockholders' equity7 

A. Yes, with the exception that I would deduct that part 
of the contributions actually contributed by the customers
the twenty-eight thousand, seven hundred dollars. 

Q. We are not going to have to get in that customer argu
ment again, are we, Mr. Larson 7 

A. Not if you don't want to. 
Q. I don't think I do. But the three million, two hundred 

thirty-three thousand, eight hundred forty dollars and 
thirty-nine cents was not contributed by any stockholder, was 
iU 

A. Since Mr. Aragona is the sole stockholder, I believe 
that most of it was contributed by him. My understanding 
is that none, except the twenty-eight thousand dollars was 

contributed by customers. 
page 155 ~ Q. It was contributed as-

A. Certainly the incidence of that contribution 
was not, did not go to the customer. 

Q. Are you familiar with the uniform system of accounting1 
A. Yes, Sir. 
Q. Well, Mr. Larson, if this were a contribution to capital 

by Mr. Aragona, would it probably have been accounted un
der a contribution in aid of construction, category1 

A. Not if it were a capital stock item. If it were a dona-
tion, it probably would be reported as it is reported here. 

Q. So it wasn't a capital stock item, was it~ 
A. It seems to me it is a capital donation. 
Q. And it all came from Mr. Aragona, except the twenty

eight thousand dollars, is that correct1 
A. Well, Mr. Sherman has the breakdown. Some came 

from builders, associated builders, some came from non-as
sociated builders. 

Q. But you don't put bonded indebtedness against all that, 
even though there is no possible need for it in 

page 156 ~ the capital structure of the company, is it7 
A. My assumption, Sir, is that to a willing 

buyer who would pay the fair market value for this property, 
he could finance the property, using seventy-five per cent 
bonded indebtedness and thus would have this interest de
duction for tax purposes. 

Q. So you would think that a willing buyer would be will
ing to pay, say, three million dollars for this property, is 
that correcU 

A. Yes, Sir. ~rhat is the fair market value. 
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Q. And would he be permitted to in any normal rate pro
ceeding to earn a return on the basis of the purchase price 
of three million dollars? 

A. Yes, he would be allowed, except for that small part 
which is contributed by customers. 

Q. But you have got to admit, or would you admit, excuse 
me, I shouldn't have addressed it that way, that this com
pany, on its present balance sheet, has no need for two mil
lion dollars of bonded indebtedness, does it? 

A. Well, I couldn't agree with you. This may be a very 
expensive way to finance the operation. I would 

page 157 r think it is, to have a one hundred per cent 
equity, as shown here-practically a hundred 

per cent. 
Q. Supppose it went out and sold two and a quarter mil

lion dollars worth of bonds. What would they do with that 
capital, do you lmow? Could you guess? 

A. May I have the question read~ 
Q. Is there any need for two and a quarter million dol

lars of additional cash in this company, as shown by this 
balance sheet~ 

A. Well, not for expansion purposes, no. 
Q. So on what basis can you assume that, as a matter of 

fact, the company would go out and sell two million and a 
quarter dollars worth of bonds~ 

A. Well, that is not my assumption. My assumption is that 
a willing buyer would finance it using two and a half mil
lion dollars in bonds. 

Q. Well, are we establishing rates for this company or for 
a willing buyer for this company? 

Chairman Catterall: Aren't we getting into
Commissioner Hooker: I don't see why you are bringing 

all that up, myself. One time you want it in and one time 
you want it out. 

page 158 r Mr. Riely: 
Q. Well, your income tax figure is based on the 

assumption of this interest deduction for bonds that are not 
shown on the books of the company, is that correct? 

A. Yes, Sir, it would be much higher if you assumed the 
one hundred per cent equity as shown on the balance sheet 
prepared by Mr. Sherman. 

Q. The bonded interest is entirely correct? 
A. There is no bonded interest. 
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Mr. Riely: I have no further questions. 
Commissioner Hooker: Stand aside, if there is nothing 

else of this witness. 
Mr. Staples.: No questions, your Honor. 
Commissioner Hooker: Is that all for this witness~ 

Note : No response. 

Witness Stood Aside. 

page 159 r Commissioner Hooker: The Commission will 
reeess until two o'clock. 12 :50 P. M. 

2 :00 P. M. The Commission resumes its session. 

Commissioner Hooker: All right, Mr. Kellam. 
Mr. Kellam: If it please the Commission, again without 

being persistent, I would like to move-
Commissioner Hooker: You say without being persistent~ 
Mr. Kellam: Yes, Sir, I would like to move the Commission 

to admit the testimony of Mr. Chewning on the basis that 
almost the total cross examination or a large part of the 
cross examination of the City of Virginia Beach and Mr. 
Riely has been directed to the very point that he has been 
objecting to and it seems to me, by his own cross examina
tion, he has raised the issue and now the matter is before 
the Commission and the testimony should be admitted. 

Commissioner Hooker: The ruling the Commission for
merly made stands. Mr. Riely, do you have any 

page 160 r testimony~ 
Mr. Riely: Yes, your Honors. I tendered to 

the Commission at the time stated by the Commission's order 
the testimony of nine witnesses with related exhibits. I was 
informed by Mr. Kellam and Mr. Staples that they did not 
desire the first six of these witnesses available for cross 
examination and accordingly I ask the Commission to copy 
into the transcript the testimony of Paul Johnson, Thomas 
E. Humphreys, Donnell P. Davis, Glenn B. McClanan, Mrs. 
E. E. McAlpin, and Mrs. B. C. Yoder, with two exhibits ten
dered by Mr. McClanan and one exhibit tendered by Mrs. 
Yoder. 

Commissioner Hooker: Any objection to thaU 
Mr. Kellam: Yes, your Honor, we object to the admission 

and I think that it is well stated by the first witness and the 
question asked, "You and your association are then still 
opposed to this rate increase~" and his answer is, "Yes, 
we are. We do not purport to know the technique to establish 
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rates, but we are convinced that the rate increase sought 
by this company is out of line." Now we are here on a hear
ing for a rate increase and if their testimony does not re-

late to a rate increase, and none of them do, 
page 161 r their only objection to a rate increase without 

having any basis for objection-
Commissioner Hooker: They are just opposed to a rate 

increase. That is all that it amounts to. 
Mr. Kellam: Just opposed to a rate increase-yes, and, 

therefore, I move to exclude them. 
Chairman Catterall: The evidence can go into the file. 
Commissioner Hooker: Yes, the evidence won't be excluded, 

of course. 
Mr. Riely: I cannot deny that goes to the weight of the 

evidence, but it does not go to it-admissibility. 
Commissioner Hooker: No, that is right. 
Mr. Staples: They could be entered just as the two hun-

dred ninety-three letters we have received. 
Commissioner Hooker: Yes. 
Mr. Riely: I now have three other witnesses
Mr. Staples: I would like to add-
Mr. Riely: I beg your pardon. 
Mr. Staples :-that the Commission Staff has visited these 

persons since one or two of them did come in upon a service 
defect, and we have investigated the service de

page 162 r feet. 
Commissioner Hooker: All right, Mr. Riely. 

Mr. Riely: I now have three other witnesses, the first 
of whom is Mr. Scott, City Manager of Newport News and 
I ask that he come around. Virginia Beach-I beg your 
pardon-I crossed the water too fast. 

Commissioner Hooker : You are getting him closer to Rich
mond all the time. 

ROGER M. SCOTT, a witness introduced on behalf of 
the Intervener, being first duly sworn, testified as follows: 

DIRECT EXAMINATION 

By Mr. Riely: 
Q. Mr. Scott, you are the Roger M. Scott whose testimony 

consisting of eight pages and five exhibits, I believe-let me 
check that-has been prepared and tendered in this case, 
are you not~ 

A.. Yes, I am. 
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Q. And if I were to ask you the question there you would 
give me the answers except in one particular, I believe, isn't 
that correcU 

~'1.. That is correct. 
page 163 ( Q. Would you point out to the Commission the 

on•:i error that I made in helping you prepare 
your testimony7 . 

A. Yes, Sir, on page seven-the second answer relatmg 
to North Gate. It was recorded in King's Grant and, in fact, 
North Gate is in Kennett Grove. 

Q. Kennett Grove 7 
A. Right. 
Q. K-e-n-n-e-t-U 
A. I would 2.ssume that spelling is correct. 

Mr. Riely: If it please the Commission, I offer the testi-
mony of Mr. Scott and submit him for cross examination. 

Q. Please state your residence. 
A. I live at 4504 Par Drive, Virginia Beach, Virginia. 
Q. What is your occupation~ 
A. City Manager of the City of Virginia Beach, Virginia. 
Q. How long- have you held the position of City Managed 

~'\_. Since July 1, 1968. 
page 164 ( 1Q. Prior to that time by whom were you em

ployed~ 
A. I was Assistant City Manager of the City of Virginia 

Beach. 
Q. And how long did you hold this position 7 
A. Since March 1, 1965. 
Q. What is your previous experience~ 
A. I was Afsistant City Manager in Albany, Georgia, for 

three and a half years. I was also Assistant Planning Engi
neer for the City of Roanoke prior to that time. 

Q. Mr. Scot·:, what is the interest of the City of Virginia 
Beach in this proceeding? 

A. The City of Virginia Beach is vitally interested in this 
proceeding in two ways: First, the City Government is, of 
course, the representative of all citizens of the City and is 
anxious to be of all assistance to the citizens and to the Com
mission so that the Citizens will not pay more than a proper 
rate for sewera.ge service. That is the principal interest, but 
the City also has a more immediate interest within the area 

served by Princess Anne Utilities Corporation. 
page 165 ( There are seven schools now operating in its 
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service area and there will be two additional 
schools in operation within the very near future. There are 
also one fire station, one library and one communication cen
ter. 

Q. What would be the effect on the City if the rates re
quested in this proceeding would be granted~ 

A. During 1968, the City government paid Princess Anne 
Utilities Corporation approximately four thousand two hun
dred ninety-SL"'>: dollars for sewerage services. When the two 
new schools are added our charge would be five thousand 
four hundred ninety-six dollars under the present schedule. 
Assuming the same proportionate increase as for residential 
customers, our estimates are that if the new rates are put 
into effect the additional cost to the City of sewerage ser
vice, including the charges made by Hampton Roads Sanita
tion District, will be about nine thousand four hundred dol
lars, making a total charge of nearly fifteen thousand dol
lars. This is an increase of one hundred seventy-five per 
cent. This increased expense of nine thousand four hundred 
dollars is an amount that the City would have to pay an
nually from now on and this is an amount that the City can 

ill afford to pay. 
page 166 ~ Q. Mr. Scott, I hand you what purports to be 

a copy of a letter dated December 10, 1965, from 
Mr. John Aragona, addressed to Mr. W. Russell Hatchett, 
City Manager. I ask you, are you familiar with that letter~ 

A. Yes, I am. 

Mr. Riely: Your Honor, I would like to introduce this 
letter as Exhibit No. RMS 1. 

Commissioner Hooker : It will be received as Exhibit No. 
RMS 1. 

Q .. In .t~is letter, Mr. Ar.agona suggests the sale to the City 
of V1rg1ma Beach of Prmcess Anne Utilities Corporation 
and Aragona Utilities Corporation, does he not~ 

A. Yes, he does. 
Q. Does he state the price for which he would be willing 

to sell~ 
A. Yes, he does. The price is two million, four hundred 

thousand dollars. 
Q .. poes he a~locate the pur?hase price between Aragona 

Utilities and Prmcess Anne Utilities 1 
A. No, he does not. 

Q. Did the City accept that offer~ 
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page 167 ~ A. No, we did not. 
q. Mr. John Aragona, Jr., has filed with his 

testimony a copy of a letter dated June 15, 1966, from Mr. 
Hatchett to Mr. Aragona, Sr., in which Mr. Hatchett states 
that he is willing to recommend that the two utilities be 
purchased for one million dollars. Are you familiar with 
that letter? 

A. Yes, I am. 
Q. Was that proposal accepted by Mr. Aragona? 
A. No. 
Q. In his testimony Mr. Aragona, Jr., states the following: 

"The City then had an appraisal as it was considering a 
condemnation of the Utility. When the appraisal came in, 
it was apparently so high that the City gave up its idea of 
condemnation." 

To your knowledge was there any appraisal made of the 
properties of Princess Anne Utilities Corporation by or on 

behalf of the City of Virginia Beach after June 
page 168 ~ 15, 1966? 

A. No. 
Q. Were you ever present at conversations between Mr. 

Aragona and Mr. Hatchett with regard to the sale to the 
City of Princess Anne Utilities Corporation? 

A. Yes, I was on several occasions. 
Q. Did Mr. Aragona ever in your presence make other 

offers to sell the properties of the utility corporations to 
the City? 

A. Yes, he did. 
Q. What was the purchase price? 
A. Mr. Aragona said to Mr. Hatchett that he would sell 

the corporations to the City for one dollar per quarter per 
customer, the purchase price to be paid over a long period 
of time, perhaps fifty years, and that the City could make 
money on the deal without increasing rates. 

Q. Did Mr. Hatchett recommend acceptance of this pro
posal? 

A. No, indeed he did not. 
Q. Has Mr. Aragona sought to initiate negotiations for the 

sale of the corporations to the City within this year? 
A. Yes, sometime in the area of last fall, 1968, 

page 169 ~ Mr. Ar~gona approached me as City Manager 
and agam requested that we consider the pur

chase of his utilities. I told him that it was my understand-
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ing that the utilities were initially conc~ived i1?- ord.er that 
he might be able to develop the property m a residential area 
because sewer service was required before it could be de
veloped, that it was my further understanding that the utili
ties were not considered as a money making venture, and 
that, in my judgment, he had achieved his initial d~si~es 
and had had sufficient time to amortize the cost of this m
stallation. I suggested to him that he give the utilities in 
their entirety to the City of Virginia Beach. 

Q. Did he take you up on this proposal 1 
A. No, he did not. 
Q. Are any negotiations now pending with the City~ 
A. No. 
Q. Are you familiar with Ordinance No. 205 adopted by 

the Council of the City of Virginia Beach on April 24, 19677 
A. Yes, I am. 

page 170 r Mr. Riely: Your Honor, I would like to intro
duce Exhibit No. RMS 2. 

Commissioner Hooker: It will be received as Exhibit No. 
RMS 2. 

Q. What was the occasion of the adoption of this ordi
nance? 

A. The City constantly received numerous complaints 
about all of the utilities concerning service and repair ac
tivity. 

Q. Were these utilities making adequate response during 
off-hours 1 

A. No, they were not. 
Q. Since adoption of this ordinance, have you in your ca

pacity as City Manager received any complaints about the 
inability of customers to obtain service in other business 
hours? 

A. Yes, I have. I have, in particular, received complaints 
as to Princess Anne Utilities Corporation. 

Q. Have you made any effort to assist these customers 1 
A. Yes, I have called the emergency number listed and 

received no answer and at other times have been 
page 171 r informed by a telephone answering service that 

no service or repairs could be made until 9 A.M. 
on the following day. 

Q. In this connection, Mr. Scott, in your capacity as City 
Mana~er, have you r~ce~v~d at any time a complaint from 
the Director of the Virgmia Beach Health Department with 
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regard to the operation of Princess .Anne Utilities Corpora
tion 1 

A. Yes, on February 13, 1969, Dr. Madge D. May, Director 
of the Virginia Beach Health Department, and M. J. Owens, 
Chief Sanitarian, came to my office to report that raw sewage 
was flowing through N orthgate Court in the Kennett Grove 
area and presented me with five photographs. 

Q. Are these the five photographs that I now hand you 1 
A. Yes, they are. 

Mr. Riely: Your Honor, I would like to introduce these 
as Exhibit No. RMS 3. 

Commissioner Hooker: They will be received as Exhibit 
No. RMS 3. 

Mr. Riely: 
Q. What action did you take 1 

page 172 r A. I asked Dr. May to prepare a written re
port, which she did on the same day in the form 

of a letter and submitted the same to me. 
Q. Is the le"tter that I now hand you a copy of Dr. May's 

reporU 
A. Yes, it is. 

Mr. Riely: Your Honor, I would like to introduce this as 
Exhibit No. RMS 4. 

Commissioner Hooker: It will be received as Exhibit No. 
RMS4. 

Mr. Riely: 
Q. What action did you take1 
A. On February 25, 1969, I wrote a letter to Mr. John X. 

Aragona (Mr. Aragona, Jr.). 
Q. Is this a copy of that letter1 
A. Yes, it is. 

Mr. Riely: Your Honor, I would like to introduce this as 
Exhibit No. RMS 5. 

Commissioner Hooker: It will be received as Exhibit No. 
RMS 5. 

Mr. Riely: 
Q. I note that you state in this letter that 

page 173 r if a satisfactory solution is not reached the 
City would take legal action. Did you r~ceive 

a reply from Mr. Aragona 1 
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A. No. 
Q. Has legal action become necessary? . 
A. No. So far as I am aware, this problem has not arisen 

again and consequently legal action has not been instituted. 
I am, however, prepared to take legal action if the situation 
again arises. 

CROSS EXAMINATION 

By Mr. Kellam: 
Q. Mr. Scott, on page two of y~ur testimony y~~ say that 

your interest here is to be of assistance to the citizens and 
to the Commission, so that the citizens will not pay more 
than a fair rate for sewerage services. That is the basis 
that you appear here? 

A. That is correct. 
Q. And the present rate of four dollars per month you 

have considered to be a fair rate~ 
A. Yes, Sir. 
Q. And you say that that rate has been charged for how 

many years, do you know? How many years 
page 174 ~ have they charged that rate? 

A. I do not know about the numbe:J! of years. 
I would suspect since the inception of the sewer installation 
in 1959. 

Q. Yes, and you will admit that since 1959 all operating 
costs have gone up, will you noU 

A. Yes, I will. 
Q. And, therefore, if that was a fair rate then they would 

be entitled to an increase in that rate just on that basis 
alone, would they not~ 

A. No, I think not. 
Q. Well, would you explain to us why you think they would 

not be entitled to an increase, in view of the increase in all 
costs of service? 

A. It is a very difficult problem for an administrator to ex
plain. It soundR more like a problem for an engineer or for 
an accountant. But the increase in their business would 
certainly, if they had a proper ratio of profit, would increase 
their income. 

Q. You feel because they are serving more customers that 
they ought to get more profit? Is that the idea? 

page 175 ~ A. I did not say more profit. They should 
have a reasonable profit. 

Q. They should have a reasonable profit? 
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A. Yes, Sir. 
Q. Now, is it not true that you, as City Manager of the 

City of Virginia Beach in the past year have sought a sub
stantial increase in the amount of taxes 1 

A. I have, Sir. 
Q. For the city1 
A. Yes, Sir. 
Q. And that is-

Mr. Riely: If it please the Commission, I don't consider 
that that is relevant. 

Commissioner Hooker: That is proper in a case of this 
kind. 

Mr. Riely: Very well, Sir. 
Mr. Kellam: And that has been due to the fact that cost 

of service has been increased, has it not 1 
A. That is correct. It is a public institution and not a 

private institution and not controlled on a profit motive, 
though. I think you will have to understand that. 

Q. I understand that. I am coming to that, but 
page 176 ~ the cost of labor has gone up, has it not1 

A. Yes, it has. 
Q. And the cost of material 1 
A. That is right. 
Q. And so, of course, this company has been faced with 

the same thing that the city has been faced with, has it not? 
A. Yes, Sir. 
Q. All right, now, is it not true that the city operates 

some sewerage facilities 1 
A. Yes, we do. 
Q. And what rates do you charge1 
A. We charge ten dollars fifty cents per quarter for simi-

lar treatment. 
'Q. Ten dollars fifty cents per quarter 1 
A. Yes, Sir. 
Q. Well, is it not true on some of your facilities you charge 

exactly the same price that these parties charge 1 
A. I believe all our facilities for sewerage treatment are 

based on ten dollars fifty cents per quarter. 
(~. I see. Did you calculate that rate, Mr. 

page 177 ~ Scott 1 
A. No, Sir, I hire professional specialists to 

run my sewerage department. I do not attempt to do it all 
from my office. 
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Q. I see. So you are charging a dollar and a half less than 
they are charging, at the present time. 

A. That is right. 
Q. Now how much did that cost-if you can tell me-how 

much of that cost is actually the cost of operating-opera
tion of this facility is actually absorbed in the amount of 
money that you get from the customers 1 

A. I would not be able to tell you that, Mr. Kellam. 
Q. And if it is not all absorbed, the rest of it is paid for 

out of the general fund, is it not, supplemented by taxes 1 
A. On your supposition that if it is not, that would have to 

be true. 
Q. Yes, and you have not sought and do not have the 

figures to determine at this time whether or not the ten dol
lars fifty cents is actually paying your cost of operation, do 

you1 
page 178 r A. Yes, Sir, I think it's paying our part of the 

operation. 
Q. Do you have the figures here which support thaU 
A. No, Sir. 
Q. You do not have those figures and you do not know. 

Now, as compared with this facility, you pay no income 
taxes, do you 1 

A. No, Sir. 
Q. And you pay no personal property tax, do you¥ 
A. No, Sir. 
Q. And you operate that facility as a part of the city's 

function and can use personnel both for the operation of this 
plant and for other purposes, is that not true 1 

A. We could, but we don't. 
Q. I see. You could do it, but you don't. 
A. Yes, Sir. 
Q. How many facilities does the city operate¥ 
A. Mr. Kellam, I couldn't say for sure. I think the city 

probably has five such facilities. 

Mr. Staples: Your Honor, is your ruling with 
page 179 r regard to the taxes extend to the comparison

Commissioner Hooker: This case is a little dif
ferent from the usual case because of the city's position in 
this. I think it will be well to put this in. 

Mr. Kellam: Do you remember how many facilities you 
operate1 

A. I think we operate five such facilities. 
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Q. And how many customers do you have on the :five facili-
ties 1 

A. I do not know, Mr. Kellam. 
Q. You wouldn't have any idea 1 
A. No, Sir. It would be very difficult to remember. 
Q. I see. .A.s a matter of fact, hasn't the city laid some 

lines in the franchised area of this ApplicanU 
A. I think probably it has, yes, Sir. 
Q. And did you come to this Commission and ask for per

mission to lay these lines in the franchised area that belongs 
to this utility 1 

A. I don't think, according to the advice of 
page 180 ~ our city attorneys we have to do that. 

Commissioner Hooker: They don't have to. We 
don't have any jurisdiction over them. 

Mr. Kellam: 
Q. I see. Well, did you get permission from Mr. Aragona 

to lay lines in his franchised area 1 
A. I don't think there is anything that requires us to ask 

him if we can lay lines in his certificated area. 
Q. I see. So that if you feel lilrn that, any time that you 

want to the city can move in and take from him an area 
that has been granted to him as a franchise by this Com
mission? 

A. In the public interest, yes, Sir. 
Q. I see, and you felt lilrn it was in the public interest for 

you to install certain lines within the franchised area of this 
utility? 

A. I must have assumed that, yes, Sir. 
Q. Yes. Now, have you calculated and do you have any 

figures that will show that you can furnish these customers 
sewerage and treatment any cheaper than the present utility 
is furnishing them sewerage 1 

A, That was not my point to be here and show 
page 181 ~ that we could do it cheaper. I do not think that 

is in my testimony. 
Q. "Tell, is that not. the very purpose that you are appear

ing here, to see that the citizens get the best rates that can 
be given to them 1 

A. That they don't pay more than a proper rate for their 
sewerage service. That is correct. 

Q. Well, and the proper rate is the best rate that can be 
furnished to him with a reasonable return to the . man who 
is furnishing him, isn't it? 
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A. That is correct. 
Q. All right. Now, have you calculated that you can fur

nish this sewerage to this area any cheaper than the present 
franchisee? 

A. No, Sir, I do not think I am in a position to calculate 
that, being a general administrator and not a specialist in 
sewerage treatment. 

Q. Well, in the interest of the citizens of the city, would 
it not be your function to see whether or not you could fur
nish it cheaper than this utility that was already there~ 

A. That is correct, it would be. 
page 182 ~ Q. And you have not yet calculated that? 

A. We have not made an attempt to take over 
the certificated areas of the private utilities, that is correct. 

Q. Well, Mr. Scott, then you don't presume to say to the 
Commission that the figures that we are asking for is un
reasonable. You are only asking the Commission to deter
mine what is a fair figure and to permit that to be charged. 
Is that what you are saying? 

A. In my personal opinion, they are unreasonable, but we 
would certainly request your Honors to determine what is 
a fair and equitable price. 

Q. Well, but you really have no figure basis to show that 
they are unreasonable, do you? 

A. I think I can use the same thinking that you do-that 
there has been certain increases and I don't think anybody 
can justify a hundred and forty, per cent increase in the 
last ten years. 

Q. Well, what percentage of increase were most of your 
taxes? 

A. Not a hundred and forty per cent, I don't think, Mr. 
Kellam. 

Q. What percentage would you say? 
page 183 ~ A. I do not know that our taxes are on trial 

here. 

Commissioner Hooker: I don't think the increase in taxes 
is proper. 

Mr. Kellam: All right, Sir. 

Q. Now, in your testimony you were asked the question, 
"To your knowledge was there an appraisal made of the 
properties of Princess Anne Utilities Corporation on behalf 
of the City of Virginia Beach, after June 15, 1966?" That 
is on page four of your testimony. 
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A. Yes, Sir. 
Q. It was not made after June 15, 1966, but you had one 

made prior to that, did you noU 
A. Yes, we did. 
Q. I see, and what was the purpose of having that ap

praisal made 1 
A. Mr. Aragona had made several approaches to the City 

that we purchase the utilities and in order to try to establish 
a price-a value-for his utility, we did ask that the ap
praisal be made. 

Q. And have you seen that appraisal1 
A. Yes, Sir. 

page 184 r Q. Can you tell the Commission how much 
those facilities were appraised f or7 

A. Not to the specific dollar-I don't have the appraisal 
here. 

Q. Well, tell them approximately. 
·A. About two million dollars. 
Q. About two million dollars. Now, did you ever make an 

offer to Mr. Aragona to pay him the appraised value of those 
facilities 1 

A. No, Sir, we did not. 
Q. But you made an offer to him to acquire the facilities, 

didn't you1 
A. Yes, Sir, we made a counter offer, I believe. 
Q. Yes, and the offer that you made to him was just about 

one half of that figure, was it noU 
A. That is correct. 
Q. And you did not expect Mr. Aragona to accept it, did 

you1 
A. Yes, we expected him to consider it. It was a counter 

offer to an offer that was originally made by him. 
Q. I see. 

page 185 r A. In negotiations, usually there are offers, 
counter offers and counter counter offers. 

Q. I see, but when you had the facility appraised, you had 
it appraised to determine its fair value, didn't you 1 

A. That is correct. 
Q. And that is what you expected to pay for it, wasn't iU 
A. Not necessarily. 
Q. You thought you could buy it for less than its fair 

value1 

Commissioner Hooker: We don't think that will help us 
in deciding this case. 

Mr. Kellam: All right, Sir. 
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Q. Now, Mr. Scott, you testified-let me ask you this. Does 
the City of Virginia Beach tax this facility~ 

A. Yes, Sir. 
Q. They do tax iU 
A. Yes, Sir. 
Q. Now, but in your testimony I believe you testified that 

you thought Mr. Aragona ought to give the 
page 186 r facility to the City of Virginia Beach. 

A. That was a statement that I made to Mr. 
Aragona, yes, Sir. 

Q. And why did you think Mr. Aragona ought to give it 
to them~ 

Commissioner Hooker: I don't think that has anything to 
do with this. 

Mr. Kellam: All right, Sir. All right, Sir. 

Q. Mr. Scott, when the appraisal was made, that was in 
1966, wasn't iU 

A. 1965. 
Q. In 1965~ 
A. Yes, Sir. 
Q. And at that time the appraisal showed it was worth 

two million dollars~ 
A. I can't give you the exact figure, but it was close to that 

figure, yes, Sir. 
Q. All right. Thank you. 

Commissioner Hooker: Is that all~ 
Mr. Kellam: Yes, Sir. 
Commissioner Hooker : Do you have any questions~ 
Mr. Staples: No questions, your Honor. 

page 187 r RE-DIRECT EXAMINATION 

By Mr. Riely: 
Q. May I ask one question~ 

Chairman Catterall: You would just open up ten more. 
Mr. Riely: All right. In view of the pained expression, 

I will not ask it. 
Commissioner Hooker: Stand aside. 

Witness Stood Aside. 
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page 188 ~ Commissioner Hooker: Any more testimony~ 
Mr. Riely: Yes, your Honor. Mr. Clough 

CARROLL G. CLOUGH, a witness introduced on behalf 
of the Intervener, being first duly sworn, testified as follows: 

DIRECT EXAMINATION 

By Mr. Riely: 
Q. Mr. Clough, you are Carroll G. Clough 1 
A. That is true. 
Q. And it is your testimony, consisting of five pages and 

three exhibits that has been prepared and presented here? 
A. Yes, Sir. 
Q. And if I ask you those questions you would give me the 

answers that are shown in that testimony? 
A. Yes, Sir. 

Mr. Riely: If it please the Commission, I ask that Mr. 
Clough's testimony be copied into the record and that his 
exhibits be admitted in the record and I tender him for cross 
examination. 

Commissioner Hooker: They may be admitted. 

Mr. Riely: Please state your residence. 
page 189 ~ A. I reside at 5229 Lake Shore Road, Virginia 

Beach, Virginia. 
Q. What is your present occupation 1 
A. Purchasing Agent, City of Virginia Beach. 
Q. How long have you held this position 1 
A. Since January 1, 1963. 
Q. Have you at any time held any position with respect 

to utilities 1 
A. As a member of the Board of Supervisors of Princess 

Anne County. . 
Q. What was the period of time of service1 
A. From 1955 to 1962. 
Q. Were you ever a member of the Princess Anne County 

Water and Sanitation Authority1 
A. Part of the time as a member of the Board of Super

visors, I was ailso Chairman of Princess Anne County Water 
and Sanitation Authority. 

Q. You were a member of the Princess Anne County Water 
and Sanitation Authority in January, 19621 

A. Yes, I was. 
Q. I hand you a copy of a letter dated January 17, 1962, 
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from the Executive Secretary of the State Water 
page 190 r Control Board to Mr. A. J. Chewning, III. It 

shows a copy sent to the Princess Anne County 
Water and Sanitation Authority. Are you familiar with this 
letter~ 

A. I have seen the letter among the records of the Princess 
Anne County. Water and Sanitation Authority. 

Mr. Riely: Your Honor, I would like to introduce this 
letter as Exhibit No. CGC 1. 

Commissioner Hooker: It will be received as Exhibit No. 
CGC 1. 

Q. Mr. Clough, would you read into the record the second 
and third paragraphs which pertain to the matter of con
nection of Princess Anne Utilities to new sewage facilities 
to be constructed by Hampton Hoads Sanitation DistricU 

A. These paragraphs read as follows: 

"The Board gave technical approval to the plans and 
specifications for the proposed 2.5 MCD enlargement to the 
present sewage treatment plant subject to the above outlined 
conditions. It must be understood that this treatment plant 

would either have to be discontinued in use or 
page 191 r modified to prevent the discharge of nutrients 

into the Lynnhaven River not later than the time 
that the Hampton Roads Sanitation District Commission has 
provided collection facilities for the area. It has been esti
mated by the Hampton Roads Sanitation District Commis
sion that thef'e facilities will be available some time during 
1964. 

"During your discussion this date with our staff you have 
proposed that temporary treatment facilities be installed in 
lieu of permanent facilities, previously approved. This is to 
inform you that we will approve interim facilities which shall 
be designed in accordance with the criteria established by 
the State Department of Health and this office. You may sub
mit plans for these interim facilities through the State De
partment of Health at your convenience." 

Q. Was it your understanding as a member of 
page 192 r the Princess Anne County Water and Sanitation 

Authority in 1962 that the treatment facilities 
of Princess Anne Utilities Corporation would be discon
tinued when the Hampton Roads Sanitation District was 
prepared to receive the effluent from that system~ 
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A. That was and is my understanding. 
Q. And was it your understanding in 1962 that the Hamp

ton Roads Sanitation District would be prepared to receive 
that effluent within three or four years? 

A. That was my understanding. 
Mr. Clough, are you familiar with the agreement dated 

September 25, 1962, between Princess Anne County and Prin
cess Anne Utilities, Incorporated, which was recorded in the 
Office of the Clerk of the Circuit Court of Princess Anne 
County in Deed Book 753 at page 380? 

A. Yes, I am. 
Q. Is this a copy of that agreement which I now hand you? 
A. Yes. 

Mr. Riely: Your Honor, I would like to introduce this as 
Exhibit No. CGC 2. 

Commissioner Hooker : It will be received as 
page 193 r Exhibit No. CGC 2. 

Q. Are you also familiar, Mr. Clough, with an 
agreement between Princess Anne Plaza Utilities and Hamp
ton Roads Sanitation District Commission dated the 23rd 
day of February, 1962, and recorded in the Clerk's Office of 
the Circuit Court of the City of Virginia Beach in Deed 
Book 852 at page 19? 

A. Yes, I am familiar with that record. 
Q. Is this a copy of that agreement which I now hand you? 
A. This is a copy. 

Mr. H.iely: Your Honor, I would like to introduce this as 
Exhibit No. CGC 3. 

Commissioner Hooker: It will be received as Exhibit No. 
CGC 3. 

Mr. Riely: 
Q. Mr. Clough, would you read Paragraph two of the 

agreement of September 25, 1962, into the record? 
A. The paragraph is as follows: 

" ( 2) It is further agreed that, upon the installation of 
sewage trunk mains adjacent to the lagoons, 

page 194 r the treatment of sewage at this site will be dis
continued and the sewage will be pumped to the 

sanitary facilities at no expense to the County of Princess 
Anne or the future City of Virginia Beach." 



96 Supreme Court of Appeals of Virginia 

William C. Overman 

Q. Mr. Clough, would you likewise read into the record the 
Paragraph three of the agreement of February 23, 19621 

A. The paragraph is as follows: 

"(3) On completion of the Commission facilities and con
nection thereto, the said Utility agrees to abandon all other 
treatment facilities serving the Utility System and to there
after deliver all flow arising within the franchised area (ex
clusive of overflow during emergency power failure or other 
breakdown), into the lines of the Commission at the locations 
designated and by means of facilities provided by and main
tained and operated at the expense of the Utility, and Com
mission agrees to accept and treat all sewage arising in 

said franchised area as designated on the at
page 195 ~ tached plat so long as the terms of this contract 

are complied with." 

Q. So, Mr. Clough, it is your testimony that from the time 
that the sewerage facilities of Princess Anne Utilities Cor
poration were expanded in 1962 it was contemplated that 
they would be connected to Hampton Roads Sanitation Dis
trict at the earliest practicable date; is that correct~ 

A. Yes. 
Q. And it was your understanding in 1962 that this linkup 

would take place within three or four years~ 
A. Yes. 

Commissioner Hooker: Any questions of this witness~ 
Mr. Kellam: Just one minute, Sir. We have no questions, 

your Honor. 
Mr. Staples: No questions, your Honor. 
Commissioner Hooker : Stand aside. 

Witness Stood Aside. 

page 196 ~ Mr. Riely: Mr. Overman, if you please. 

your Honors. 
May Mr. Clough and Mr. Scott be excused, 

Commissioner Hooker : Yes, they may be excused. 
Mr. Riely: Thank you. 

WILLIAM C. OVERMAN, a witness introduced on behalf 
of the Intervener, being first duly sworn, testified as follows: 
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DIRECT EXAMINATION 

By Mr. Riely: 
Q. You are William C. Overman~ 
A. Yes, Sir. 
Q. And your testimony, consisting of twenty-five pages 

and three exhibits, has been prepared and previously ten
dered to the Commission 1 

A. That is correct, Sir. 
Q. And if I were to ask you the questions that are shown 

in that testimony, you would give me the answers that are 
typed ouU 

A. That is correct. 

Mr. Riely: If it please the Commission, I tender the testi
mony and exhibits of Mr. Overman and ask that 

page 197 r his testimony be copied into the record; that the 
three exhibits be admitted to the record and ten

der Mr. Overman for cross examination. 
Commissioner Hooker: They will be received. 

Mr. Riely: 
Q. Please state your residence. 
A. 1000 South Bayshore Drive, Virginia Beach, Virginia. 
Q. What is your occupation 1 
A. I am a partner in the firm of Langley, McDonald and 

Overman, Consulting Engineers of Virginia Beach, Virginia. 
Q. What is your educational background 1 
A. I was graduated from Virginia Military Institute with 

a degree of Bachelor of Science in Civil Engineering in 1950 
and from the University of North Carolina with a degree of 
Master of Science in Sanitary Engineering in 1951. 

Q. What has been your professional experience since grad
uation from the University of North Carolina 1 

A. In 1951, I was a Civil and Sanitary En
page 198 r gineering Instructor in the Civil Engineering 

Department of Virginia Military Institute. In 
1952, and 1953, I was Post Sanitary Engineer for Fort Gor
don, Georgia, and a sanitary engineer in the Medical Service 
Corps of the United States Army in Germany. During this 
period I was responsible for water and sewerage facilities 
and supervision of other public health facilities and projects. 

In 1953, I became associated as a civil and sanitary en
gineer with the firm of Greeley and Hansen, Consulting En
gineers in Richmond, Virginia. I was responsible for pre
liminary studies, investigations, and reports of estimated 
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sewage flows and population, the development and design of 
facilities, such as intercepting sewers, interceptor and con
trol chambers, tidal gates, plant lay-out, and other structures 
for the sixteen million dollars sewage treatment and disposal 
project to serve the City of Richmond, Virginia. In 1954, I 
became regional engineer for the Bureau of Sanitary Engi
neering of the Virginia State Department of Health. I was 
responsible for the review of plans and specifications of pro
posed water and sewage treatment facilities, general super
vision of construction, instruction of operators, and inspec-

tion of such facilities upon completion in ap
page 199 r proximately thirty three counties of Virginia. 

In 1955, I became an associate engineer with 
the firm of Frank D. Tarrall, Jr., and Associates in Norfolk, 
Virginia. I was in responsible charge of investigations, pre
liminary studies, reports, design, and supervision of con
struction of sanitary engineering projects, including water 
treatment and distribution facilities, sewage treatment and 
disposal facilities, and drainage provisions for schools, 
subdivisions, motels, trailer parks, municipalities and other 
proposed developments. In 1958, I joined my present firm 
which was then known as Langley and McDonald. 

Q. While you were associated with Frank D. Tarrall, Jr., 
and Associates were you and was that firm engaged in activi
ties in Virginia Beach 1 

A. Yes. The firm was in charge of the design of many of 
the private utility facilities being constructed in Virginia 
Beach at the time and I worked on most of those projects. 

Q. When did you become a partner in your present firm, 
Mr. Overman 1 

A. In 1961, I became a partner in my firm, and the name 
of the firm was later changed to Langley, McDonald and 

Overman. 
page 200 r Q. would you describe some of the projects 

in which you have been engaged in the past ten 
years with your present firm. 

A. Our firm covers a very broad field. It is engaged in 
projects relating to railroads, highways, and airfields, and 
to foundations and structures. It has done a number of proj
ects relating to beach and shoreline erosion. It has been the 
engineering firm in charge of construction of water front 
and harbor development, railways, and yacht marinas. It 
has also had extensive experience in land development, drain
age and site improvements. We also are active in the fields 
of water supply, treatment and distribution and in sewage 
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collection, treatment and disposal. We have also had experi
ence in planning, land use and zoning in addition to other 
:fields. 

Q. What :fields have you had particular experience in your
self, Mr. Overman? 

A. The :fields in which I have been most actively engaged 
are those of water supply, treatment and distribution, sewage 
collection, treatment, and disposal; water and sewer utility 
planning, development and :financing; and annexation and 

merger cases. 
page 201 r Q. Mr. Overman, would you name some of the 

projects in the :field of water supply and sewage 
disposal, with which you and your :firm have been connected? 

A. Yes, we designed a water supply and distribution for 
three hundred homes for N ansemond Shores Water Company 
in N ansemond County, Virginia; water supply and distribu
tion for about four hundred homes in Lakeville Estates, in 
Virginia Beach, Virginia; for six hundred homes for Merri
:fields, Incorporated, in Churchland, Virginia; for one hun
dred homes for H. F. Brown Company, Incorporated, in 
Chesapeake, Virginia; and for several other such land de
velopment projects. We have done extensive work in Albe
marle County, Virginia planning and designing a two mil
lion gallon per day water supply treatment and distribution 
facility in Crozet; a :five hundred thousand gallon per day 
water supply treatment and distribution facility for the 
Town of Scottsville, and an engineering study of water sup
ply distribution facilities for the Charlottesville Magisterial 
district of that county. We have planned and designed a mil
lion gallon per day water supply treatment and distribution 
facility in Rockingham County, Virginia. We have prepared 

engineering studies for Henry County, Virginia, 
page 202 r Tidewater Water Company in Smithfield, Vir-

ginia, Botetourt County, Virginia, Augusta 
County, Virginia and Campbell County, Virginia. We pre
pared a study of water supply mains and pumping facilities 
in Yorktown, Virginia for the United States Coast Guard. 
We have also done work in Rockbridge County, Virginia and 
most recently we worked for the Occoquan-Woodbridge Sani
tary District in Prince William County, Virginia and pre
pared studies for Fredericksburg and Spotsylvania Sani
tary Authority. These studies for the various counties are 
done for water or sewer authorities in the county, or, in some 
cases, for the Boards of Supervisors. 

Q. Mr. Overman, you have discussed your work in the 
water :field, what have you done in the way of seweraget 
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A. We have done a great deal in the sewerage field. For 
Hampton Roads Sanitation District Commission, we designed 
two miles of interceptor sewer, including a river crossing, 
and sixteen miles of collection sewers and pumping stations, 
the latter being in joint venture with Associated Tidewater 
Engineers. For the City of Suffolk, Virginia we designed a 
two million gallons per day sewage treatment facility and 

collection system including pumping stations and 
page 203 r prepared a revenue and rate study. For East 

Suffolk Gardens, in Suffolk, Virginia we de
signed an eighty thousand gallons per day sewerage system 
facility. For Wedgewood Building Corporation, in Virginia 
Beach, Virginia we designed a seventy-five thousand gallons 
per day sewage treatment facility with a stabilization pond. 
In association with Oliver and Smith, Architects, we have de
signed the sewage treatment facilities for about nine schools. 
For the United States Navy, we designed a sewage collection 
system and pumping station at Dam Neck, Virginia and 
sewage pumping station and force main alterations of a two 
thousand eight hundred gallons per minute pumping station 
at the Naval Air Station, Oceana, Virginia. We have made 
engineering studies of sewerage facilities, including collec
tion and treatment facilities for the Counties of Albemarle, 
Augusta, Henry, Rockbridge and Washington, Virginia. For 
the County of Roanoke, we designed seventy-five miles of 
sanitary sewers and interceptors including pumping sta
tions. Our activities for the Occoquan-Woodbridge Sanitary 
District have also included the design of sewage treatment 
facilities, and related improvements, ultimately to serve a 
community of about two hundred forty thousand persons. 

Q. Mr. Overman, in these studies have you had 
page 204 r experience in the design of sewage and water 

rates~ 
A. Yes. Many of these studies were made to serve as a 

basis for the sale of revenue bonds. In order that revenue 
bonds may be sold, it is necessary to prove that the facilities 
will produce adequate revenues to support the bonds. In 
nearly all the facilities, we were required to prepare rate 
studies and to design rate schedules that would support them 
in each of the respective bond issues. 

Q. Mr. Overman, are you a Registered Professional En-
gineer in Virginia~ 

A. Yes, I hold Registration No. 1258. 
Q. Are you a member of any professional society~ 
A. Yes, I am a member of the American Society of Civil 
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Engineers, the American Water Works Association, the Na
tional Society of Professional Engineers, Virginia Citizens 
Planning Association, the Water Pollution Control Federa
tion, and the American Society of Planning Officials. 

Q. Mr. Overman, what was your assignment in this case~ 
A. The City of Virginia Beach requested that 

page 205 ~ I serve as Engineering Consultant concerning 
the rate increases proposed by Princess Anne 

Utilities Corporation and that my services include review of 
the available data, determination of the suitability of these 
rates and preparation of a schedule of rates that, in my opin
ion, would be just and reasonable. 

Q. Is your :firm familiar with the physical facilities of 
Princess Anne Utilities Corporation~ 

A. Yes. My :firm made a study of the facilities of this Cor
poration in 1966 at the request of the City of Virginia Beach, 
and this study has been recently brought up to date. We have 
verified the existence of these facilities and the purpose for 
which they are used. 

Q. Have you prepared an exhibit which shows the general 
location of the physical facilities owned by Princess Anne 
Utilities Corporation~ 

A. Yes, I have. I hand you a plat entitled "City of Vir
ginia Beach, Virginia, Sanitary Sewer System, Princess 
Anne Utilities Corporation, General Plan" prepared by my 
:firm and dated December 31, 1968, and further identified as 
W. C. 0 Exhibit No. 1 (W. C. Overman). This plan reflects 

the existing sewerage facilities of the Princess 
page 206 ~ Anne Utilities Corporation and has been pre

pared from data available from and on :file with 
the City of Virginia Beach. 

Mr. Riely: Your Honor, I would like to introduce this as 
Exhibit No. WCO 1. 

Commissioner Hooker: It will be received as Exhibit No. 
wco 1. 

Mr. Riely: 
Q. Have you reviewed also the testimony presented in this 

case on behalf of Princess Anne Utilities Corporation~ 
A. Yes, I have reviewed in some detail the testimony and 

exhibits that were filed in this case by Princess Anne Utili
ties Corporation. 

Q. Have you prepared a statement showing the rate base 
for Princess Anne Utilities Corporation~ 
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A. No, I have not. It appears to me that the rate base for 
this company is zero. 

Q. Well, what do you mean by this~ 
A. Well, I have studied with much interest the testimony 

and exhibits presented by Mr. Gerald D. Sherman, Certified 
Public Accountant. First of all, it is not clear to me that the 

company owns all of the property that is re-
page 207 ~ fleeted on the "Comparative Balance Sheet, 

Audit Exhibit A," as of August 31, 1968, pre
sented by Mr. Sherman, but I have assumed for the purpose 
of my studies, that it does own all of that property. It is 
clear that the net utility plant of Princess Anne Utilities 
Corpori;ttion is two million, nine hundred twenty thousand, 
eight hundred ninety-SL'( dollars and seventeen cents as of 
August 31, 1968. At the same date, the company shows on 
this exhibit that contributions in aid of construction are 
three million, two hundred thirty three thousand, eight hun
dred forty dollars and thirty-nine cents. It thus appears 
that contributions in aid of construction exceed the net 
utility plant by more than three hundred thousand dollars. 

Q. Mr. Overman, I'm interested in the contributions in aid 
of construction shown on Exhibit A prepared by Mr. Sher
man, in the amount of three million, two hundred thirty-three 
thousand, eight hundred forty dollars and thirty-nine cents. 
Is there another statement which shows how these contribu
tions came to be~ 

A. Yes. Mr. Sherman's Exhibit B, Schedule 1, Page 4, 
shows a list of these contributions. 

Q. Have you analyzed this statement~ 
page 208 ~ A. Yes, I have. It appears that four of the 

items do not relate to tap in fees but relate to 
facilities that were constructed by others than Princess 
Anne Utilities Corporation and that they were conveyed as 
permanent capital to the Princess Anne Utilities Corpora
tion by the people who constructed them. These include the 
second item on the page of nine hundred seventy-seven thou
sand, eight hundred fifty-five dollars and nine cents, the 
third item on the page of one hundred fifteen thousand, nine 
hundred eighteen dollars and seventy-nine cents, the fifth 
item of six hundred fifty-seven thousand, five hundred forty
six dollars and sixty-four cents, and the seventh item of five 
hundred seventy-two thousand, two hundred nineteen dollars 
and eighty-seven cents. The total of these items is two mil
lion, three hundred twenty-three thousand, five hundred 
forty dollars and thirty-nine cents and it represents the 
total of property constructed by others and contributed to 
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Princess Anne Utilities Corporation as permanent capital. 
Exhibit A, prepared by Mr. Sherman, shows gross utility 
plant at three million, three hundred thirty-nine thousand, 
eight hundred eighty-six dollars and ninety-seven cents. If 

I deduct the two million, three hundred twenty
page 209 t three thousand five hundred forty dollars and 

thirty-nine cents from this amount of gross 
utility plant the remaining amount is one million, sixteen 
thousand, three hundred forty-six dollars and fifty-eight 
cents, including land. This figure is presumably the amount 
invested by Princess Anne Utilities Corporation itself. 

Now, according to a number of different statements con
tained in the testimony presented by Princess Anne Utilities 
Corporation there appear two figures representing the num
ber of customers. Mr. Aragona testified that the number of 
customers at December 31, 1968, was five thousand, five hun
dred eighty-two, while Mr. Larson's Exhibit B, Schedule D-1 
shows an average number of customers of five thousand, two 
hundred ninety-one. If the Corporations' tariff filed with 
this Commission provides for a tap-in fee of two hundred 
fifty dollars per residential connection, we can multiply any 
one of this number of customers by two hundred fifty dollars 
and come up to more than one million, three hundred thou
sand dollars. If we simply use two hundred dollars, which 
according to some indications has been the tap-in fee actually 
charged, we come up again to substantially more than the 

one million, sixteen thousand, three hundred 
page 210 t forty-six dollars and fifty-eight cents which the 

company's own exhibits show is the total invest
ment made by the company itself. On the assumption that the 
tap-in fees had been collected as they should have been, it is 
clear that the sum of the plant contributed by others and the 
tap-in fees exceed the total amount of the investment made 
by Princess Anne Utilities Corporation and this computa
tion confirms my conclusion that there is no rate base on 
which the company is entitled to earn a rate of return. 

Q. Is this conclusion confirmed in any other way, Mr. 
Overman1 

A. Yes. If you total what is recorded to be the tap in fees 
actually received as shown on Exhibit B, Schedule one, Page 
four, you will reach a total of nine hundred ten thousand, 
three hundred dollars. On Exhibit A, Comparative Balance 
Sheet, the accumulated depreciation as of August 31, 1968, 
is shown as four hundred eighteen thousand, nine hundred 
ninety dollars and eighty cents. The total of these figures is 
materially in excess of the one million, sixteen thousand, 
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three hundred forty-six dollars and fifty eight cents which is 
purportedly the investment actually made by 

page 211 r Princess Anne Utilities Corporation. Thus, since 
depreciation is, in at least one point of view, 

a return on investment, the total of aooumulated deprecia
tion and tap-in fees seems to be materially in excess of the 
amount actually invested by the Corporation. Therefore, my 
opinion is further confirmed that there is no rate base. 

Q. For the benefit of the Commission, did you reach any 
other conclusions with regard to rate base from your review 
of the testimony and exhibits of the Princess Anne Utilities 
Corporation~ 

A. Yes. I also studied the rate base statement, which is 
Schedule D-3 presented by Mr. Charles A. Larson. Based 
upon the assumption that the Utilities Corporation would be 
permitted to conduct its operations as proposed, I would then 
be prepared to admit, perhaps, that the deposit of twenty 
thousand dollars required by the Hampton Roads Sanitation 
District Commission is proper and that the cash working 
capital of nineteen thousand, five hundred twelve dollars is 
also a proper item. However, as previously discussed, con
tributions in aid of construction, which were supplied by 
persons other than the Utility, should be deducted from the 
net investment in Utility Plant. This results in a negative 

figure in comparison with item four of Schedule 
page 212 r D-3. 

In summary, in my opinion, there is no rate 
base on which Princess Anne Utilities Corporation is en
titled to earn a return. Therefore, we do not need to further 
discuss the proper rate of return on investment or any cost 
of money in connection therewith. 

Q. How about the twenty thousand dollars for Hampton 
Roads, Mr. Overman~ What is the reason for this figure, 
which is Item two of Larson's Exhibit Schedule D-3 ~ 

A. As I understand it, the twenty thousand dollars deposit 
is required by Hampton Roads, because the Utilities Cor
poration proposes that Hampton Roads send its bills to Prin
cess Anne Utilities Corporation and the Corporation will in 
turn bill the individual customers for both the Hampton 
Roads charge and the Princess Anne charge. If Hampton 
Roads bills direct to the individuals, the twenty thousand 
dollars deposit would not be required. Since it appears from 
Mr. Sherman's Exhibit B, Schedule one, Page three that the 
billing by Princess Anne of both bills would increase operat
ing costs by more than five thousand dollars per year and 
since it further appears that Hampton Roads is willing to 
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bill direct at no additional cost to the customers, 
page 213 ~ and in fact it suggests that it might be prefer-

able that it do so, it does not seem to me to be 
fair to charge the customers of Princess Anne with this 
additional expense. Therefore, I would think that the twenty 
thousand dollars deposit should in all events be eliminated 
from the rate base. 

Q. Mr. Overman, now let's move on to another item, that of 
the expense of operating the Utility. In conjunction with 
this, what expenses do you consider to make up a rate base 
and have you prepared an exhibit to reflect these expenses 
for the first year of operation after connection to Hampton 
Roads Sanitation District facilities 1 

A. Yes, I have prepared W.C.O. Exhibit No. 2 which I 
hand you herewith. 

Q. Is your Exhibit comparable to any prepared by Mr. 
Sherman1 

A. Yes, my exhibit is comparable to Exhibit B entitled, 
"Schedule Showing Projection of Operating Costs and 
Schedule of Contributions in Aid of Construction," consisting 
of four pages. 

Mr. Riely: Your Honor, I would like to introduce this as 
Exhibit No. WCO 2. 

page 214 ~ Commissioner Hooker: It will be received as 
Exhibit No. WCO 2. 

Mr. Riely 
Q. Will you discuss these Estimates of Projected Expenses 

and the method used to evaluate these costs 1 
A. The Projection of Operating Costs furnished by Prin

cess Anne Utilities Corporation has been reviewed. Utiliz
ing our experience with similar sewer-service-only utilities, 
we have analyzed the several expense categories and present 
the following comments based on the premise that the Utilities 
Corporation is operated as a properly staffed, efficient or
ganization concerned solely with operating and maintaining 
its sewage collection and transmission system and billing and 
accounting for this service. 

I would like to direct your attention to Item one of Exhibit 
2, entitled Operating Expenses and its four related divisions. 
As to Operating Payroll, Item one a., we agree that there will 
be no reduction in this category. However, with the elimina
tion of the treatment facilities, the duties of these personnel 
will change from treatment plant operation to full-time main
tenance of sewers and pump stations. My proposal would 
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provide the Utility with a foreman, pump station 
page 215 r mechanic and three laborers to provide for both 

maintaining and operating the system. As for 
items one b., one c., and one d., Fuel, Power and Water; Auto 
and Truck Expense; and Miscellaneous Operating Expenses, 
we take no exception concerning these items. 

Regarding Maintenance and Repairs, we have included 
Item two at twelve thousand dollars. 

With a full-time maintenance crew, the need for contract 
maintenance will be significantly reduced, although there 
may be some occasional requirements. It is assumed that the 
Utilities Corporation owns no excavating or hauling equip
ment that, when required, this type equipment would be 
utilized on a rental basis. The cost of this rental is included 
in this i tern. 

Mr. Sherman used thirty-two thousand, one hundred fifty
seven dollars and fifty-eight cents on Maintenance and Re
pairs as shown on Page one of his Exhibit B. Despite the 
discontinuance of the use of the treatment facilities, Mr. 
Sherman shows neither a reduction in maintenance costs 
nor decline in payroll costs. It appears to me that this is 
unrealistic. In my view the present payroll will cover all 

the people necessary to accomplish the required 
page 216 r maintenance, that is, the foreman and four men. 

I judge that Mr. Sherman's thirty-two thousand 
dollars figure for maintenance is primarily maintenance that 
was contracted out. If the number of employees is to remain 
the same, without treatment plant operation, these men can 
perform sewer maintenance. In view of the Utility's proposal 
of operation, one, to retain the same personnel and payroll 
and two, the same method of contract maintenance, I think 
there is a material duplication in Mr. Sherman's statement 
when he includes thirty-four thousand dollars for payroll 
and thirty-two thousand dollars for maintenance. In my 
view, the figures of thirty-four thousand, eight hundred dol
lars and twelve thousand dollars as shown on my Exhibit 
2 are entirely adequate. 

Under Item three, entitled Administrative and General 
are found some eleven items, the first of which is Officer's 
Salary. For a utility of this size and type operation, it is 
my opinion that a salary of fifteen thousand; six hundred 
dollars is quite sufficient in view of the duties of the ad
ministrator. 

Item three b., Secretarial, Billing, Bookkeeping Salaries 
amounts to twenty SL'{ thousand, two hundred 

page 217 r dollars. In my opinion, the use of a billing and 
collection agency is not considered to be a rea-
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sonable means of billing, accounting and providing the 
proper direction for a utility of this size. All office work, 
therefore, including secretarial, billing, customer service, 
bookkeeping and accounting is included in the total of this 
item. It is contemplated that an office manager, bookkeeper 
and two clerks could adequately conduct the business of this 
utility. 

On Mr. Sherman's Exhibit B, Page one, he includes twenty
nine thousand, seven hundred SL'>:ty-two dollars and seventy
eight cents for collection agency fees. In lieu of this I pro
pose an officer (sic) manager, a bookkeeper, and two clerk
typists who would actually run the billing and accounting 
records of the Utility, the salaries of which amount to 
twenty-six thousand, two hundred dollars on my Exhibit 2. 
I feel certain, a thoroughly competent billing and accounting 
department for this Utility could be operated with this allo
cation plus these other related ones, such as materials and 
supplies. 

Q. Mr. Overman, at this point do you have any other com
ments about Mr. Sherman's twenty-nine thousand dollars fig

ure for collection agency fees~ 
page 218 r A. Yes. As shown on Page three, Schedule 

one, Exhibit B, Mr. Sherman increased the cur
rent annual rate by twenty per cent because of a two-part 
billing that would occur when the Hampton Roads bill is 
placed on the Princess Anne bill. As I have mentioned before, 
Hampton Roads can bill direct to the customers and that 
would not entail any additional charge to the customers. 
Therefore, the five thousand dollars increase shown for col
lection agency fees is merely an imposition on the customers 
and in my view should be eliminated. 

Q. Mr. Overman, will you now return to your discussion 
of W.C.O. Exhibit No. 2 and specifically to the next item, 
three c. 7 

A. Yes, Sir. No exception is taken to the next five items. 
They include Real Estate Taxes and Licenses, Legal and 
Accounting, Rent, Telephone, and General Taxes. These 
amounts are each the same as shown by Mr. Sherman on the 
Corporation's Exhibit B, Page one. 

Item three h. has been included to cover insurance. For 
the past years insurance has been one thousand, one hundred 
six dollars in 1967 and one thousand, nine hundred thirty

three dollars in 1968. Although two thousand, 
page 219 r four hundred seventy-five dollars is set aside as 

the annual insurance cost, it is questioned that 



108 Supreme Court of Appeals of Virginia 

William C. Overrnan 

such a cost is the actual average insurance cost or whether 
this two thousand four hundred seventy-five dollars includes 
the cost of certain insurance which is due every third year. 
That the major risk facilities are also being abandoned 
should be taken into account. Therefore, my estimate of the 
cost of insurance is on an average annual basis of one thou
sand five hundred dollars. 

As for Billing and Office Supplies, Item three i. has been 
included. The quarterly billing requires approximately six 
thousand cards which can be pre-printed (except for the 
ninety-six commercial customers). It is estimated that mail
ing costs are one thousand, five hundred dollars; that bill
ing cards, ledger cards, stationery and other supplies would 
cost one thousand, three hundred dollars. 

The next item entitled Engineering is identified as three j. 
It should be noted that engineering services are not included 
in the Projections of Operating Costs in the Princess Anne 
Utilities Corporation Exhibit B. Such services are required 

in my opinion in rate determinations, guidance 
page 220 r in maintenance and repair work, review of plans 

and general consulting work. Therefore, the cost 
of these services is included as a proper charge in my Ex
hibit No. 2 as six thousand dollars. 

The final item, three k., is to cover payroll taxes. Such 
taxes for all personnel have been computed on :five per cent 
of the gross estimated payroll despite the fact that these 
taxes are not collected on the entire salaries. 

It is my conclusion, therefore, that an operating budget 
of one hundred thirty-four thousand dollars is sufficient to 
the operation of Princess Anne Utilities Corporation after 
connection to the Hampton Roads Sanitation District Com
mission System. 

In view of this conclusion it appears obvious to me that 
certain facts concerning the operation of the Utility are evi
dent. For example, the Utilities Corporation operates in a 
relatively localized area with all facilities situated in street 
rights-of-way and as such are easily accessible for inspection 
and maintenance. Since house connections are made during 
construction of the sewers, the capability of making new 
sewer connections is limited to the need to serve those cus-

tomers located on the subdivision fringe. There
page 221 r fore, the field payroll is limited to maintenance 

duties exclusively. Billing and accounting work 
is also subject primarily to the growth within the sub
division. This limits the scope of their activities considerably. 
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Q. How does your amount of one hundred thirty-four thou
sand dollars compare with the conclusion reached by Mr. 
Sherman? 

A. If you total Mr. Sherman's projected operating ex
penses of fifty-six thousand, one hundred seventy-two dollars 
and sixty-seven cents maintenance and repair expenses of 
thirty-two thousand, one hundred fifty-seven dollars and 
fifty-eight cents, and administrative and general expenses 
of sixty-seven thousand, seven hundred fifty-seven dollars 
and forty-six cents a total of one hundred fifty six thousand, 
ninety-seven dollars and seventy one cents is reached. This 
compares with the one hundred thirty-four thousand dollars 
that I have estimated as adequate operating expenses. 

Q. Have you included depreciation? 
A. No. Inasmuch as the company has at this time, so far 

as I can ascertain, no net investment in utility plant it 
should not be entitled to receive depreciation on 

page 222 r plant for which it has not paid. Accordingly, 
I have not included any item for depreciation 

expense. 
Q. In your view, Mr. Overman, would it be proper for the 

Commission to allow one hundred thirty-four thousand dol
lars as the total operating expenses to be used in deter
mining service rates to be charged by Princess Anne Utili
ties Corporation? 

A. Yes, it would. 
Q. Now, Mr. Overman, how do you rpropse that service 

rates be established to produce the one hundred thirty-four 
thousand dollars that you consider appropriate as total 
gross revenue requirements of the Company? 

A. The only information that I had available was Exhibit 
D, Schedule D-1 presented by Mr. Larson. This shows total 
customers of five thousand, two hundred ninety-one. Mr. 
Aragona testified as to a larger number of customers, five 
thousand, five hundred eighty-two in December of 1968, but 
the use of a smaller number of customers is more conserva
tive. Mr. Larson shows four thousand, seven hundred fifteen 
residential customers and he also shows four hundred eighty 

apartments and ninety-six commercial customers. 
page 223 r Q. Have you prepared an exhibit to show the 

rate level that you propose and how it will be 
determined? 

A. Yes, I have. It is identified as Exhibit No. WCO 3 and 
entitled "Calculation of Revenues at Proposed Rates." 
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Mr. Riely: Your Honor, I would like to introduce this as 
Exhibit No. WCO 3. 

Commissioner Hooker: It will be received as Exhibit No. 
WC03. 

Mr. Riely: 
Q. Now, will you explain this exhibiU 
A. From the basis that residential customers are con

sidered to be one residential equivalent, I rated the apart
ment customers at 0.67 of a residential equivalent which is 
what the present Utility's rate schedule provides. Commer
cial customers were calculated to be actually three and five
tenths times the residential equivalent although Mr. Larson 
calculated commercial customers at five times the residential 
rate. This seems to me inappropriate in view of the Utilities 
Corporation's revenue experience. I have determined that 

1968 commercial customers paid three and five
page 224 ( tenths times on the average as much as a single 

residential customer, and that 1967 commercial 
customers paid four and twenty-five hundredths times the 
single resident. Again, utilizing the lesser number of equiva
lents represents a more conservative approach. Equivalent 
residential customers total five thousand three hundred and 
seventy. 

Q. What was the next step in your determination of this 
proposal1 · 

A. The next step is to divide the required revenues at one 
hundred thirty-four thousand dollars by the five thousand, 
three hundred and seventy equivalent residential customers. 
This produces a revenue requirement of twenty four dollars 
and ninety-six cents per equivalent residential customer per 
year. This is six dollars and twenty-four cents per quarter 
or two dollars and eight cents per month. In my view the 
rates established on this basis would provide the company 
with adequate operating revenues to meet its operating ex
penses. This approach is shown on my Exhibit No. 3. 

Q. Were those the rates that you would think proper for 
Princess Anne Utilities to charge1 

A. Yes, I think so. However, I have prepared 
page 225 ( certain alternative approaches which may be of 

interest to the Commission. 
Q. All right, let's go to the first of these. 
A. By referring to Mr. Sherman's Exhibit B, page one we 

find that total operating expenses are estimated at one hun
dred fifty-six thousand, ninety-seven dollars and seventy-one 
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cents. Assuming these are the proper operating expenses and 
that this amount is divided by the five thousand three hun
dred and seventy residential equivalent customers, the 
charge would be twenty nine dollars and six cents a year or 
seven dollars and twenty-seven cents per quarter or two 
dollars and forty-two cents per month. Rates at this level 
would produce required revenues sufficient to meet the total 
operating expenses shown by Mr. Sherman. 

Q. Have you made another study for the information of 
the Commission~ 

A. Yes, I have allowed in the previous approaches no de
preciation expense. I do not think depreciation is proper be
cause the company does not now have investment of its own 
money in the utility plant, but if a replacement allowance 

were permitted annually by the Commission in 
page 226 r order to provide for the replacement of the prop-

erty over the years, as it wears out, a proper 
allowance in my view would be about sixty-two thousand dol
lars representing on a straight-line basis a forty-five year 
remaining life for gravity sewers and force mains, thirty
seven years remaining life for pumping stations and twelve 
years for equipment. This has been based upon the Net 
Utility Plant furnished on Mr. Sherman's Exhibit B, Sched
ule one, Page two, Item C after abandonment of treatment 
facilities and certain equipment. If the si.~ty-two thousand 
dollars are added to my computation of proper operation 
and maintenance expenses of one hundred thirty-four thou
sand dollars, it produces a total annual revenue requirement 
of one hundred ninety-six thousand dollars. If we relate this 
figure to the total residential equivalent customers of five 
thousand, three hundred and seventy, the average residential 
rate must be thirty-six dollars and fifty cents per year or 
nine dollars and thirteen cents per quarter or three dollars 
and five cents per month. Even these rates are below the 
rates presently charged by the Princess Anne Utilities Cor
poration. 

Q. Have you prepared one final approach for 
page 227 r the Commission~ 

A. Yes, I have. In this case I have added the 
depreciation expense back to the operation expenses as 
shown by Mr. Sherman on Exhibit B to reach a total operat
ing expense plus depreciation of two hundred thirty-two 
thousand, four hundred twenty-eight dollars and ninety-one 
cents. Again, relating this to residential equivalent cus
tomers I obtain a service rate of forty-three dollars and 
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twenty-eight cents per year or ten dollars and eighty-two 
cents per quarter or three dollars and sixty-one cents per 
month. 

Q. Now these rates are in addition to the charges by the 
Hampton Roads Sanitation District Commission, are they 
noU 

A. Yes. And those charges on the average will be four 
dollars and eighty-eight cents a quarter or about one dollar 
and sixty-three cents per month per residential customer. To 
each of the previously described approaches in determining 
service rates must be added four dollars and eighty-eight 
cents per quarter or one dollar and sixty-three cents per 
month in order to be comparable with the present residential 
rates. 

Q. Mr. Overman, have you prepared any 
page 228 r schedule of commercial rates for individual 

classes of business~ 
A. No, we have not prepared a study showing the rates for 

the individual businesses because there is not enough inf or
mation available at this time for us to do so. To make such a 
study it would be necessary to make a complete analysis of 
the various customers of Princess Anne Utilities Corpora
tion and that list of customers has not been available to us. 
When the Corporation Commission determines the proper 
level of revenues, it will then be possible to prepare an ap
propriate rate schedule for the commercial customers. 

Q. Does this conclude your testimony, Mr. Overman~ 
A. Yes, Mr. Riely, except possibly to mention for the bene

fit of the Commission one other factor which is pertinent but 
was not considered in these studies nor included in the vari
ous exhibits. Within the present service area of the Princess 
Anne Utilities Corporation there are platted and recorded, 
according to our review of the City's files, a total of about 
five thousand eight hundred separate residential lots, each of 

which can be adequately served by the existing 
page 229 r system without further construction expense. 

However, according to Mr. Larson's Exhibit D, 
Schedule D-1 there are four thousand, seven hundred and 
fifteen residential customers. Therefore, it can be assumed 
that about one thousand and eighty-five potential residen
tial customers in the service area still remain to be captured 
by the Utilities Corporation. Applying the present residen
tial connection charge of two hundred fifty dollars to each, 
the Corporation could possibly expect to recover an addi
tional amount of two hundred seventy-one thousand, two 
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hundred fifty dollars. At the prior rate of development in 
the service area, the Corporation could conceivably expect 
to receive this within two years. 

Aside from this potential revenue, the Corporation would 
also realize annually, revenue from these one thousand and 
eighty-five customers the service charges to which it is en
titled under an appropriate rate schedule. At six dollars 
and twenty-four cents per quarter this would mean twenty
seven thousand, eighty-two dollars per year in additional 
gross revenues. 

In addition, our studies have indicated that a total of six 
hundred twenty apartments are existing or under construc

tion rather than the four hundred eighty indi
page 230 ( cated in Mr. Larson's Exhibit. From the addi

tional one hundred forty apartments the Utili
ties Corporation could also expect to derive revenues from 
connection charges and annual service charges. 

This now concludes my testimony, Mr. Riely. 

Commissioner Hooker: Do you have any questions 7 
Mr. Lawler: Just a few questions, your Honor. 

CROSS EXAMINATION 

By Mr. Lawler: 
Q. Mr. Overman, I note that in your proposed operating 

budget for the utility, you have reduced the amount required 
for the maintenance from thirty-two thousand, one hundred 
fifty-seven dollars and fifty-eight cents to something in the 
neighborhood of twelve thousand dollars. Would you not say 
that in view of some of the complaints which have been regis
tered that an increase for the maintenance and repair of 
these facilities would be indicated, rather than a reduction 
on the fund for maintenance and repair 7 

A. Normally, I would say that probably there would be an 
increase in operational costs along the lines that 

page 231 ( you are speaking of, Sir, but in this particular 
case and in preparing a budget, and if you will 

allow me to refer to that particular page, what we have done 
is make the assumption as you did that the corporation 
would continue to maintain the same personnel-staff-that 
you had before. We would merely be using these personnel 
who were formerly assigned to the sewerage treatment plant 
and to other duties in conjunction with the corporation's 
operation who were there. We would then assign them to 
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these duties of maintaining and operating. The twelve thou
sand dollars has to do with the use or rental cost of heavy 
equipment which we assume that the corporation does not 
have, such as a crane, or whatever may be required in the 
excavations and pure maintenance of the equipment. 

Q. Well, don't the records show-of the company show
that the great bulk of the repairs and maintenance was not 
work as could be done by the personnel of the company and 
they had to be contracted out to be done~ 

A. We are of the opinion, Sir, that possibly this was due to 
the fact that the personnel that are presently employed have 

certain assignments throughout the corpora
page 232 r tion's operation, such as the sewerage treatment 

facilities which will be abandoned. Now these 
people can be used for maintaining the system. The pumping 
station, the sewers, the interceptors, force mains, etc., and 
these people will have a tendency to reduce the cost or the 
necessity for us to use outside contractual help. This is an 
estimated figure of twelve thousand dollars for rental of 
equipment or hauling equipment. 

Q. I see. That is your opinion, but it is not based on the 
company records, is iU 

A. No, Sir. It is shown on our testimony on page fifteen 
and it is explained there. 

Q. Now, I note that you make no provision in your pro
posed rates for payment of income taxes. Now, wouldn't this 
company have to pay income taxes, whether it showed a 
profit based upon your figures or not~ 

A. Well, in the case of our exhibit which is entitled Ex
hibit No. WCO 2, we have prepared for the Commissioners' 
benefit a comparison of what we feel would be an operating 
budget-you might say-for the Princess Anne Utilities Cor
poration, and one prepared by Mr. Sherman and described as 

Exhibit B, page one, of State Corporation Com
page 233 r mission Exhibit A. This is found, I believe, on 

page thirty-one. There were no taxes shown, 
other than the general taxes of franchise and registration 
for eighty dollars, personal property a hundred twelve dol
lars and eighty cents. We have included a figure in this of 
two hundred dollars. We do not show in this same listing 
income tax, nor has Mr. Sherman shown such a figure. 

Q. Well, as a practical matter, if you don't show any in
come tax payable and in fact, income tax is payable by this 
company, then to that extent your proposed rates are wrong, 
are they not~ 
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A. If an income tax should be included, yes, Sir, and right
fully so. I might add that Mr. Sherman did have five items 
at the bottom of the page I just mentioned-page one, Exhibit 
B, one of which there is Federal and State income taxes. 
However, he did not include them in here and, as I said, for 
the purpose of simplifying the issues and illustrating to the 
Court, we have prepared a budget projection not unlike that 
in form to Mr. Sherman's. I might add that the total of the 
two items are as follows: Mr. Sherman's exhibit is one hun
dred fifty-six thousand dollars excluding depreciation and 

ours is one hundred thirty-four thousand. This 
page 234 r would be, on the assumption that the present 

utility corporation would set up its own book
keeping, clerical system and maintenance and operating 
crews and would operate it for a utility of this size, and 
this is the method by which we are suggesting it. 

Q. But then you eliminated, in your first proposal, the need 
for any allowance for depreciation, have you noU 

A. Yes, Sir, we do not feel depreciation is a part of the 
budget, because we do not feel depreciation exists because 
there is no outstanding investment in the system as such. It 
has been paid off. 

Q. Not even-
A. Excuse me. Therefore, there is nothing to be depre

ciated. 
Q. Now, even if you eliminate the depreciation, isn't it a 

fact that this company is going to have to pay income taxes 
represented by the depreciation which would be allowable? 

A. I do not know, Sir, if I can answer that exactly. 
Q. Let me explain myself a little bit further, to speed 

things up. 
page 235 ( A. All right, Sir. 

Q. Assuming that the Federal income tax 
regulations do not permit you or this company to take de
preciation deduction because of the items represented by 
contributions made, by contributions to capital so to speak. 

A. Yes. 
Q. Now, then. If. the company cannot take a deduction for 

the Federal tax purposes, is it not going to have to pay the 
tax which is represented by the lack of that deduction~ 

A. In principal, I would say yes, Sir. I am not certain 
as to the ruling concerning such matters as depreciation as 
they are related to this corporation and so forth. I would 
be under the impression that they would not be paying an 
amount possibly equal to depreciation or equal to this amount. 
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However, I am not certain of this. 
Q. I see. 

Chairman Catterall: Well, if they have no deduction, they 
pay a higher tax. 

A. Yes, Sir. 
Chairman Catterall: Regardless of any other considera

tion. 
page 236 ~ Mr. Lawler: Excuse me. 

Chairman Catterall: Regardless of everything 
else, if they have a lower deduction, they pay a higher tax. 

A. Yes, Sir. Our figures do not include depreciation, that 
is correct. 

Q. I :see, and then on the last proposal that you had, you 
have included depreciation, have you noU 

A. On Exhibit No. WCO 3 we have prepared pages one and 
two and I believe you are referring to what we call Approach 
No.4. 

Q. Yes, Sir. 
A. All right, Sir. This particular approach has been pre

pared for comparative purposes. It shows the total amount 
included, a total amount of two hundred thirty-two thou
sand, four hundred twenty-eight dollars and ninety-one cents, 
as determined by Mr. Sherman's Exhibit B, page one, which 
would yield or require a service charge of ten dollars and 
eighty-two cents per quarter, which is somewhat less than 
the present rate being permitted by the State Corporation 
Commission. 

Mr. Lawler: And that ten dollars and eighty
page 237 r two cents would be in addition to whatever 

charge the Hampton Roads Sanitation Commis
sion would require for its treatment service. 

A. I think we pointed that out. Yes, Sir. 

Q. Yes. 
A. Dollar sixty-three cents a month, approximately. 
Q. I assume that, and from your testimony it seems clear 

that you have concluded that this company is not entitled to 
any return because the contributions in aid of construction 
exceed what the actual book assets of the company are. 

A. That is correct. According to-
Q. Now, in arriving at that conclusion, did you make any 

distinction in your mind as to the source of what is termed 
contributions~ 
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A. To the best of our ability, we did, as I think we indi
cated in the testimony and in the data that was accumulated 
and presented in the form of testimony. We stated as clearly 
as possible that our study had been based almost entirely 
upon the data that the Princess Anne Corporation had sub
mitted to the Commission. Consequently, it is your data 

that we are using-not ours. And from this in
page 238 ( formation furnished and as described in your 

exhibits, we have made this conclusion. 
Q. What I am saying to you is-and asking this question, 

Mr. Overman, you made no distinction between whether or 
not a contribution in aid of construction came from a related 
builder or a non-related builder. 

A. No, Sir, because of the description on Exhibit B, page 
four, we felt the tap-ins had been described as such and I be
lieve Mr. Sherman has further described this and there was 
descriptive information with the various items on this page. 
However, we feel that by deduction you have approximately 
one-two-three-four items labeled and described by your 
exhibit as tap-in fees paid by builders of one sort or another 
and the other items which we have labeled as "A", which con
sist of four additional items are those facilities which has 
been contributed to the corporation as permanent capital. 
This is how we have concluded that there is no investment. 
There is nothing left upon which to establish a rate base 
that the corporation has received in some form or another, 
a return on its original investment, and therefore the in-

vestment does not exist. Therefore, there is no 
page 239 ( item to depreciate nor amortize. 

Q. Now, aren't you saying that because those 
items appear as contributions in aid of construction-in 
other words, Mr. Overman, suppose instead of carrying those 
items which came from the related builders and assuming 
that those related builders are owned one hundred per cent 
by the same entity that owns the utility company-if instead 
of carrying that as a contribution in aid of construction, it 
had been carried on the books of the company and of the 
books of the related company, and the transaction had 
actually been for issuance of capital stock for those facilities, 
wouldn't your answer be differenU 

A. I do not think I can make that assumption, Sir. 
Q. I say if you were to assume that. 
A. Because well, I have not given thought to the issue. 

As a matter of fact, I have-
Q. Well, give some thought to it, Sir. 
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Mr. Riely: If it please the Commission, that assumption is 
contrary to fact. 

Commissioner Hooker: Well, he has the right to ask the 
question. It is a proper question . 

. Chairman Catterall: As the answer is so ob
page 240 ~ vious, I don't know what he is hesitating about. 

It is a hypothetical question. 

A. Yes, Sir. As I said it has been-I would assume that 
probably, if I understand your question, Sir, the answer 
would be yes. However, I have made no assumptions along 
this line because we have based it upon the date as described 
in your exhibit as contributions in aid and we have assumed 
this to be correct. 

Q. I understand you have done a good bit of work in the 
issuance of bonds and :financial structures of various organi
zations-

A. Yes, Sir. 
Q. -and you are familiar with those-aren't we-what we 

are really talking about here-aren't we talking about equity 
capital when we talk about these contributions in aid of 
construction that came from a wholly owned subsidiary. 
Aren't we talking about equity capital regardless of what 
form the :financing took~ 

A. I don't think that I can answer that correctly, Sir, in 
the same terms. 

Q. I see. Wouldn't you feel that in view of the 
page 241 ~ reduced sum that you have allocated for main

tenance and repair, there should be some pro
vision for the replacement of the equipment and facilities 
as they are worn ouU 

A. I believe you will find on our Exhibit No. 3 that we 
approached the problem from four different standpoints. 
The last two, approach number three and four, did, again 
for the purpose of the Commission, show the comparison 
of rates should an allowance be made for the annual replace
ment of wearing out equipment. It is my understanding that 
this is not a normal procedure for Corporation Commission's 
activity and policies that the only return that can be re
ceived is on an investment and not on an anticipated invest
ment and if a replacement charge or replacement reserve is 
provided, it might be considered as in the form of deprecia
tion. In the two approaches number three and four we have 
provided for an annual replacement which was done on a 
straight line basis, essentially or somewhat like depreciation, 
and this provides these two quarterly rates of nine dollars 
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and thirteen cents and ten dollars and eighty-two cents. 
Q. I think that is all we have of this witness. 

Commissioner Hooker : Any questions 1 
Mr. Staples: If it please the Commission, I have just two 

questions, if I may. 

page 242 ~ CROSS EXAMINATION 

By Mr. Staples: 
Q. Mr. Overman, Just so I can get these rates that you 

are suggesting straight in your testimony-
A. All right, Sir. 
Q. -on page eight of your testimony referred to the rate 

base, as you see it, for this company as being zero. 
A. Page what, Sir1 
Q. Page eight. 
A. Excuse me. All right, Sir. 
Q. And then you go back to page twenty-one, where you 

give the rate per quarter that you would-they would be 
given adequate return for that rate base. 

A. That is correct. 
Q. Six dollars and twenty-four cents. And then you give 

these alternative rates that you have just been discussing, 
if you add that depreciation and then-

A. That is correct. Approach number one has resulted in 
a rate of six dollars and twenty-four cents a quarter, which 
has been based upon somewhat of a projected budget of ours 
as shown on Exhibit No. WCO 2, in which we give you a 
total estimated operating expense annually of a hundred and 
thirty-four thousand dollars. This has been equated to resi-

dential connections and then can be related to 
page 243 ~ your commercial and industrial and other such 

connections. On page two of exhibit number 
three we have approach number two which has been taken 
from Mr. Sherman's exhibit or is based upon Mr. Sherman's 
Exhibit B, I believe, on page one schedule-excuse me, Ex
hibit B, page one. The total of it is on there, which is the 
Projection of Operating Costs Predicated on a Connection 
with Hampton Roads Sanitation District facilities. The total 
cost is one hundred :fifty-six thousand, ninety-seven dollars 
and ninety one cents, exclusive of the item of depreciation. 
Using that :figure along and approach number two and equat
ing it to residential equivalents, the rate per quarter would 
be seven dollars and twenty-seven cents. Approach number 
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three includes the possibility of using a replacement cost of 
approximately, I believe, sixty two thousand dollars. 

Q. At the top of page twenty-threeY 
A. Yes, Sir, and adding it to our projected expenses or 

budget of one hundred thirty-four thousand dollars, which 
would result in a total annual required revenue of one hun
dred ninety-six thousand dollars, which would result in a 

residential equivalent charge of nine dollars and 
page 244 r thirteen cents per quarter. The last approach, 

number four, on page two of Exhibit number 
three we have used Mr. Sherman's totals of Exhibit B, page 
one, or two hundred thirty-two thousand, four hundred 
twenty-eight dollarR and ninety-one cents. Again relating it 
to residential equivalent, the rate would be ten dollars and 
eighty-two cents a quarter. On top of each one of these, re
gardless of which one would have to be used, or may be used 
if non-you still-the owners or the customers are still bur
dened with the expense of approximately one dollar sixty
three cents per month or four dollars and eighty-eight cents 
a quarter from Hampton Roads Sanitation District Com
mission. This is based on average residential consumption 
and connection charges and service charges. 

Q. Thank you. And one final question. Page twenty-four 
and twenty-five of this exhibit you eluded to the platted resi
dential lots in the territory service area of the Princess 
Anne Utilities. 

A. We mentioned that there are approximately fifty-eight 
hundred separate residential lots within the subdivision. 

Q. And then you foresee there are one thousand, eighty
five left to be builU 

page 245 r A. Approximately. 
Q. Now, I would like, it would require a little 

deviation from procedure, but I have a map on the bulletin 
board that has been prepared by our engineering department 
with an orange area which purports to represent the certifi
cated service area of this utility and without having to call 
Mr. Addison from the engineering department to the stand 
who drew this and qualify him and get it entered, I won
dered if Mr. Riely would agree to-

Mr. Riely: I have no objection. 
Mr. Staples: -Let Mr. Overman see if that territory that 

he is refer:r:ing to here is ~he same as that territory there. 
You do describe it as the service area of Princess Anne 
Utilities Y 
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A. Well, without getting up, I believe I have got to qualify 
an answer. When I said fifty-eight hundred connections, we 
were speaking of lots that have been recorded and are on file 
with the City of Virginia Beach, Clerk of Court, and the 
other departments with which such subdivision plats are re
corded. They do not necessarily all belong to one corporation 
or the other-they belong to any of these corporations, but 

all, as we understand them, lie within the fran
page 246 ( chised or certificated area. We have prepared a 

map, Exhibit No. WCO 1. 
Mr. Staples: We were not able to reconcile that map with 

the territories because-the point that I am getting at, your 
Honors, is the impression that's left that there are a thou
sand and eighty-five customers left in the area and I wanted 
to see how that testimony bears with relation to the certifi
cated area. 

Chairman Catterall: This map does not give the certifi
cated area. It gives the service. 

A. No, Sir, this is a portion of it. 
Mr. Staples: It is described as that in the testimony, your 

Honor. 
A. It is actually a service-this is merely a portion of the 

certificated area that we have shown as Exhibit No.1. 

RE-DIRECT EXAMINATION 

By Mr. Riely: 
Q. Mr. Overman, are there any properties within the cer

tificated area which to your knowledge have not been sub
divided~ 

A. Oh, yes, I am sure there are. 
A. Oh, yes, I am sure that there are. 

page 247 ( Q. So there would be additional areas that 
might be developed~ 

A. Yes, Sir. 
Q. In addition to the platted subdivisions~ 
A. Yes, I feel certain of that, Sir. 
Q. Now, will you turn to Exhibit No. WCO 2 for a momenU 

What is shown in the last line of that exhibiU 
A. Total estimated operating expenses one hundred thirty

four thousand dollars. 
Q. Now, turn the page to rate determination, approach 

number one, your exhibit three. Is that same figure shown 
there~ 

A. Yes, Sir, in the rate determination approach number 
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three on page one of our exhibit three we show required 
service charge per residential equivalent equal to a hundred 
and thirty-four thousand dollars, divided by five thousand 
three hundred seventy residential equivalent connections 
times four. 

Q. So you have merely taken the total operating expenses 
and prepared rates that would produce an amount of money 

equal to the total operating requirements. 
page 248 ~ A. This should be sufficient to meet the re

quirements. 
Q. Under that basis, would there be any net income avail

able for income taxes' 
A. There would be income expected from these future con

nections. 
Q. But, on the basis that you have prepared here, would 

there be any net income' 
A. Assuming no further development, no. 
Q. Is that the reason you have not included any Federal 

income taxes' 
A. That is correct, Sir. 

Mr. Riely: I have no further questions. 
May Mr. Overman be excused¥ 
Mr. Lawler: I have one question, if your Honor please. 

CROSS EXAMINATION 

By Mr. Lawler: 
Q. Mr. Overman, in dealing with the proposed area which 

you related as something over a thousand customers-po
tential customers-you don't know how many of those the 

City of Virginia Beach proposes to serve 
page 249 ~ directly itself, do you¥ 

A. No, Sir, I do not. 

Commissioner Hooker: Stand aside. 
You may be excused. 

Witness Stood Aside. 

page 250 ~ Mr. Riely: That's our case, if your Honors 
please. 

Mr. Staples: I call Mr. Brown to the stand. 
Your Honors, I would like at this point to note for the rec

ord that we received two hundred ninety-three letters re-
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garding this matter. There are two hundred ninety-three 
persons objecting to the rates. The service complaints that 
were included in some of these letters have been extracted by 
the Engineering Division and will be investigated separately. 
Mr. Addison will pass those to the :file. 

Commissioner Hooker: They will be passed to the :file. 
Mr. Kellam: If it please the Commission, of course, we 

object to them. That has nothing to do with the rates. They 
just don't want to pay any more money. 

Commissioner Hooker: We understand. We are just pass
ing them to the :file. They are not evidence. 

JAMES H. BROWN, a witness introduced on behalf of the 
Commonwealth, being :first duly sworn, testified as follows: 

DIRECT EXAMINATION 

By Mr. Staples: 
Q. Will you state your name. 

page 251 ~ A. My name is James H. Brown. 
Q. By whom are you employed 1 

A. I am employed by the State Corporation Commission. 
Q. In what capacity, Mr. Brown 1 
A. I am Chief Accountant. 
Q. Have you reviewed the application, testimony and ex

hibits prepared by Princess Anne Utilities 1 
A. Yes, I have. 
Q. Have you reviewed the testimony and exhibits sub

mitted by Mr. Riely on behalf of his clients 1 
A. Yes, I have. 
Q. Have you or members of the staff of the Accounting 

Division under your direction or supervision made an ex
amination of the books and records of Princess Anne Utili
ties Corporation in connection with this rate case1 

A. Yes. This matter has been active for some time. In 
June of 1968, Mr. Edward M. Vassar, a public utility ac
countant of the Accounting Division of the Commission, spent 
about three weeks at the Company's offices in Virginia Beach 
analyzing the books and records for the purpose of determin-

ing the net cost of plant to the utility company as 
page 252 ~ at August 31, 1967. Since that time, Mr. Vassar 

and other accountants have made several trips 
back to the Company's offices to obtain additional informa
tion. For example, the cost of additions made to the utility 
plant from August 31, 1967, to August 31, 1968, were deter
mined in subsequent audits. 
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This Company, I think it has been indicated already, keeps 
its books on a fiscal year basis ending August 31. 

Q. In addition to the determination of plant costs, has the 
staff reviewed the operating and maintenance expenses of the 
Company? 

A. Yes, and also they have prepared a projection of 
operating costs in order to show the pro f orma effect of 
abandoning the treatment plant upon the connection with 
Hampton Roads Sanitation District. 

Q. Have you made a projection of operating revenues at 
the present and proposed rates? 

A. Yes. 
Q. As a result of the investigation made by the Accounting 

Division of the Commission, have you prepared financial and 
other statements for filing in this proceeding as 

page 253 r staff exhibits? 
A. Yes, four statements have been prepared, 

and for convenience, have been assembled in report form, and 
I would like to file these at this time. 

Mr. Staples: If your Honor, please, Exhibit No. 3. 
Commissioner Hooker: It will be received as Exhibit No. 

3. 
Mr. Riely: May I have one. 

Mr. Staples: 
Q. Please refer to the first statement of your exhibit

Statement A-and explain it. 
A. This statement, Statement A, shows the balance sheets 

filed by the Company with the Commission as of August 31, 
1967, and at August 31, 1968. The first double column on the 
lefthand side of the sheet shows the assets and liabilities as 
of August 31, 1967, as filed with the Commission by the Com
pany on December 7, 1967. It shows that total utility plant 
amounted to eight hundred seventy-one thousand one hun
dred eighty-one dollars as of August 31, 1967. 

The second double column shows the amount included in the 
1968 report, which was filed on February 3, 1969, 

page 254 r for the fiscal year 1967 as a comparison with 
1968 figures to be two million nine hundred 

seventy-seven thousand one hundred seventeen dollars or 
two million one hundred six thousand dollars more than was 
reported to the Commission in 1967. This change is shown 
in the fifth column, that is the difference between what was 
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shown in the 1967 report and what was shown in the 1968 
report for 1967. 

Q. To clarify that, that is a presentation of a report on 
the same figures for the same date~ 

A. Yes, Sir. 
Q. The last double column shows the amount of utility 

plant reported in the 1968 report, which is as of August 31, 
1968, in the amount of three million three hundred thirty
nine thousand eight hundred eighty-six dollars. When the 
Commission accountants visited the Company in the middle 
of February, 1969, the amounts shown on Statement A as 
of August 31, 1968, had not been entered on the books of the 
Company. Our accountants were told, however, that the ad
justing entries would be made. The books actually indicated a 
negative balance of about one hundred twenty-one thousand 
dollars as of August 31, 1968. 

I don't know whether these figures as reported to the Com
mission have actually been entered on the Com

page 255 r pany's books as of this date or not. 
Q. Mr. Brown, has there been an explanation 

for the two million one hundred six thousand dollars, why it 
was reported at the end of August 31, 1967, differently~ I 
know it appears as though it is netted out by the contribu
tions at the bottom. 

A. Well, the difference of two million one zero six is simply 
the difference between what was reported to the Commission 
last year and what the situation was for last year at the 
end of the 1968 report. No explanation is given in the re
port itself, but the figures, as reported in the 1968 report, 
appear to be the figures indulged by Mr. Chewning and 
represent-

Q. Results of evaluation. 
A. -replacement cost based on evaluation. 
Q. Will you turn to the next statement, please-Statement 

B-and summarize that please for the Commission. 
A. Yes. This is a statement of cost of plant to the utility, 

based on the staff's examinaticon of the records; beginning 
with the first column and going across the page, the first 
column represents what is reflected by the books as of Aug-

ust 31, 1967. The actual investment in land was 
page 256 r shown on the books in the amount of sixteen 

thousand sixty-four dollars. The treatment plant 
was shown as the negative balance eight thousand two 
hundred fourteen dollars. The books showed an investment in 
machinery and equipment in the amount of forty-four thou-
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sand five hundred seventy-nine dollars, and the total utility 
plant amounted to fifty-two thousand four hundred twenty
eight dollars and depreciation reserve amounted to forty
seven thousand two hundred ninety-one dollars. The net cost 
or investment according to the books amounted to five thou
sand one hundred thirty-seven dollars. 

The second column shows what was reported to the Com
mission in the annual report filed by the Company for 1967. 
It will be noted that the net cost per books, and as reported 
to the Commission-that is, five thousand one hundred 
thirty-seven dollars as shown on the bottom line-is the 
same in both columns. But in the report to the Commission, 
some of the figures are restated. Total utility plant is shown 
as eight hundred seventy-one thousand one hundred eighty
one dollars. From this is deducted contributions and 
depreciation aggregating eight hundred sixty-six thousand, 
leaving the net cost the same as shown by the books of five 

thousand dollars. 
page 257 r Q. Will you please continue. 

A. Our accountants made a detailed examina
tion of the records last June for the purpose of determining 
plant costs. The third column shows the costs that were de
termined as a result of this study. It will be noted that 
plant costs were classified by separate plant accounts. Also, 
it will be noted that the staff determined the cost of total 
plant to be eight hundred ninety-three thousand five hundred 
eighty-one dollars, as compared with the reported amount of 
eight hundred seventy-one thousand one eighty-one. How
ever, adjustments were made in contributions so that this 
amount was increased to eight hundred seventy-four thou
sand six hundred fifty-two dollars, as compared with the 
reported amount of eight hundred eighteen thousand seven 
fifty-two. 

The next two columns, I think, are self-explanatory. The 
fourth column shows that plant additions were made during 
the 1967-1968 fiscal vear in the amount of two hundred fifteen 
thousand four hundred seventy-two dollars, and contribu
tions were received in the amount of a hundred thirteen 
thousand two hundred fifty dollars. Column five is simply 

the total ·of column three and column four; that 
page 258 r is, it brings the cost of plant as determined by 

the staff up through August 31, 1968. 
I might point out here, I think, that the term "cost" as 

used in this statement and as used in the Uniform System 
of Accounts means original cost, and that term is defined as 
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"the cost to the person devoting it to public service." I think 
there has been quite a bit of misunderstanding as to what 
those terms mean. 

We show that total utility plant amounted to one million 
one hundred nine thousand zero :fifty-four dollars at the 
end of August, 1968. We show that contributions amounted 
to eight hundred ninety-seven thousand nine hundred and-

Q. Nine hundred eighty-seven thousand~ 
A. Nine hundred eighty-seven thousand nine hundred two 

dollars and depreciation amounted to one hundred seventy
:five thousand six hundred :fifty-seven dollars, resulting in a 
net cost of seventy-three thousand eight hundred si,"ty dol
lars; that is, the net cost to the utility. 

Q. Have you projected the effect of abandonment of the 
treatment plant facilities~ 

A. Yes, I have shown this in the sixth column, and there 
I have assumed that both the land and the treat

page 259 r ment plant facilities would be written off. I'm 
not too certain about the land. I have reduced 

the total utility plant by writing off the treatment facilities. 
After that is done, the plant would amount to SL"'C hundred 
ninety-eight thousand :fifty_,one dollars; and in order to write 
that off, I reduced the contributions by the amount of the plant 
so that we arrive at the same net cost in the :final column; 
namely, seventy-three thousand eight hundred sixty dollars. 

Commissioner Hooker: The Commission will recess until 
nine o'clock tomorrow morning. 

page 260 r 

\ 

April 1, 1969 

9:00 A. M. 

The Commission resumes the hearing in Case No. 18661. 

Commissioner Hooker: All right, Mr. Brown. 

DIRECT EXAMINATION 

By Mr. Staples: 
Q. I think we stopped on page :five of our exchange of 

questions. I had just asked you if you projected the effect 
of abandonment of the treatment plant facilities. We were 
dealing with Exhibit No. B. 

A. Yes. This is shown in the sixth column, headed 
abandonment of treatment facilities. There I have taken 
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out, or retired, or credited the clients with the proposed 
abandonment 1of the treatment facilities in the amount of 
four hundred eleven thousand dollars. In the last column 
which shows the amount of utility investment proposed after 
abandonment of the treatment plant in the total amount of 
six hundred ninety-eight thousand fifty-one dollars, from that 
proposed plant figure, of course, is deducted the contribu-

tions and the accumulated depreciation, so that 
page 261 r I arrive at a net cost to the utility of seventy

three thousand eight hundred sixty dollars as of 
August 31, 1968. 

Q. It is very difficult for you to compare this with the 
Applicant's figures in this area~ 

A. Yes. I guess we are miles apart. In our total dollars 
with Mr. Chewning's exhibit-

Q. Which is not now a part of the evidence-
A. -his proposed exhibit shows a net replacement value-

Mr. Riely: If it please the Commission,-
Commissioner Hooker: We don't want that in the re0ord. 
Mr. Riely :-that exhibit has been excluded-
Commissioner Hooker: Yes, it has been excluded. 
Mr. Riely :-I would trust that it would not be any dis

cussion of it. 
Chairman Catterall: We just don't like the sound of the 

word replacement in any of our utility cases. 
A. Okay, Sir. 

Mr. Staples: 
Q. Let's turn now, Mr. Brown, is there anything that you 

can offer the Commission further on this point 
page 262 r before we turn to another exhibit, expenses~ 

A. Well, I think the only thing that I might 
add to the figure that I finally came up with here is that 
as an accountant these are the dollars that-

Q. 'l,he seventy-three thousand dollars~ 
A. Yes, as well as the gross dollars of the plant are the 

dollars that are attainable and supportable from the books 
and invoices of the Company. Now any other values that 
may be, or costs that may be considered to be a rate base 
must, it would seem to me, represent investment made by 
people other than the utility company. I think that is about 
all. 

Q. The Statement C, the statement of expenses
A. Yes. 
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Q. Do you make a projection of expenses after connection 
with Hampton Roads and will you comment on this, please~ 

A. Yes, this Statement shows a breakdown of expenses 
for the fiscal year ended August 31, 1968. The first column 
reflects the book figures before the Company's auditors clos
ing adjustments, which is shown in column two. The third 

column shows amounts as reported to the Com
page 263 ~ mission in the annual report filed by the Com-

pany. In the next column, it's simply the dif
ference between the expenses as reported to the Commission 
and expenses as shown in the Company's exhibit in this pro
ceeding, which is column five. Most of the decreases in column 
four represent costs which were eliminated by the Company 
on a pro forma basis in order to project what the expenses 
would be after abandonment of the treatment plant and ex
penses related thereto. 

Q. Have you reviewed the expenses in column five, which 
as you have said is the projected operating costs furnished 
by the utility company in this proceeding~ 

A. Yes, these expenses in column five are those claimed by 
the Company in this proceeding in its exhibits, and I have 
reviewed them and made certain adjustments. 

Q. Would you summarize, please~ 
A. Each of these expense categories has been analyzed by 

the staff. Those costs shown in column three and those Com
pany adjustments, which are eliminating adjustments shown 
in column four, which appear to be acceptable from an ac
counting standpoint, were used by the staff. Based on analy-

sis, other adjustments were also made resulting 
page 264 ~ in projected expenses per staff as shown in the 

last column. The column headed "SCC Staff Ad
justments" simply represents the differences in the several 
categories between the Company exhibits, which is shown 
here in column five, and the SCC Staff final figures, shown 
in column seven. 

Q. Have you attempted to determine any estimate of ex
penses on the premise of an efficiently operated sewer utility 
or to estimate the number of employees and their proper 
compensation in order to provide for operating and main
taining the system~ 

A. No, I don't think I would be qualified to do that, Mr. 
Staples. Actually, the total expenses projected by the staff 
on this exhibit in the last column in the amount of a hundred 
fifty thousand two hundred eight dollars is only slightly 
less than the operating expenses claimed by the Company in 
the amount of one hundred fifty-six thousand zero ninety-
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seven dollars. That's shown in column five and is obtained by 
taking the total amount claimed by the Company in the 
amount of two hundred thirty-two thousand four hundred 
twenty-eight dollars and eliminating the depreciation of 
seventy-six. When you do that, you arrive at a total expenses 
claimed by the Company of a hundred fifty-six thousand and 

the expenses determined by the staff as being 
page 265 r appropriate here on a projected basis is a hun

dred fifty thousand. 
Q. Will you comment on a few of the differences between 

the Company's figures in column five and your figures in 
column seven. 

A. Yes, the biggest difference, of course, is the item of 
depreciation. The Company claimed seventy-si.-x: thousand 
three hundred thirty-one dollars for depreciation. I did not 
include this because there was no depreciation booked and 
there's no depreciation claimed by the Company for Federal 
Income tax purposes. Moreover, as shown on my Statement 
B, there is only net cost of seventy-three thousand eight 
hundred sixty dollars remaining at August 31, 1968; and 
one possibility here, I think, would be that this seventy-three 
thousand eight hundred sixty dollars of net cost to the utility 
based on our exhibits perhaps could be amortized over a ten
year period in lieu of depreciation. 

Q. What did you allow for cost of fuel and powed 
A. On this item, I allowed six hundred ninety-three dollars 

more than was estimated by the Company. What we did was 
simply to deduct from the total costs of seventeen 

page 266 r thousand nine hundred twenty-one dollars, the 
twelve monthly bills for power applicable to the 

treatment plant or six thousand five ninety-two and arrived 
at a figure .of eleven thousand three hundred twenty-nine 
dollars. 

Q. What about maintenance and repairs? 
A. Here again, I have allowed eleven hundred fifty-five 

dollars more than the Company's claimed amount. The total 
reported costs were thirty-nine thousand two hundred 
ninety-eight dollars. From this figure, we deducted four 
thousand nine hundred fifty-five dollars which represented the 
charges or accruals applicable to prior years of operation; 
and, in addition, by detailed analysis, certain items that could 
be identified as being applicable to the treatment plant were 
deducted. These amounted to ten hundred thirty dollars. Sub
tracting both adjustments from the total figure of thirty-nine 
thousand two ninety-eight, we arrived at a figure of thirty
three thousand three hundred thirteen dollars, as compared 
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with the Company's figure of thirty-two thousand one fifty
seven. 

Q. Would you go on to the next item, please~ 
A. Mr. Sherman included in his testimony twenty-nine 

thousand seven hundred sixty-two dollars for col
page 267 ~ lection agency fees, and you will see that figure, 

Mr. Staples, about half way down in column five. 
The present costs are based on ten per cent of annual 
revenues. Mr. Sherman assumed that the current annual 
rate of collection agency fees, twenty-four thousand eight 
hundred two dollars, would be increased by twenty per cent, 
or four thousand nine hundred sixty dollars, which he added 
to arrive at a total of twenty-nine thousand seven hundred 
sixty-two dollars. I have arrived at a figure of twenty-six 
thousand eight hundred sixty dollars, which is based on a 
flat fee of a dollar and twenty-five cents per bill. The number 
of bills for the last quarter of 1968 was five thousand three 
hundred seventy-two, or twenty-one thousand four hundred 
eighty-eight bills per year. J.l!Iuliplying twenty-one thousand 
four hundred eighty-eight by a dollar and a quarter pro
duces twenty-six thousand eight hundred sixty dollars. This 
figure perhaps is somewhat on the high side, but it was the 
best that I could do with it in the way of making an estimate. 
It varies slightly from the figure obtained by Mr. Overman 
and slightly from the figure obtained by the Company, so I 
think within a couple of thousand dollars we are all in agree-

ment on that estimate. 
page 268 ~ Q. The next significant difference is real 

estate and license taxes; what did you allow for 
these costs and how did you arrive at your estimate~ 

A. I have included one thousand six hundred eleven dol
lars for real estate taxes, and that is shown in the last 
column and very near to the bottom of the column. This 
amount represents taxes on land and pumping station sites, 
after eliminating taxes applicable to the sewer treatment 
facilities, in the amount of three hundred twelve dollars and 
seventy cents. I have also allowed the one half of one per 
cent license tax of Virginia Beach on the going level of 
revenues of two hundred sixty-one thousand dollars, or thir
teen hundred eight dollars. The sum of these allowances is 
one thousand six hundred eleven dollars and fifty cents. I 
have also allowed a hundred twelve dollars and eighty c~nts 
for personal property tax and eighty dollars for franchise 
taxes, or a total of a hundred ninety-two eighty, which is 
shown in the last column of this statement as a separate 
item. 
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Q. Mr. Brown, have you calculated the revenue require
ments which would include, of course, the operating costs 

shown on Statement C1 
page 269 r A. Yes, this is shown on Statement D, which 

is the last statement of the staff's. This state
ment shows revenues calculated at present rates and calcu
lated at an eight-dollar basic rate and also calculated at 
the proposed twenty-eight fifty rate. 

First, using the present rates, in the first column, a calcu
lation was made based on the actual number of customers 
billed during the last quarter of the fiscal year 1968. You 
will recall yesterday, there was quite a bit of discussion 
about average customers and so on. In preparing this esti
mate, I have used the actual number of customers the Com
pany had during the last quarter on the valid assumption 
without any increase of any kind, the Company projected 
twelve months ahead would obtain revenue from that number 
of customers and not on the average number of customers 
they made have had during the year. The actual revenue 
during the year was some two hundred forty-three thousand. 
I have projected a figure based on the present rates and 
based on the number of customers in the last quarter as 
being productive about two hundred sixty-one thousand dol
lars. 

Commissioner Hooker: Sixty-one1 
page 270 r A. Two hundred sixty-one thousand dollars, 

Judge Hooker, shown in the top figure there at 
the first column. 

During this quarter, there were four thousand seven hun
dred ninety-one residential customers, one hundred one com
mercial customers, and four hundred eighty apartments. The 
present twelve-dollar rate was applied to the four thousand 
seven hundred ninety-one residential users; the eight-dollar 
rate was applied to the apartments and the total quarterly 
billing was then annualized. To this figure, we added the 
actual billing made to the commercial users for the year. 
On a going level basis, the present rates would produce an
nual revenues of two hundred sixty-one thousand seven 
hundred fifty-nine dollars, as compared with the actual reve
nues of two hundred forty-three thousand five hundred 
ninety-one dollars, the difference representing growth during 
the year. 

Q. How was the annualized revenue shown on the first line 
of the second column determined? 
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A. Here again, the number of residential users billed dur
ing the last quarter of the 1968 fiscal year was used. An 

eight-dollar rate was then applied to four thou
page 271 r sand seven hundred ninety-one customers, which 

amounted to one hundred fifty-three thousand 
three hundred twelve dollars on an annual basis. Of the one 
hundred and one commercial customers, there were eleven for 
which we were not able to determine the water consumption 
from information that had been furnished to us; so the esti
mate for commercial is perhaps fourteen hundred dollars or so 
understated in this column. Under the Company's proposal, 
each commercial customer would be billed on the basis of a 
factor times a base rate, but not less than the base rate, 
the factor representing the ratio of each commercial custo
mer's water usage for the previous year to the average usage 
of residential users. 

For the apartment customer, we simply used the present 
eight-dollar rate. Under the Company's proposal, this rate 
would be two-thirds of the residential rate, so that the esti
mated revenue from this type of customer is perhaps some
what overstated. The total estimate of one hundred eighty 
thousand nine hundred forty-one dollars, however, in my 
opinion, is an acceptable figure for the purpose of this state
ment. 

In the last column, is the amount of revenue as 
page 272 r estimated by the Company which would be de-

rived from the proposed basic rate of twenty
eight dollars and fifty cents for residential, nineteen dollars 
for apartments, and a formula using a usage factor for the 
commercial customers. 

If these rates were applied to the number of customers 
billed in the last quarter ·On an annual basis instead of the 
average, as Mr. Larson testified to yesterday, the estimated 
revenue would be SL'( hundred forty thousand one hundred 
eighty-four dollars instead of six hundred twenty-eight thou
sand seven hundred twelve dollars. 

Q. Now, Mr. Brown, if you will go back to the first column 
and apply the expenses to the revenue requirements. 

A. Yes, under the caption "Revenue Requirements," the 
first item is operating expenses in the amount of one hundred 
fifty thousand two hundred eight dollars, which are detailed 
on Statement C and which I just explained. That figure you 
will notice carries right across the page under each of the 
rates. 

The next item is an annual allowance of seven thousand 
three hundred eighty-six dollars for a ten year amortization 
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of the net cost of plant to this utility which, 
page 273 ~ according to the Staff, amounts to seventy-three 

thousand eight hundred sixty dollars as of Au
gust 31, 1968. 

The next item is an allowance of five thousand dollars to 
spread the expenses the Company claims it has incurred of 
twenty-five thousand dollars in connection with this rate 
case. The Company proposes to spread the expense over a 
three-year period, and I have used a five-year period for 
the purpose on the assumption that rate cases don't occur 
or shouldn't occur too frequently. 

State Income taxes and Federal Income taxes are both 
computed figures, assuming the net taxable income subject 
to such taxes would be arrived at on the basis of the figures 
shown on this Statement. In other words, the taxable income 
subject to State Income tax would be in the first column
would be fifty-one thousand six hundred sixteen dollars plus 
a four thousand nine hundred fifty-eight dollars as shown 
for State Income tax plus forty-two thousand five ninety
one as shown for Federal taxes, or ninety-nine thousand 
one hundred sixty-five dollars would be the taxable income 
in that first column assuming all of the other figures are cor
rect, and that amount of taxable income would be subject to 

a five percent State Income tax. Sewer company, 
page 274 ~ it's not being assessed for any gross receipts 

tax as other utilities are required to pay a State 
Income tax. The ninety-nine thousand four hundred sixty
five dollars less the State Income taxes of four thousand 
nine fifty-eight would leave a taxable income for Federal 
Income tax purposes of ninety-four thousand two zero seven. 
The tax rate at the present time is forty-eight per cent 
plus ten per cent surcharge. Applying the normal tax rate 
of twenty-two per cent plus twenty-six per cent on the 
amount over twenty-five thousand dollars, Federal Income 
taxes would be thirty-eight thousand seven hundred nineteen 
dollars. To this, I added the ten per cent surcharge, or three 
thousand eight hundred seventy-two dollars, to arrive at a 
total Federal Income tax of forty-two thousand five hundred 
ninety-one dollars. 

The total of all these costs in the first column, taxes, is 
two hundred ten thousand one hundred forty-three dollars. 
In other words, this would indicate that the present rates, 
on a going level basis and on the presentation that I have 
made here, would produce fifty-one thousand six hundred 
sixteen dollars more than the required cost. 
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Q. Would you quickly cover the other two columns in the 
same manner 1 

page 275 r A. Yes, I can do that very quickly because the 
:figures carry across in the same manner. And 

at the eight-dollar rate, this statement would indicate that 
an eight-dollar rate would produce some thirteen thousand 
dollars more than the actual requirements; and in the last 
column it would show that the proposed twenty-eight :fifty 
rate would produce two hundred sixteen thousand one hun
dred :fifty-seven dollars more than the requirements, and this 
would be, of course, after the payment of a quarter of a mil
lion dollars Federal Income tax. 

Q. Is there any summary of these :figures that you would 
like to make, Mr. Brown, anything that you would like to 
add in light of the testimony that you heard yesterday1 

A. I don't think so -offhand-

Chairman Catterall: I wish you would clear up one mys
tery that was left by the testimony yesterday. It was shown 
that Mr. Aragona, Senior, gets twenty-eight thousand a year 
and does no work, and that Mr. Aragona, Junior, does all 
the work and gets nothing. Can you clear up that mystery¥ 

A. No, Sir, I cannot. 
page 276 r Commissioner Hooker: It is a father-son re

lationship, isn't iU 
Chairman Catterall: I guess that will remain a mystery. 

You didn't jot down on your work sheet the salaries actu
ally paid, did you 1 

A. No, Sir, I do not think so. 
Chairman Catterall: Well, we will leave that a mystery. 
Mr. Staples: I tender Mr. Brown for cross examination. 
Commissioner Hooker: Mr. Kellam. 

CROSS EXAMINATION 

By Mr. Kellam: 
Q. Mr. Brown, you heard or you saw the :figures that Mr. 

Sherman offered yesterday, and he showed that they were 
in debt some three hundred thousand dollars, did you not, 
that this utility was in debt some three hundred thousand 
dollars1 

Mr. Staples: Would you like to get that exhibit before 
you1 

A. Yes, I would. I do not recall that they were three 
hundred thousand dollars iii debt. 
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page 277 r Mr. Kellam: 
Q. All right, just for the time being, let's as

sume that for the question I am going to ask. Now suppose 
Mr. Aragona's uncle who realizes his dilemma and gives 
him a hundred thousand dollars or gives a hundred thou
sand dollars to this plant, how would you show that on the 
books of this Company1 

Note: Exhibit handed to witness. 

A. If he had a rich uncle who gave him-
Q. Yes, gave him a hundred thousand dollars or half .a 

million dollars to pay this debt off, how would you show it 
on the books of this Company1 

A. This would have to be shown, I would think, as a con-
tribution. 

Q. A contribution to what¥ 
A. In aid of construction. 
Q. It is already constructed, isn't it, the plant is com

pleted¥ They are trying to pay a debt off. 
A. Well, but I presumed the debt would have been incurred 

by building the plant. 
Q. No, the facts show that it was a loss, that the Company 

has lost this amount of money in its operation. 
page 278 r Now this Company has lost this amount of money 

in its operation and this money has been contri
buted by Mr. Aragona's wealthy uncle. Now, how would you 
set it up on the books 1 

A. Well, that is certainly a hypothetical thing. In the first 
place, the three hundred ten thousand dollar loss that you 
are talking about is pure fiction. 

Q. Let's assume for the time being it is correct. You say 
it is fiction, but Mr. Sherman says it is correct; but let's 
assume for this question that it is correct. 

A. Yes, Sir. 
Q. And this money has been given by the rich uncle to 

this utility. Now, how would you set it up on the books of 
this Company1 

A. Well, I think it would depend on the circumstances. If 
the rich uncle came to the rescue of his newphew who needed 
money in his business, the Corporation could issue him a 
stock certificate or issue him a note or some other evidence-

Q. Suppose they have not done any of that now. The money 
is just in that Company, the money is there, is actually in 

the Company. Now how would you set this up 
page 279 r on the books of the Company¥ 
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Mr. Staples: If the Commission please, is this 
helping the Commission~ We are assuming an entirely new 
utility. 

Mr. Kellam: It is going to help me. 
Chairman Catterall: I don't see how this is helping us 

at all. This hypothetical legal accounting question, there is 
no law in the Uniform System of Accounts, is it, for rich 
uncles~ 

A. Not in that way. Actually, we have no Uniform Sys
tem of Accounts as such for sewer companies. 

Commissioner Hooker: Mr. Brown answered it. Seems to 
me the only way he could; he could either take a note or 
issue him stock. 

Mr. Kellam: Well, what I want to know is-
Commissioner Hooker: If he won't take either or if he 

wants to give it to him without either, why he has a right 
to do it. 

Mr. Kellam: What I want to know is how he would set it 
up on the books of this Company. He is coming to you now. 

We are here for an increase in our rates, and 
page 280 r this money is in this Company and I want to 

know how he would show it on the books of the 
Company. 

Chairman Catterall: He answered that. He said he couldn't 
possibly show it on the books of the Company. 

Mr. Kellam: 
Q. Oh, do you mean you would ignore the money that is 

in there~ 
A. No, no, if somebody-if I had a company and somebody 

came and gave me a hundred thousand dollars to put in the 
company, I would be bound to record that on the books. 

Q. All right, now, what would you show it as~ 
A. And the recordation on the books would take place in 

this manner: under a double entry of bookkeeping, we don't 
want to get into that, you would debit or increase the amount 
of cash that you had because you had received the cash. 

Q. All right. 
A. You would have to record at the same time an offsetting 

credit or liability. 
Q. What is the liability for~ You don't owe it. He gave it. 

A. Well, then, it would be a credit on the bal
page 281 r ance sheet. 

Q. Mr. Brown, wouldn't it be a contribution 
to capital~ Wouldn't you set it up as a contribution to capi
taH 
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A. Well, maybe, you could, Mr. Kellam
Q. Well, wouldn't that be the proper way? 
A. No, I don't think it would be the proper way. 
Q. All right, Sir, what would be the proper way? That is 

what I am trying to find out. 
A. Well, this would be-you see the reason I have difficulty 

with this sort of question, this would be most unusual; that 
is, the usual situation for a company is the recipient of a 
cash donation or amount like that would be that that some 
stockholder, some owner would have made a contribution to 
the Company. 

Q. Mr. Brown, you won't face the question. That is not 
what happened. This money has been given to the Company, 
and it is in there; and I want to know how you would show 
it on the Company's books. 

A. Well, Mr. Kellam, I guess the only way I can answer 
that-I couldn't agree that it would be a capital item, unless 
the contributor were a stockholder. 

Q. What would you do with it then? How would you show 
it? 

page 282 ~ A. Well, it would be recorded as a contribution 
in aid of construction. 

Q. They are not constructing anything, the plant is com-
pleted. 

Mr. Staples: If the Commission please,

A. That is the only way I can answer that. 

Mr. Staples: I don't want to frustrate the counsel's line 
of questioning, but I don't think we can go into an elementary 
accounting lesson this morning. 

Mr. Kellam: Well, Gentlemen, that is the real issue. That 
is the very crux of this case right now, and it is obvious 
that he will not answer the question because if he answers 
it and answers it according to proper accounting practices, 
he has got to show that it is a contribution to capital. There 
isn't any other way to do it. 

Mr. Staples: Proper accounting practices are yet to be 
determined, your Honor. 

Mr. Kellam: 
Q. All right, let me-

Chairman Ca tterall : Well, you would typewrite in a foot
note and say, "This is so peculiar that we have left it out 
altogether." 
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page 283 r Mr. Kellam: 
Q. Now suppose it was done this way. Sup

pose instead of Mr. Aragona's uncle giving it to the Com
pany, he gave it to Mr. Aragona; and Mr. Aragona put it 
into the Company. How would you show iU 

A. Well there, it wouldn't make any difference how Mr. 
Aragona got the money, whether he got it from a rich uncle 
or whether he got it in some other manner. But if Mr. 
Aragona-

Chairman Catterall: But he is not a stockholder, re-
member. 

A. Well, Mr. Aragona is a stockholder. 
Chairman Catterall: He is talking about the son. 
Mr. Kellam: No, I am talking about the owner. 
Chairman Ca tterall: You mean the old man? 
Mr. Kellam: Yes, Sir. 
Chairman Catterall: This is a great uncle then, isn't it? 
A. If the owner and sole stockholder or one of the stock

holders puts money in the Company for which he desires to 
receive no additional stock, then that should be recorded as 

donated capital. 

page 284 ~ Q. Yes, that is right. 
A. Yes, Sir. 

Q. Now you distinguished between the difference-you 
make the distinction between the fact that in one instance it 
went directly from uncle though it was done for the benefit 
of his newphew, and the other instance, when he gave it to 
the nephew and the nephew put it in, you make a distinction 
there. 

A. Well, accounting-the whole purpose of accounting is to 
record the facts, and the facts that you have given me are 
different. I tried to answer both sets of facts. 

Q. All right, Sir. All right, Sir. Now, may I ask you one 
more question. Hypothetically, suppose Mr.-this plant has 
been appraised at some three million dollars and suppose 
Mr. Aragona found a charitable organization that he could 
give this utility to. For tax purposes, he would get a com
plete tax deduction for the full amount of it, wouldn't he? 
All of this what you say that he is not entitled to he would 
get a deduction for it tax-wise, wouldn't he1 

A. Subject to whatever limitations that may 
page 285 r be in the tax law, Mr. Kellam-

Q. Yes. 
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A. -but I agree that normally the Internal Revenue Ser
vice will allow as a deduction the value of any charitable 
gift that you might wish to give. 

Q. Yes, and the wouldn't distinguish between the fact that 
it was contributions in aid of capital, would they1 

A. No, Sir. 
Q. Now, coming back to your accounting the :figures which 

you have offered here, from what source did you get them~ 
A. They were obtained from the records of the Company 

and from invoices that Mr. Vassar was able to review and 
analyzed at the Company's office. 

Q. Now, did you put in your figures here, any items which 
you were not able to verify from the books or from invoices 1 

A. No, Sir. 
Q. And did you put them in at what the invoices showed 

them to be or what the books showed them to be1 
A. Well, they were put in at what the invoices 

page 286 ~ showed. 
Q. I see, put in at what the invoices showed 

them to be. 
A. That is the reason we have got a little higher :figure 

than the books. 
Q. Well, now, what about these items that were put in there 

that were built by other people 1 
A. Oh, I see your point, Mr. Kellam. I think the answer 

to all of these sort of questions now can be made by anticipat
ing some of your other questions. The situation here is, I 
think, that Aragona Enterprises, one of Mr. Aragona's de
velopment companies, as well as non-related development com
panies undoubtedly have expended monies and put in the 
sewer lines to serve the customers and undoubtedly that is 
so; and secondly, that represents monies expended by them in 
putting these facilities in. All I am saying is that people 
other than the utility corporation made these expenditures, 
and these expenditures are not on the books of the corpora
tion but on the books of the developer's. 

Q. Now, Mr. Brown-
A. I did not have excess to all of the developer's books. 

Q. Let me stop you right there when you say 
page 287 ~ they were not on the books. They were on the 

books for the year 1968, were they not 1 
A. Not at the time our man was there, Mr. Kellam. 
Q. Well, when was your man there for 19681 
A. Well, he went down the last time about the middle of 

February, and at that time these-
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Commissioner Hooker: February, 1969 ~ 
A. 1969. These amounts that you have submitted here were 

not on the books at that time, so he advised me. 

Q. I see, and so the figures you-let me digress just a 
minute. The figures that you were talking about for the con
struction that was done by others than the utility itselfr 
you don't even consider those~ 

A. No, Sir. No, I am dealing with the Princess Anne 
Utilities and not with some development. 

Q. I see. Now I want to read you a statement here out of 
Mr. Sherman's testimony. 

Mr. Riely: What page please, Mr. Kellam~ 
Mr. Kellam: I think it is on page thirty-six I believe it 

is. 
page 288 ~ A. Mr. Sherman

Mr. Kellam: Yes, Sir. 

Q. I believe, Mr. Brown, you said you could not reconcile 
your figures with Mr. Sherman. You could not reconcile the 
two. 

A. That is correct, Sir. I have no idea how much money 
these developers may have spent. 

Q. I am reading from page thirty-six, and here is what 
he says: and this has to do with his audit: 

"Our examination was conducted in accordance with gen
erally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 

"The Board of Directors," excuse me, I'm sorry. 
A. I haven't found that yet. 
Q. That is on page thirty-six. 

Mr. Lawler: On page thirty-six. 

A. You are reading from the letter. 

Mr. Kellam: 
Q. Yes, Sir. Do you have it now~ 

A. Yes. 
page 289 r Q. "The Board of Directors, through corpo-

rate resolution, have instructed that the books 
and records of the Corporation be corrected to reflect the 
unrecorded cost of construction of contributed facilities, in 
accordance with generally accepted accounting principles pre
scribed by the National Association of Railroad and Utilities 
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Commissioners; and that depreciation rates be adjusted to 
those prescribed in an engineering valuation report, com
puted on a straight line basis." 

Now if you take that into consideration and you heard 
Mr. Sherman testify here yesterday, did you noH 

A. Yes. 
Q. And you heard him say that originally up until this, 

that the books were kept for income tax purposes only, you 
understood thaU 

A. Yes. 
Q. Now, with this explanation, does that not explain to you 

why there is a difference between what you found on the 
books and what Mr. Sherman reported to the Commission~ 

A. Oh, yes, I know what the difference is. 
Q. Yes, I see. Now are you familiar with this 

page 290 r book that is called "The Uniform System of Ac-
counting for Class A and B Water Utilities"~ 

A. Yes, Sir. 
Q. As a matter of fact, you use it, don't you~ 
A. Yes, Sir, I helped to write it. 
Q. Yes, I thought that you were familiar with it. 

Commissioner Hooker: As a matter of fact, you wrote 
most of it, didn't you~ 

A. Well, I was on the committee that
Commissioner Hooker: I am familiar with it. 
Chairman Catterall: Every committee has one man who 

does all the work. 

Mr. Kellam: 
Q. I want to read you from this book-

Commissioner Hooker: He was Chairman of the committee. 

Mr. Kellam: 
Q. I am sure you will agree with it, since you say you 

wrote it. This is on page ten, paragraph D. 

"Utility plant contributed to the utility or con
page 291 r structed by it from contributions to it of cash 

or its equivalent shall be charged to the utility 
plant accounts at cost of construction, estimated if not known. 
There shall be credited to the accounts for accumulated de
preciation and amortization the estimated amount of depre
ciation and amortization applicable to the property at the 
time of its contribution to the utility. The difference between 
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the amounts included in the utility plant accounts and the 
accumulated depreciation and amortization shall be credited 
to account 271, Contributions in Aid of Construction." 

Now, you agree with that, don't you1 

Mr. Staples: Would you like to look at that before you 
answer the question? 

A. No, I am familiar with it. 
Mr. Kellam: All right, now, I want to call your attention 

to-this is all good accounting practice, isn't it 1 
A. Yes, Sir, I hope so. 

Q. All right, I want to read you item eleven 
page 292 ~ on the definitions on page two of this book and 

see if you agree with this, and I am sure you do. 

"'Depreciation,' as applied to depreciable utility plant, 
means the loss in service value not restored by current main
tenance, incurred in connection with the consumption or pro
spective retirement of utility plant in the course of service 
from causes which are known to be in current operation and 
against which the utility is not protected by insurance. 
Among the causes to be given consideration are wear and 
tear, decay, action of the elements, inadequacy, obsolescence, 
changes in the art, changes in demand and requirements of 
public authorities." 

And you agree with that 1 
A. Yes, Sir. 
Q. Do you not~ 
A. Yes, Sir. 
Q. All right, Sir. 

Chairman Catterall: Do you agree with everything in 
that pamphlet¥ 

A. I think so, Judge Catterall. 
page 293 ~ Chairman Catterall: Well, that answers all the 

questions. 
Mr. Staples: That is, in the proper context. 
A. Yes, in the proper context. 

Mr. Kellam: 
Q. Now, on page three I am reading to you item twenty

six. 
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"Service value" means the difference between the original 
cost and the net salvage value of the utility plant. 

A. Yes. 
Q. You agree with that, do you not1 
A. Yes. 
Q. Now, I believe you say that you consider that these 

are all good accounting practices 1 
A. Yes. 
Q. And is it not true that Mr. Sherman in his revised 

statement, the one that he gave to the Commission yesterday, 
has followed these principals of accounting1 

A. I do not think so, Mr. Kellam. 
Q. Now, would you tell us in what measure he has failed 

to follow those principals of accounting1 
page 294 ( A. Well, I think the place where he has not 

followed the principals is that the values which 
he has placed on this property, based on the testimony as I 
read it examined here, is said to be replacement cost. 

Q. No, no, Mr. Sherman didn't say that. Mr. Sherman 
said he put actual value. Mr. Chewning said he had re
placement cost. Mr. Sherman said that he used actual values. 

Mr. Staples: How were actual values determined 1 
A. But I think the figures are the same, are they noU 

Mr. Kellam: 
Q. No. 
A. They're not 1 
Q. No, Sir. So you would agree that if he has used that 

method, that it is proper, would you noU 
A. Well, if he has. 
Q. Yes, if he has used that method, that is proper. 
A. Yes. 
Q. Now, in some of the figures which you have used here, 

you have estimated, have you noU 
page 295 ( A. Right. 

Q. And your estimates are what you consider, 
under the circumstances, to be proper from your experience, 
and so Mr. Sherman, who has been the accountant for the 
company for some length of time and who is very familiar 
with the records, has also made estimates 1 

A. Well, when you say that I made estimates, I am not so 
sure that I made estimates in the sense that Mr. Sherman 
has. 

Q. Well, let's look at your Statement C here, and let's look 
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at some of the items that vou have changed. Under State
ment C yo~1 have deducted from the fuel and power, an item 
six hundred ninety-three dollars and eighty-seven cents, have 
you not? 

A. No, I have added-I have increased it. 
Q. Oh, I beg your pardon. You did in that one, yes. In 

the following one then, here in the depreciation, you deducted 
the item seventy-six thousand three hundred thirty-one dol
lars and twenty cents~ 

A. Yes. 
Q. And you deducted that because that had been taken as 

depreciation~ 
page 296 ~- A. Well, I did not deduct it because it had 
· been taken as depreciation. I deducted it be
cause there wa:s no depreciation recorded on the books of 
the company and there was no depreciation taken by the 
company for Federal tax purposes. 

Q. All right, Sir. Now, let's say that is true, when you 
make estimates of these things, you recognize there is de
preciation because you have just said so here, don't you 1 
You cannot ignore that factor. That is a factor that has to 
be reckoned with, is it not? 

A. There would be depreciation, of course, on estimated 
original cost, yes. 

Q. Yes. And so you recognize that there must be deprecia
tion considered in this operation, do you not? 

A. Well, I am not going to say yes to that, Mr. Kellam, 
because I think we are dealing here with a-I mean-I 
wouldn't mind saying yes normally, but we are dealing here 
with a very unusual situation. The facts are that the de
velopers who have put in this property or who have paid 
for it and I cannot prove this, of course. I would think 
that your own tax accountant would know that. They have 

recovered these cost and therefore, the company 
page 297 ~ cannot recover them again and that is the 

reason that Internal Revenue Service won't per
mit depreciation to be taken. 

Q. Excuse me. You cannot recover depreciation and you 
cannot take it until you have it, can you 1 So they couldn't 
take depreciation that they have not had-let me give you an 
example, Mr. Brown, of what I am talking about. You are 
familiar with sewer lines, I know, and you recognize that one 
of the greatest difficulties in sewer lines is hydrogen sulfide 
gas, isn't it~ 

A. I am not at all familiar with that, Sir. 
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Q. Well, isn't it true that hydrogen sulfide gas can eat 
up a whole line in a matter of a few years 1 

A. I wouldn't have the slightest idea, Mr. Kellam. 
Q. Well, if that is correct, and let's assume for the minute 

that it is correct, if that is correct and a whole line has 
been eaten up with this hydrogen sulfide gas, it would have 
to be-

Mr. Staples: If the Commission please, Mr. Brown has got 
to take this assumption 1 

Mr. Kellam: I am asking him to take this as
page 298 r sumption. 

Mr. Staples: He said he doesn't know. 
Commissioner Hooker: What value is it to this Commission 

if it is assumption 1 
Mr. Kellam: I think we can show-
Commissioner Hooker: We don't decide cases on assump

tions and-
Mr. Kellam: It does happen and I think we can show that 

it does happen and anyone who is familiar with sewer opera
tions knows that it happens, but I want to illustrate here the 
point of depreciation. 

Mr. Staples: This witness is not the proper vehicle, your 
Honor. 

Commissioner Hooker: He said he didn't know. I don't see 
how he could illustrate it. 

Mr. Kellam: All right, Sir. 

Q. Well, just for the purpose of my question, we'll assume 
that that is correct. How would you replace-

Mr. Staples: I renew my objection, your Honor. 
Mr. Kellam: How would you replace-
Commissioner Hooker: It looks like to me, Mr. Kellam, 

that we are just wasting time because that certainly cannot 
help the Commission decide the case-

page 299 r Mr. Kellam: Your Honor, if you will bear with 
me-

Commissioner Hooker :-by asking assumed questions for 
assumed answers-what good does that do the Commission 1 

Mr. Kellam: Your Honor, the answer is not going to be 
assumed. I am going to tie it in, if you will be patient with 
me I can show the point that I am trying to make. 

Chairman Catterall. The great trouble ~s-
Mr. Riely: I would like to join in the objection made by 

Mr. Staples. 
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Chairman Catterall: The great trouble is, Mr. Kellam, is 
that these are all arguments about accounting. It is l.ike 
arguing law with a lawyer on the stand, and accountmg 
with an accountant, and all of these assumptions and what 
not are purely argumentative and there is no question about 
the facts that have been testified hereto, and you are just 
arguing with him about accounting. Now, it seems to me that 
that doesn't help us in the slightest, to hear you argue with 

Mr. Brown. 
page 300 r Mr. Kellam: Your Honor won't let me finish my 

question. If you will let me-I am going to tie it 
in and it does show and I want to show the fallacy of not 
allowing depreciation. 

Commissioner Hooker: Well, if you are going to tie it in, 
do it.You don't have to ask so many questions, tying it in. 

Mr. Kellam: All right, Sir. 

Q. Now, if that had happened and you had no deprecia
tion, out of what fund would this company replace that line? 

A. Well, Mr. Kellam, I think I can answer that very easily. 
Depreciation, many years ago, was predicated on the theory 
of replacement. That is what it was for-renewals-and they 
used to call it renewals and replacement, but that is not the 
concept of depreciation today and what would happen if this 
company had to replace a section of sewer main today-

Q. Yes. 
A. -that has been corroded or eaten away in some way, 

would be that if the company did not have a developer who 
did this and gave it to the company as has been 

page 301 r the case in most of this property and the com-
pany had to pay for this replacement itself, it 

would have to go out and borrow money or sell stock, or 
raise capital in some manner and put this line in. Now, 
if it did that, that would increase its rate base and then 
it would be entitled to earn, of course, on the investment in 
this new line. That is the best answer I can give. 

Q. Well, now, you are of course assuming that the company 
is in a position that it can borrow money. 

Commissioner Hooker: Now, you are the one that has been 
assuming. The question was an assumption. 

Mr. Kellam: No, Sir, but he is saying that they would 
borrow money-you have got to assume- . 

Commissioner Hooker : Well, assume they did borrow money 

A. Well, Mr. Kellam-
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Q. You have got to assume that they are capable of bor-
rowing money. . . . . 

A. Mr. Kellam, I would like to pomt out that no utility m 
the whole world that I would know about would maintain 

cash reserves equivalent to the depreciation. I 
page 302 r mean there isn't any cash readily available to any 

utility for replacement. 
Q. All right, Sir. Now, you have in your page here, you 

have deducted some twenty-nine hundred dollars for collec
tion fees. 

A. Well, I haven't really deducted it, Mr. Kellam. I tried to 
explain that what we did there was simply to take the number 
of bills and we arbitrarily made an allowance of one dollar 
and a quarter and the difference between what we got and 
what the company had happens to be twenty-nine hundred 
dollars, and you can call it deduction if you like. 

Q. Yes. And of course that is purely an assumption on 
your part~ 

A. Right, Sir. Yes, I have so testified. 
Q. And you have not communicated with the man who is 

making these collections to see whether he will make these 
collections on the basis which you have assumed~ 

A. That is correct. I would say that the assumption on the 
part of Mr. Sherman, I guess it was, who added twenty per 
cent, is purely an assumption also. 

Q. No, Mr. Sherman testified that he had talked to the man 
who was making the collection and that he said 

page 303 r that that is what he would charge. Now you 
disagree with that, though. You have not dis-

cussed it with him, is that righU 
A. Well, I have-

Mr. Staples: Subject to the review of the transcript
Commissioner Hooker: That is heresay he is talking about. 

It is just what somebody told him. 

A. I explained how I got my figure, Mr. Kellam. 
Q. All right, Sir, and then again, purely on an assumption, 

you have deducted four hundred twenty-five dollars from 
engineering and supervision. 

A. Well, again, not deducted. We have arrived at a figure 
independently and it happens that the difference between our 
figure and the company is four hundred and twenty-five dol
lars. I might be able to explain that if you want an explana
tion of that four hundred and twenty-five dollars. 
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Q. Well, it is purely based on your estimates, isn't it, Mr. 
Brown1 

A. I wouldn't say it is based on an estimate, no, Sir. It 
is based on an analysis. 

Mr. Riely: Your Honor, I have a few ques
page 304 ~ tions that I would like to ask Mr. Brown and 

since ten o'clock is approaching, I do not know 
how much longer-

Commissioner Hooker: We are going ahead with this case. 
Mr. Riely: We are going ahead with this case. Thank 

you. 
Mr. Kellam: I won't be very long, your Honor. I will be 

through in just a few minutes. 

A. I can answer that in just a minute, Mr. Kellam. 
Q. All right, Sir. 
A. I have to find my work papers. The one thousand, six 

hundred seventy-five dollars which is the figure that we al~ 
lowed, do you see it in the last column 1 

Q. Yes. 
A. That represents fees paid to accounting firms for audit

ing service which were one hundred twenty-five dollars per 
month in 1968. They were seventy-five dollars in 1967, but in 
order to get this thing on a proper projected basis, we used 
the current rate of one hundred twenty-five times twelve, 

which gave us fifteen hundred dollars. Then 
page 305 ~ there was a legal item in there of one hundred 

seventy-five dollars which we allowed, and that 
is how we got the sixteen hundred seventy-five dollars. I 
am not saying that that is the proper amount to allow. I 
have no way of knowing what would be a proper charge for 
that. 

Q. You took into consideration the cost of this hearing1 
A. Well, that has been taken into consideration in the 

twenty-five thousand dollars. 
Q. I see, Sir. Now, on your real estate and city licenses, 

you heard Mr. Sherman's testimony, did you noU 
A. Yes. 
Q. And I believe he testified to the fact that he had deter

mined his from actual figures and actual costs. Did you do 
this or is this estimates on your parU 

A. No, these are not estimates. I think that if I could re
fer to what he said, I think he took one and a half and multi
plied it by two, but regardless of what he did, what the staff 
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did was by going through the tax bills that were actually 
paid and we set those down and we found that in 1968 the 
taxes, real estate taxes paid-

Q. Mr. Brown, if you want to look at Mr. 
page 306 ~ Sherman's testimony, it is at the bottom of page 

thirty-three. 

Commissioner Hooker: He is answering what he did. He 
is not saying anything about Mr. Sherman's testimony. 

A. The real estate taxes that we found that were paid in 
1968 amounted to ten thousand, four hundred sixty-seven 
dollars and there was one thousand, fifty-seven dollars and 
seventy-four cents paid to the City of Virginia Beach for 
license tax. I mean those were factual items that we found 
in the record. Now, in analyzing these costs, we found that 
of the ten thousand, four hundred sixty-seven dollars and 
ninety-six cents, ten thousand three hundred ninety dollars 
and fifty-six cents appeared to be applicable to the sewer 
treatment plant properties, which we took out. Now, what 
Mr. Sherman did was simply to take this same ten thousand, 
four hundred sixty-seven dollars, which is an actual tax bill, 
and took fifty per cent of it, so that is how we got a differ
ence. What we did, we took out of that total tax bill the taxes 
which had been assessed against the treatment facilities 
which are now going to be abandoned. 

Q. Yes, but there are other properties that
page 307 ~ A. Right. 

Q. -company owns which will continue to be 
taxed, is it not~ 

A. That is right. There were several pumping station sites 
and I think there were some eight or nine or ten or so pump
ing stations sites and we took the ones that we could find on 
that and added that to this figure. We found that there were 
some ten of them and it seems to me to be a low assessment. 
It averaged out at about thirteen dollars, seventy-six cents, 
so we allowed ten sites at thirteen dollars and seventy-six 
cents. 

Q. I see. Now, did you reduce the abandoned facilities
that is, the plant being abandoned by the related and accumu
lated depreciation in Exhibit B ~ 

A. No, I think in my testimony I stated that we reduced 
the amount of contributions by the same amount of the plant 
that was being reduced by the abandonment of the facilities. 

Q. Well, wouldn't it be proper for you to reduce the related 
accumulated depreciation~ 
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A. Well, I have no objection, if you want to deal with it 
that way on the books. 

page 308 r Q. wouldn't that be the proper way to do it~ 
A. Well, I am not so sure that it would be, be

cause these contributions that have been received, Mr. Kel
lam, were for the purpose of constructing the treatment 
plant, so that under the accounting rules when property is 
abandoned for which contributions have been received, you 
would reduce the contributions. 

Q. You think that the-you think that is the proper way 
to do iU 

A. That is the-that is what the rules prescribe, yes, Sir. 
Q. Now, in considering these contributions, you have not 

made any differentiation between those which came from 
wholly owned corporations owned by Mr. Aragona and those 
which came from related builders to which he had given a 
credit on a lot which he sold to them and those which came 
from customers or people who would be customers. You have 
not made any difference. 

A. No. 
Q. You have excluded them all, even though those that 

came from related corporations in which Mr. Aragona is the 
sole stockholder, it was money out of Mr. Ara

page 309 r gona's pocket that he took from one corporation 
and put into the other. You have made no dis

tinction between them. 
A. Well, now, Mr. Kellam, I think we are really talking 

about two different things and I would like to clear that up 
and I will be glad to try to answer your questions. 

Q. All right, Sir. 
A. If you are talking about the two or three million dollars 

of contributions that appears in the report filed by the com
pany-

Q. Yes. 
A. -I do not know what those are. The contributions that 

I have dealt with are those that we were able to obtain from 
the records down there and which amount to some eight or 
nine hundred thousand dollars. Now, for those I can tell 
you what they are, if you would like to know. 

Q. I understand what they are. All I am trying to find 
out is that you excluded that, even though it came out of Mr. 
Aragona's pocket. 

A. Well, I don't think so much of it was out of Mr. Ara
gona's pocket. 

Q. Wasn't he the sole owner of the stock in that corpora
tion~ 
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page 310 r A. Suppose I read these in the record, if you 
would like. 

Q. I do not know what you are talking about, Mr. Brown. 
A. Well, I think we are talking about contributions and I 

understand-
Q. Yes, and I asked you about contributions that were 

made by corporations that Mr. Aragona was the sole stock
holder in. That is what I am asking you about and I asked 
you if you had made any distinction between those and other 
contributions that were made. 

Mr. Staples: If the Commission please, maybe Mr. Brown 
could read what he has in mind and see if Mr. Kellam agrees 
that that is what he is talking about. 

Mr. Kellam: All right, go ahead, Sir. 

A. The figure that we have here of some eight hundred 
seventy-four thousand dollars, plus the one hundred thirteen 
thousand that was added in the fiscal year 1968 and I will 
have to get that from another source, but it is made up of 
five hundred thirty-seven thousand, six hundred dollars 
which represents two hundred dollars a lot paid for two 
thousand six hundred and eighty-eight lots paid to Aragona 

Enterprises. Five hundred twenty-eight lots at 
-page 311 ~ two hundred dollars per lot, Windsor Farms, one 

hundred five thousand, six hundred dollars ; one 
hundred eighty-four lots at two hundred dollars per lot in 
section sixteen, Princess Anne Plaza, thirty-six thousand, 
eight hundred dollars; thirty-five thousand, three hundred 
fifty dollars cash, connection fees, commercial establishments. 
There were one hundred fifty-two thousand, eight hundred two 
dollars representing cash for contributed assets for the de
velopment of the plant, to be applied to house connections in 
Kings Grant area. 

Q. Yes. And where did that come from 1 What was the 
source of those funds 1 

A. I guess the source of funds was from the developers in 
Kings Grant area. 

Q. Yes. That is right. 
A. Then there were some other-there were two adjust

ments here that I am not sure that I can explain precisely, 
but that represents the bulk of that figure. 

Q. Now, suppose, Mr. Brown, that stock had been issued 
for each of those contributions. It would have been a proper 
transaction, would it not 1 
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A. Yes, indeed, it would. 
page 312 r Q. Now, if stock had been issued, what would 

the effect have been on the home owner. Would 
his position have changed in any way from what it is if they 
had issued stock~ 

Commissioner Hooker: He could tell you the answer is 
obvious. 

Q. Yes, that is right. It would not have made any differ
ence. All right, Sir, now are you in a position to say-I be
lieve testimony here has been that Mr. Aragona and his re
lated companies in which he was the sole stockholder con
tributed one million, nine hundred thousand dollars in the 
construction of this utility. In other words, that amount of 
money came directly out of Mr. Aragona's pocket. Are you 
in a position to refute that, or do you think that is correct? 

A. No, I have no lmowledge of that. As I say, Mr. Kellam, 
these sewer lines were built by various developers and the 
costs are on their books. I have no knowledge of that. I do 
not know. This is a tangled web and I cannot answer that. 

Q. I see. Now, from your experience as an accountant and 
in your work generally, how do other utilities 

page 313 r treat contributions in aid of construction¥ 
A. How do they treat it? 

Q. Yes, Sir. 
A. In exactly the same way I have advocated here. 
Q. How is that~ 
A. When a contribution is received, the company accounts 

for that in an account called Contributions in Aid of Con
struction. 

Q. Yes, but is it not, Mr. Brown, added to the capital, or 
else it is considered as income to the company¥ 

A. No, Sir, it is not. 
Q. All right, now, how does the V E P company do it? 

What do they do with the tap-in fees~ 
A. What company is that? 
Q. The V E P Company. What do they do with their tap-in 

fees 7 How do they show them~ 
A.VE P¥ 
Q. Yes, Sir. 

Mr. Staples: Mr. Brown, are you sure you know which 
company this is~ 

Mr. Kellam: Virginia Electric and Power Company. 
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page 314 r A. Yes, I recognize the company. 

Chairman Catterall: Are we talking about gas or elec
tricity1 

Mr. Staples: Does Virginia Electric and Power Company 
have sewerage facilities 1 

Mr. Kellam: No, I am talking about for their tap-in fees 
or for their connecting fees that they get from customers. 

A. Well, I am not sure that I can answer that completely, 
Mr. Kellam. If you are talking about a connection fee in the 
sense of a customer applying for service and the company 
comes out and connects the meter. 

Q. Yes. 
A. That is a relatively small fee and that would be ac-

counted for as revenue. 
Q. As income 1 
A. As income. 
Q. Yes, and does that reduce their rate base any1 
A. No, Sir. 

Commissioner Hooker: It might reduce their rates, though. 
Mr. Riely: That would be a matter the Com

page 315 r mission would have to decide. 
Mr. Kellam: Your Honor, would you bear with 

me just a moment, to confer with my consultants here1 This 
is a technical matter and I am not as well equipped to ask the 
questiorn;. 

Commissioner Hooker: All right. 
Mr. Kellam: Thank you, gentlemen, we are through. 
Commissioner Hooker: All right, Mr. Riely. 

CROSS EXAMINATION 

By Mr. Riely: 
Q. Mr. Brown, I was confused by one answer that you 

made to a question of Mr. Kellam's just now. He was talking 
about contributions and said if they had been, instead of 
contributions, in the form of capital stock, they would have 
gone into capital. Were not a great many of these contribu
tions-the two hundred-the two hundred fifty dollars tap
in fee that is required by the terms and conditions 1 

A. Yes, those tariffs were filed with the Commission. 
Q. And those tap-in fees could not have been 

page 316 r put into the capital account in any way, could 
they1 
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A. No, not in the capital account, no. They are accounted 
for as a contribution. 

Q. They have to be accounted for as contributions under 
the terms and conditions? 

A. They have to be, yes, Sir. 
Q. Now very briefly, Mr. Brown, would you turn to your 

statement B and there is one item that confused me, that I 
know you can explain, towards the bottom of the page, is 
an amount of surplus tr an sf erred to depreciation reserves, in 
the figure of one hundred twenty-eight thousand odd dollars. 
It appears in columns two, three, five and seven. Would you 
explain that entry to me? 

A. Yes. 

Note: Witness looking through papers to find Statement B, 
mentioned above. 

Mr. Riely: Maybe I can explain it to you. 

A. No, in the first column you will note there are no 
amounts shown in contributions. 

Q. Yes. 
A. But in the second column, there is an amount eight 

hundred eighteen thousand, seven hundred fifty
page 317 ~ two dollars shown in contributions. 

Q. Yes. 
A. That amount was restated, taken out of surplus, and 

shown in contributions. Likewise, the one hundred twenty
eight thousand dollars was taken out of surplus and shown in 
the depreciation account, because if you note the amount of 
depreciation per books is forty seven thousand, two hundred 
fifty-one dollars. Do you see that, Mr. Riely? Are you look
ing on Statement B? 

Q. Yes, I am looking on Statement B. 
A. Do you see the forty-seven thousand, two hundred 

ninety-one dollars depreciation? 
Q. Yes, Sir. 
A. Now, to that figure they added one hundred twenty

eight thousand, three hundred sixty-six dollars when they re
stated these figures and that amount came out of the surplus 
account--cleared out of surplus and added-took it out of 
surplus and added it to the depreciation reserve. It is a re
statement of accounts. 

Q. Does that leave a deficit in surplus? 
A. Yes. The surplus has a deficit because of the deprecia

tion. 
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page 318 r Q. Where is the one hundred seventy-five thou-
sand dollars at least to the-Am I correct in 

saying-and I probably am not-correct in saying that the 
one hundred seventy-five thousand dollars had been accrued 
by annual charges and depreciation in excess of available 
earnings resulting in the deficiU 

A. Well, I think a little better way to say it, Mr. Riely, if 
I could rephrase that, I think that the fact that the surplus 
shows a deficit would indicate that the earnings did not fully 
cover the amount of depreciation. 

Q. Well, if the use of this one hundred twenty-eight thou
sand dollars-does it have the effect of permitting the com
pany to recoup past losses-that is really the question I had 
in mind. 

A. Well, I do not know how to answer that. I am sorry. 
Q. Does it not have some of that effecU 
A. I really do not know, Mr. Riely. The only purpose that 

I have used it here is to show how the company restated cer
tain of its accounts without changing the total on the bottom 
line. I had no other purpose in showing it and I do not know. 

Q. I simply asked you that question because 
page 319 r it seemed to me that that was possible, but let's 

pass on to Statement C, if I may. Am I correct 
in saying that you have not changed the payroll expense from 
that shown by the company as actually incurred in 1968¥ 

A. That is correct. The current payroll, as shown by the 
company, is thirty-four thousand eight hundred ten dollars. 
I did not change that. 

Q. Yes, and you have mildly adjusted upward-increased 
the maintenance expense-to reflect what you found as actual 
maintenance expense incurred, is that correcU 

A. That is correct. 
Q. You have adjusted maintenance expense to eliminate 

maintenance related to the plant properties that are to be re
tired, have you not¥ 

A. Yes. 
Q. You made no adjustment to payroll expense because of 

retirement of plant properties¥ 
A. That is correct. I do not think I am qualified to say 

what the company's payroll should be or the number of people 
should be, and that sort of thing. 

page 320 r Q. YOU made no assumption that the payroll 
would be less because of the retirement of the 

plant property¥ 
A. No, Sir, I am not qualified to do that. 
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Q. Now, on the billing expense you have used a dollar and 
a quarter bill. Is that correct, collection agency fee 1 

A. Yes, Sir. 
Q. Did you assume that the Hampton Roads charge would 

be based separately on that bill in estimating the dollar and 
quarter charge 1 

A. I didn't really give any consideration to that,· Mr. 
Riely. I personally do not see that that would have any effect 
-any bearing on it. 

Q. It would not have any bearing? 
A. I don't see why it would cost any more-or very much 

more-to prepare a bill with two party rates. 
Q. You saw Mr. Sherman increased his billing fee because 

of that two party rate. 
A. Yes, Sir, that is what he said. 
Q. And you do not believe it would have any substantial 

effect on billing 1 
page 321 ~ A. I do not think so. I did not give it any 

consideration. 
Q. Now, one other item on Schedule C. What is this inter

est expense that you have put on next to the bottom line? 
A. I guess I have to plead a little ignorance on that. That 

is simply an interest expense item that was on the books and 
I just did not disturb it. 

Q. Mr. Sherman took it off, I notice, did he not, as shown 
by you!' Column four? 

A. Yes, he took it off. 
Q. Do you know to what this interest was paid 1 Was it to 

a short term debt or-
A. As I say, it was a small item and I probably just over

looked it. I really did not-
Q. Well, it was on the books and you put it on without 

analysis. 
A. It was on the books and I just left it on the books. 
Q. And now Statement D. As I understood what you said 

about the eight dollars rate-
A. Yes, Sir. 

page 322 r Q. YOU were charging eight dollars for both 
residential customers-that is, homes-and for 

apartments, is that correct, in determining the annualized 
revenue? You did not give the apartments a reduced rate? 

A. Yes, this eight dollar basic-that is the reason I used 
the word basic, Mr. Riely-that is computed there on the 
basis that the residential would be eight dollars and the 
apartment would be two thirds of that. 
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Q. Two thirds of that1 
A. Yes. 
Q. And your next line is total expense of one hundred 

fifty thousand, two hundred eight dollars and then you amor
tized the plant over ten years. Why did you select a ten-year 
period 1 A lot of this is pipes in the ground and things like 
that that are going to last a lot longer than ten years. 

A. Purely arbitrary. 
Q. Purely arbitrary1 
A. Yes. 
Q. And the rate case expense of five thousand dollars 

which gives a total expense of one hundred SL'{ty-two thou
sand, five hundred ninety-four dollars, is that 

page 323 ~ correct1 
A. That is correct. 

Q. Now, that is all the money they really need to carry on 
this business, is it noU 

A. According to this statement, that would be correct, yes. 
Q. And that leaves eighteen thousand, that figure is eight

een thousand and some odd dollars less than the annualized 
revenue on the eight dollar basic rate, is it noU 

A. That is correct, yes. 
Q. Now, if you were to reduce that annualized revenue by 

about eighteen thousand dollars, you could reduce the basic 
rate to about seven dollars and a quarter a quarter, couldn't 
you1 

A. That is right. Ten per cent of eight dollars would be 
eighty and eighty from eight dollars would be seven twenty
and so-seven dollars and a quarter, yes. 

Q. And that would produce all of the revenue require
ments for their expenses and amortization of net cost, net of 
plant and rate case expense-seven dollars and a quarter 
rate, wouldn't iU 

A. Yes, seven dollars and a quarter would 
page 324 ~ match expenses and revenues. 

Mr. Riely: Thank you. I have no further questions. 

RE-CROSS EXAMINATION 

By Mr. Kellam: 
Q. Mr. Brown, in your Statement D, of course you have ex

cluded any rate base, have you noU 
A. That is right. I did not find any rate base. 
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Q. I see, and you have excluded any depreciation, have you 
noU 

A. That is right. 
Q. That does not include either item 1 
A. That is right, Sir. 

Mr. Kellam: Mr. Brown, may I ask you this question 1 
A. Yes, Sir. 

Q. Have you examined Mr. Sherman's statement for the 
year 1968? 

A. The annual report that he had filed 1 
Q. Yes. 
A. Yes. 

Q. In your examination of it, would you say 
page 325 r that he had followed good accounting prac

tices in the statement that he has made up1 

Mr. Staples: Mr. Brown, if you really don't
Commissioner Hooker: He wouldn't want to comment on 

the other man's testimony. 
Judge Catterall: Also, this is not rebuttal. I am sure we 

went over the accounting practices. 
Commissioner Hooker: He wouldn't want to comment on 

the other witness's statement, anyway. 
Mr. Kellam: All right, Sir. All right, Sir. 
Commissioner Hooker: Stand aside. 

Witness Stood Aside 

page 326 r Commissioner Hooker: Next witness. 
Mr. Staples: Mr. Dalby, please. 

C. EDWARD DALBY, a witness introduced on behalf of 
the Commonwealth, being first duly sworn, testified as fol
lows: 

DIRECT EXAMINATION 

By Mr. Staples: 
Q. Would you state your name, please1 
A. C. Edward Dalby. 
Q. Will you spell that last name1 
A. D-A-L-B-Y. 
Q. Mr. Dalby, by whom are you employed 1 
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A. Parker Realty Corporation, Norfolk, Virginia. 
Q. In what capacjty? 
A. Working as the real estate sales agent. 
Q. And does your company sell real estate in the area that 

is served by the Princess Anne Utilities? 
A. Yes, basically I work in the central core of Virginia 

Beach area-more particularly in the Kings Grant area. 
Q. Kings Grant area. 

A. Right. 
page 327 r Q. Are you familiar with the construction of 

homes in that area? 
A. I represent several builders-one in particular the 

largest and the controlling factor, at the moment, of all re
maining lots available for building homes on. 

Q. Can you give the Commission the benefit of your experi
ence in this area-how many homes are under construction 
now and how many homes do you fore see? 

Mr. Kellam: If I might ask, I would like to know the pur
pose of this testimony. I see no relationship-

Commissioner Hooker: I think he is entitled to know. 
Mr. Staples: If your Honor please, we have had several 

-Mr. Overman has referred to it and the number of tap-in 
fees that will yet be developed in this area by the construc
tion of-

Commissioner Hooker: How many houses are going to be 
built there in the future? 

Mr. Staples: Yes~ Sir. 
Mr. Riely: The area available for expansion of -the com

pany's present service area in the future. I sug
page 328 r gest, your Honors, that it is relevant. 

Chairman Catterall: We heard a lot about it 
yesterday. 

Mr. Staples: Yes, Sir. 
Commissioner Hooker: And we heard that there wasn't but 

so much left. · 
Mr. Riely: I think this witness, from what I have under

stood, I haven't talked with him, will give a different story. 
Commissioner Hooker: We make rates on the facts before 

us and not what might happen two or three years from now. 
I'm thinking about a rate case now. We do not make rates 
on what may develop twelve months from now. You might 
see the general statement from him and see just what he has 
in mind. 

Mr. Staples: I think the witness can also tell us what the 
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experience of the builders has been, your Honor, with re
spect to the tap in fees charged. 

Commissioner Hooker : Of course, the tap in fees are all a 
matter of record. 

Mr. Staples: They are a matter of record, your Honor, 
but it is suggested that perhaps in practice, the 

page 329 ~ records here do not reflect what is being 
charged. 

Mr. Kellam: Yesterday, the Commission heard testimony 
that the city was also operating in this area and they had 
put in lines and were expanding their facilities in your area, 
so what is available there is no indication that it will be 
available to this utility, even based on this man's testimony. 

Commissioner Hooker: I don't see why it would help us in 
deciding this case, to show how many houses are going to be 
built or availability of land to build houses in the future. 
We have to go on· the information that is in this record
revenue information and dollar information. 

Mr. Staples: I just suggested to you that the witness was 
here yesterday and heard the testimony-

Commissioner Hooker: Yes, I understand. 
Mr. Staples: -and he did come back and would like to 

offer us some of his experience with respect to the growth 
in the area. If the Commission doesn't desire to hear it

Commissioner Hooker: I think we can take 
page 330 ~ judicial notice that Virginia Beach is growing 

rapidly, as far as that part is concerned. You 
may stand aside. 

Witness Stood Aside. 

page 331 ~ Commissioner Hooker: Is that all in this case? 
Mr. Kellam: That is our case. 

Commissioner Hooker : Are you through~ 
Mr. Kellam: Yes, Sir. Wait just a minute, Sir. We did 

have one man in rebuttal. I am sorry. I spoke too fast. 
Mr. Sherman, please. 

GERALD D. SHERMAN, resuming the stand, testified as 
follows: 

RE-DIRECT EXAMINATION 

By Mr. Lawler: 
Q. Mr. Sherman, in connection with the testimony that has 
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been given here, do you have a further statement that you 
would like to make in connection with your testimony in this 
matted 

A. Well, I would just like to amplify for one moment what I 
consider a very hazy issue that would take a very under
standing accountant even to comprehend, and that has been 
the definition of cost bases as opposed to the definition of rate 
bases. They are two different animals and there is no ques
tion about the tax, and I am sure Mr. Brown will agree with 

me that in accordance with the regulations of the 
page 332 r National Association of Railroad and Utilities 

Commissioners, which book Mr. Brown con
tributed to, is in accordance with the accounting method re
flected in the annual :financial statement of the utility com
pany, in that it properly reflects original cost. This is the 
cost basis for accounting purpose, having nothing to do with 
taxes, which has also been made a very fuzzy area in all this 
cross examination and has nothing to do with rate bases. We 
had an original cost of some three million dollars in accord
ance with the regulations. I would just like to make that 
statement. 

Q. Now, Sir, in connection with the facilities which were 
contributed by Mr. Aragona through stock ownership in re
lated companies, can you tell us, Sir, what those facilities 
amount to in terms of dollars and cents 1 

A. The facilities contributed by all companies 1 
Q. Companies related to the owner of Princess Anne Utili

ties. 

Commissioner Hooker: Wasn't that put in yesterday1 
A. This was put in yesterday. 

Mr. Lawler: If the Commission is satisfied 
page 333 r they they have that figure, that is all right. 

Commissioner Hooker: It is repetitious. 

Mr. Lawler: 
Q. Now, have you prepared another exhibit based upon 

the original cost of these facilities 1 Have you, Sir 1 
A. Yes, Sir, .we have. 
Q. And that is now referred to as Statement E 1 

Mr. Riely: If it please the Commission, I didn't know there 
was any testimony as to this original cost in the record yet. 

Mr. Kellam: Mr. Sherman has testified-
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Mr. Lawler: I think it is in there. That is for the Commis
sion to decide, I would think. 

Mr. Riely: I would object to this exhibit on that ground, 
if it please the Commission. 

Chairman Catterall: Let's hear what he has to say. 

Mr. Lawler: 
Q. Will you explain that exhibit, please. 
A. Well, we are actually recasting Mr. Brown's .exhibit 

to show how the figures would have come up under different 
alternatives. 

page 334 ~ Mr. Kellam: Now, you are referring to Mr. 
Brown's Exhibit D ~ 

A. That is correct. 
Mr. Staples: If it please the Commission, the book that has 

been referred to so many times here states that original cost 
applied to utility plants means the cost of such property to 
the person first devoting it to public service. Is this the cosU 

A. Yes, Sir. 
Commissioner Hooker : Go ahead. 
A. We have computed an alternative rate, based on origi

nal cost, employing some of the principals proposed by the 
City of Virginia Beach and the staff of the State Corpora
tion Commission. In effect, we have excluded all contribu
tions in aid of construction, not attributable to Princess 
Anne Utilities and its one hundred per cent commonly owned 
associates. V\Te submit this without prejudice to ourselves, 
that what we have deducted should be reclassified as Paid in 
Surplus Raving Not Come From Customers and/or Miscel
laneous Revenue and not reducing rate base at all. Now, we 

start with my original Exhibit A, page thirty
page 335 r eight, original cost of three million, three hun

dred thirty-nine thousand, eight hundred eighty
six dollars and ninety-seven cents. 

Mr. Riely: If it please the Commission, I again object to 
this exhibit. This is not rebuttal testimony. This is just a 
rehash of what has been in Mr. Sherman's original statement 
and I suggest that it is not proper rebuttal and-

Commissioner Rooker: Re is comparing the statements. 
We'll let him go ahead with it. 

A. We have deducted from that Kings Grant contribu
tions which were reflected on Ji;xhibit A, page thirty-four as 
seven hundred fifty-five thousand, nine hundred forty-six 
dollars and sixty-four cents; Windsor Woods contributions, 
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Exhibit A, page thirty-four, seven hundred seventy-seven 
thousand, eight hundred nineteen dollars and eighty-seven 
cents; and customers' contributions, twenty-eight thousand, 
seven hundred dollars, coming up with a sub-total of a mil
lion, seven hundred seventy-seven and some odd thousand 
dollars. There was a sixty-five hundred dollars adjustment 
reflected on the books and records of Kings Grant contribu-

tions reflected as tap-in fees of sixty-five hundred 
page 336 r dollars, bringing this down to a total of one 

million, seven hundred seventy thousand, nine hun
dred twenty dollars and forty-six cents, which can be re
lated to Mr. Overman's testimony of yesterday. We took off 
the accumulated depreciation on these facilities amounting 
to three hundred thirteen thousand, nine hundred twenty 
dollars and seven cents. The depreciation was only computed 
on these facilities and come from my work papers, bringing 
down a net plant of a million, four hundred fifty-seven thou
sand dollars and thirty-nine cents. Then we take the net 
original cost of the abandoned treatment plant and also de
duct that of three hundred twenty-nine thousand, five hun
dred twenty-two dollars, and come up with an adjusted net 
plant based upon original cost of one million, one hundred 
twenty-seven thousand, four hundred seventy-seven dollars 
and eighty-seven cents, adding to that work capital require
ments for the Hampton Roads Sanitation District of twenty 
thousand and the cash working capital of nineteen thousand, 
five hundred twelve dollars. We propose or we suggest that 
this schedule shows the rate base of one million, one hundred 
SL'\:ty-six thousand, nine hundred eighty-nine dollars and 
eighty-seven cents. 

Mr. Lawler: Now, Sir, has there also been a 
page 337 r variation of Mr. Brown's statement D computed 

and labeled Statement D, Revised 1 

Note: (Witness looking through papers) 

A. All right, Sir. 
Mr. Lawler: All right, Sir. Now, will you please explain 

this statement, Mr. Sherman~ 
A. Yes. Yes, there has, but I would prefer that Mr. Larson 

~xplain it but for one figure which I feel relates to account
rng. 

Mr. Lawler: All right, Sir. 
A. And that is for the fact that in the total expenses we 

used Mr. Brown's figure that he shows in his schedule of 
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approximately one hundred fifty thousand dollars. We ac
cept Mr. Brown's :figure and we have added to that the 
seventy-six thousand some odd dollars depreciation which we 
feel is in accordance with generally accepted accounting prin
cipals and those prescribed by the National Association of 
Railroad and Utilities Commissioners, so we come up with 
a total expense of two hundred twenty-six thousand, five 
hundred thirty-nine dollars, combining Mr. Brown's factors 
and the depreciation that was excluded from his computa
tions. From this I would like to have Mr. Larson complete 

the testimony. 
page 338 ~ Mr. Lawler: All right. Now, if you will ans

wer any questions these gentlemen have-

RE-CROSS EXAMINATION 

By Mr. Riely: 
· Q. Mr. Sherman, do you have your work papers with you? 

A. I have some work papers with me-not the annual work 
papers of the corporation. 

Q. You have the work papers, I judge, that produced these 
:figures that shows "from Mr. Sherman's work papers." 

A. Yes, I do. 
Q. What was the adjustment of sixty-five hundred dollars. 

Explain that to me, please. 
A. The sixty-five hundred dollars was an amount received, 

I would say, about five or SL~ years ago, that was reflected 
in contributions in aid of construction received by the utility 
company and recorded in its plant account, different from 
contributed facilities. This was cash and accordingly, it is 
a duplication and we feel in all fairness it should reduce the 
base. 

Q. How could it be a duplication~ 
page 339 ( A. In effect, had it been recorded as cash and 

credited to contributions in aid of construction 
as opposed to being recorded as a debit to facilities and 
credited to contributions in aid of construction, in effect we 
duplicated the Kings Grant-we understated the Kings 
Grant tap-in fees by sixty-five hundred dollars exactly. 

Q. Now, your Kings Grant contributions, Windsor Woods 
contributions and-did they represent tap-in fees or not? 

A. Included in the Kings Grant tap-in fees was ninety
eight thousand, four hundred dollars. 

Q. Where does that show on your exhibit? 
A. That is in Exhibit B, Schedule one, page four. 
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Q. Where does it show on your statement E' 
A. That is part of the seven hundred fifty-five thousan~, 

nine hundred forty-six dollars and sixty-four cents. It is 
a combination of the two figures. 

Mr. Riely: Well, let's look at Schedule one, page four of 
Exhibit B. Take the second item-nine hundred seventy
seven thousand. 

A. Yes, Sir. 
page 340 r Q. Does that construct any facilities to which 

any customers were attached 1 
A. Yes, Sir, that was the-will you repeat the question' 

Are you getting to the sixty-five hundred-
Q. ·This is my question, if you will listen to my question, 

please, Mr. Sherman, I think we'll get along better. 
A. Go ahead. 
Q. Does the nine hundred seventy-seven thousand relate 

to the construction of any facilities to which customers were 
attached1 

A. Yes, Sir. 
Q. Where are the tap-in fees for those customers' 
A. That is in the five hundred seventy-seven thousand, 

six hundred dollars. 
Q. I thought you said that the nine hundred seventy-seven 

thousand dollars paid for those facilities. 
A. I did not say that. I said these were facilities con

structed by John Aragona Enterprises and contributed for 
no remuneration to Princess Anne Utilities. 

Q. Now, do your figures on statement E show tap-in fees 
for each customer who is connected with Prin

page 341 r cess Anne Utilities' 
A. No, Sir, it only shows the tap-in fees for 

those customers which were not directly subsidized by Prin
cess Anne Utilities Corporation or its related companies. 

Q. Mr. Sherman, I have a great deal of difficulty in de
termining the factual answer from your rhetoric. How many 
customers are not-tap-in fees for how many customers are 
not shown on statement E 1 

A. I have no way of knowing that. 
Q. You have no way of knowing that1 
A. No. 
Q. Could it have been a thousand customers' 
A. No, Sir. 
Q. How do you know it couldn't' 
A. Based upon general knowledge. 
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Q. I thought you said you do not know. 
A. I do not know the exact amount. 
Q. Well, can you give us an estimate. 
A. Of what. 
Q. Of the number of customers who are connected to the 

facilities of Princess Anne for whom tap-in fees are not 
shown on statement E. 

page 342 ~ A. No, Sir. 
Q. I thought you said you knew it couldn't be 

a thousand. 
A. It could not be a thousand. That is correct. 
Q. Could it be two thousand 1 
A. No, Sir. 
Q. How do you know1 
A. I know it is under five hundred. 
Q. You just said it could be a thousand, Mr. Sherman. 
A. No, I didn't say it could be a thousand. I did not think 

it was much as a thousand, Sir. 
Q. Mr. Sherman, I give up. I have no further questions. 

RE-CROSS EXAMINATION 

By Mr. Staples: . 
Q. Mr. Sherman, I would like to get one thing straight. 

The three million, three hundred thirty-nine thousand odd 
dollars listed at the top of the original cost-do you state 
that that . is the original cost of those items to Princess 
Anne Utilities 1 

A. I said that is the original cost as defined 
page 343 ~ in the uniform system of accounts, yes, Sir. 

Q. Is that a yes or no to my question 1 
A. Would you repeat your question 1 
Q. Three million, three hundred thirty-nine thousand odd 

dollars at the top of this page-original cost-is the cost 
of those facilities to Princess Anne Utilities 1 

A. Is that the original cost of those facilities to Princess 
Anne Utilities1 

Q. Yes. 
A. Yes, Sir. 

Chairman Catterall: Well, no, no. The question is not that. 
The question is whether Princess Anne Utilities paid for 
those different things. 

A. That is a different question. 
Chairman Catterall: Well, now that is the question he 

asked and you evaded it. 
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A. Excuse me, your Honor, he didn't ask me that, but may 
I answer that, Sir? 

Chairman Catterall: That is the question. 
A. 'J..1he original cost of the facilities to the person first 

donating it for public use were a million dollars 
page 344 r and Princess Anne Utilities paid two million 

dollars for it. May I ask the attorney here what 
the original cost would have been 1 The answer is the. same 
million dollars, regardless of who or how much was paid for 
it, in accordance with regulations. · 

Mr. Staples: I really don't know how I got on the witness 
stand. 

A. -because the ship turns, don't try to use it against 
the company. 

Chairman Catterall: You'd better give up on that question 
because he keeps loading the answers and you can't ask him 
a loaded question. 

Mr. Staples: I do give up. 
Commissioner Hooker: Stand aside. 

Witness Stood Aside. 

page 345 r Commissioner Hooker : Anything else? 
Mr. Lawler: Mr. Larson 

CHARLES A. LARSON, resuming the stand, testified as 
follows: 

RE-DIRECT EXAMINATION 

By Mr. Lawler: 
Q. Mr. Larson, have you had an opportunity to review 

statement D submitted by Mr. Brown? 
A. Yes, I have, and I have made three adjustments to Mr. 

Brown's statement D. 
Q. And that is the paper which has been circulated to the 

Commission and counsel entitled "Statement D Revised"? 
A. Yes, Sir. 
Q. And will you state what the distinctions are between 

the revised statement and the original statement as submit
ted? 

A. Mr. Sherman pointed out one difference which was the 
difference on line two to total expenses. Ther~ is the amount 
of sev~nty-six thousand, three hundred thirty-one dollars of 
depreciat10n added to the total expenses, there bringing the 
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total to two hundred twenty-six thousand five 
page 346 ( hundred thirty-nine dollars. The second dif-

ference is on line three, where the original cost 
rate base as determined in statement E with a ten per cent 
rate of return applied to it is shown at one hundred sixteen 
thousand, six hundred ninety-nine dollars. The third adjust
ment is for the amortization of the original cost of the sewer
age plant to be abandoned of thirty-two thousand, nine hund
red fifty-two dollars. 

Q. And with those changes, what does statement D refiecU 
A. It reflects that the twenty-eight dollars and fifty cents 

basic rate which I have proposed will meet the-will almost 
meet the revenue requirements of Princess Anne Utilities 
Corporation with these assumptions. 

Q. And what would be the result of the twelve dollar base 
rate1 

A. Using a twelve dollar basic rate, there would be a 
deficiency of one hundred sixty-six thousand, nine hundred 
eighty dollars. 

Q. And using the eight dollar basic rate1 
A. At the eight dollar basic rate there would be a revenue 

deficiency of two hundred five thousand, three 
page 347 r hundred eighty-five dollars. 

Mr. Lawler: All right, Sir, now answer these 
gentlemen's questions.· 

RE-CROSS EXAMINATION 

By Mr. Riely: 
Q. Mr. Larson, I don't want to belabor this point, but using 

the eight dollar basic rate under your figures there would 
be-the expenses would materially exceed the revenues, would 
they not1 

A. Y:es, the revenue requirements would be much greater 
than the income. 

Q. Don't you think in fairness you might have adjusted the 
income tax figures 1 

A. No, the income tax figures are not adjusted on any of 
these. 

Q. Why weren't they~ 
A. For tax purposes. 
Q. They were not changed for tax purposes~ 
A. That is right. 
Q. Are you sure of that, Mr. Larson~ 
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A. Yes, Sir. 
Q. The amortization of the plant would not 

page 348 r have been deductible for tax purposes-the amor
tization of the sewerage plant to be abandoned 

would not-your testimony is that there has been no change 
in the taxes. 

A. That is right. In other words, Mr. Brown's tax figures 
are appropriate for Statement D, Revised. 

Mr. Riely: I have no further questions. 
Mr. Staples: No questions, your Honor. 
Commissioner Hooker: Stand aside. 

Witness Stood Aside. 

Mr. Lawler: That is all we have, your Honors. 
Commissioner Hooker: The Commission will take this mat

ter under advisement, if that is all. The Com
page 349 r mission will rise. 

Mr. Riely: I think we have something more in 
the other case. 

Chairman Catterall: Oh, yes. We were going to talk about 
oral argument, weren't we¥ 

Commissioner Hooker : Have you all agreed on a time¥ 
,. Mr. Riely: No, Sir. If we are going to have oral argu
ments, don't you think we ought to have briefs? 

Commissioner Hooker: If you had rather have briefs, 
which had you rather do? 

Mr. Kellam: That is agreeable with us, your Honor. 
Commissioner Hooker: That is agreeable, all right. And 

you want briefs after you get the transcript? 
·. Mr. Reily: That is right, your Honor. 
; Commissioner Hooker: How much time do you want after 
you get the transcript? 
··. Mr. Riely: How much time do you want, Mr. Kellam? You 
will file the opening brief, I judge. 

Mr. Kellam: Thirty days. 
Commissioner Hooker : Thirty days after-

. Mr. Riely: All right, thirty days-
page 350 r Commissioner Hooker: Thirty days after you 

receive the transcript. 
Mr. Riely: And we shall have thirty days to reply. 
Commissioner Hooker: That is fine, and then you want 

fifteen to reply¥ 
Mr. Kellam: Yes, Sir. 
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Mr. Riely: Can we set a date for oral argument by cor
respondence¥ I will call Mr. Kellam and we will get together. 

Commissioner Hooker: Yes, you all can get together on 
that. 

Mr. Riely: I suppose that it will be understood that the 
present rates will be in effect until this case is decided, and it 
will not mean that the Company can pass on the Hampton 
Roads rate if they connect. 

Commissioner Hooker: Have they got rates filed effective 
such and such a date~ 

Mr. Kellam: Yes, Sir, they have rates filed. 
Commissioner Hooker: That effective date, of course, will 

have to be extended until we get through with the rates 
here. 

page 351 ~ Mr. Riely: The rates will stay at twelve dol
lars for complete sewer service. 

Commissioner Hooker: Until the case is decided by the 
Commission. 

Mr. Riely: Yes, Sir. 
Mr. Kellam: We can't do that. We don't have anything to 

do with what Hampton Roads charges. We have no control 
over that. 

Mr. Riely: These people ought to take-
Commissioner Hooker: We will look into that, but, of 

course, we have nothing to do with Hampton Roads either. 
Chairman Catterall: No, that will be a charge to the 

Sewer Company. The Sewer Company wants to pass it on. 
Mr. Staples: And, your Honors, this Company is no 

longer rendering a sewerage treatment service, and the cus
tomers in effect will be getting a double charge. 

Mr. Riely: They would be getting a double charge. 
Chairman Catterall: They can't raise that until we finish 

this-
Commissioner Hooker: Until this case is 

page 352 ~ finished. 
Chairman Catterall: I don't know why you 

can't file briefs sooner than thirty days. 
Mr. Kellam: Fifteen days will be all right with us on the 

brief. 
Mr. Riely: Fifteen days will be all right with us. 
Commissioner Hooker : Reply in fifteen, and then you will
Mr. Riely: So long as it doesn't come during the Norfolk 

and Western Case or anything like that. 
Commissioner Hooker : All right. Call the next case. 
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p~ge 353 ~ 

At Richmond, May 19, 1969 

* * * * 

This Matter was heard on March 31, 1969 and April 1, 
1969. Upon motion of counsel, time was granted for filing of 
briefs and oral arguments. 

Now, on This Day pursuant to agreement of counsel, after 
receipt of the transcript of this hearing, the Commission 
has agreed to June 25, 1969 as the date to hear oral argu
ments o.n the briefs to be filed herein. 

It is, Therefore, Ordered that oral agruments on the briefs 
to be filed herein will be heard at 10 :00 A.M. June 25, 1969 
in the Commission's Courtroom, Blanton Building, Richmond, 
Virginia. 

An Attested Copy hereof shall be sent to Edwin C. Kellam, 
Board of Trade Building, Norfolk, Virginia 23510; John W. 
Riely, Box 1535, Richmond, Virginia 23212; and, to the Ac
counting and Engineering Divisions of the Commission. 

* * * * * 

page 354 } 

* 

At Richmond, June 26, 1969 

After Hearing oral arguments, this matter was taken un
der advisement on June 25, 1969. 

The Commission, after considering the testimony, exhibits, 
briefs and arguments, is of the opinion and finds that the 
rates as applied for by the applicant are excessive, unreason
able and unjust and should be denied: 

That in lieu thereof the Commission finds that rates should 
be approved producing gross revenue of approximately 
$181,000 per annum based on the number of customers served 
by the applicant .on August 31, 1968; and 

·That the following schedule of rates are just, reasonable, 
and should be placed into effect on all billings on or after 
July 1, 1969: 
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(1) Each residential customer, $8.00 per quarter 
(2) Each apartment customer, 6.00 per quarter 
(3) Each commercial customer to be billed according to 

the following schedule based on water consumption, with a 
minimum bill of $12.00 per quarter. 

1st 1300 cut. ft. $3.90 
next 7700 cu. ft. @ 261,4¢ per 100 cu. ft. 
next 90,000 cu. ft. @ 21112¢ per 100 cu. ft. 
all over 99,000 cu. ft.@ 18%¢ per 100 cu. ft. 

It is, Therefore, Ordered : 
(1) That the applicant file rate schedules reflecting the 

rates shown above found by the Commission to be just and 
reasonable; and 

(2) That these rates be placed in effect on all billings 
on or after July 1, 1969. 

An Attested Copy hereof shall be sent to Edwin C. Kel
lam, Board of Trade Building, Norfolk, Virginia 23510; 
John W. Riely, Box 1535, Richmond, Virginia 23212; and, 
to the Accounting and Engineering Divisions of the Com
mission. 

page 355 r 

Opinion, CATTERALL, Chairman: 

For the decade, 1959-1969, the applicant rendered a com
plete sewage service to its customers. It collected the sew
age in its pipelines and treated the sewage in its lagoons. 
During June of this year the Hampton Roads Sanitation 
Commission extended its pipelines to the area served by Prin
cess Anne Utilities Corporation, the customers' lines are 
now connected to the Hampton Roads Sanitation pipelines, 
and the lagoons are no longer in use. The customers are 
billed separately by Princess Anne for the use of its pipe
lines and by Hampton Roads for the use of its pipelines. 

In fixing sewage rates, a base rate is fixed for residential 
customers; and the rates for apartment houses and commer
cial establishments are fixed at a fair relationship to the 
base residential rate. When the application was filed in this 
case the company's residential rate was $12.00 per quarter. 
The company applied for a residential rate of $28.50, and the 
Commission's order of June 28, 1969, fixed the rate at $8.00. 
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The reduction from the past $12.00 rate to the future $8.00 
rate is accounted for by the fact that the Sanitation Com
mission will provide in the future part of the service fur
nished by the company in the past, at a saving to the com-

pany of about $82,000 in annual expenses. The 
page 356 r Sanitation Commission will send the bills for its 

services directly to the consumers. 
The difference between the rate applied for and the $8.00 

rate authorized results from the fact that the company has 
a near-zero rate base. Practically the entire plant was built 
by contributions in aid of construction. No principle of 
utility rate-making is more firmly established than that in
vestors are entitled to a profit on their investment, from 
which it follows that they are not entitled to a profit on the 
investment of others, and that contributions of customers to 
plant are excluded from the rate base. 

Princess Anne, of course, does not dispute this principle. 
Its argument is that the principle is inapplicable because 
the contributions were made by land-development corpora
tions and not by the consumers who first flushed their sewage 
into the pipes. If the 5,400 consumers had contributed to con
struction directly, there would be no argument. Although 
their money went into the sewer system indirectly, it was the 
consumers who paid for the construction of the system. The 
cash flow was as follows : 

Mr. John Aragona, Sr., bought a tract of land. In order 
for him to make a profit by subdividing it, building houses 
on it, and selling it, sewage service had to be provided. He 
obtained a charter for a sewage corporation and charters 
for several land corporations. The fact that he owned all 
the stock in these corporations does not keep the corpora
tions from being separate legal entities. A man cannot get 
a corporate charter and then argue that the corporate fiction 
should be ignored whenever ignoring it will be to his finan
cial advantage. 

These land corporations owned by Aragona, and other 
corporations not owned by Aragona, put up the money to 
build the sewer system on the tract of land. The subdivided 

tract of land is now owned and occupied by 5,400 
page 357 r consumers of the sewer service. 

Aragona, like every seller, sold the land for 
the highest price he could get. The purchasers of the land, 
whether or not they were his wholly-owned corporations, 
paid prices that covered the contributions in aid of con
struction. (Counsel for the applicant characterizes that as 
a reduction of the price of the land; but that characteriza
tion did not make a penny's-worth of difference to the pur-
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chasers.) The first purchasers sold the land to other pur
chasers, and so on until it ended up in the hands of 5,400 
consumers. Each sale was made at the highest price the seller 
could get. As counsel points out at page 11 of his brief: 
" ... the builders, or other land developers, purchased not an 
interest in a utility company, but an improved property, and 
the price that was paid for the land was determined by the 
market, ... " 

Each of those many sales was made by the seller in an 
effort to make a profit. In order for the seller to make a 
profit the selling price had to be higher than the sum-total 
of the costs, including the amounts of the contributions in 
aid of construction, and those amounts, along with all the 
other items of the seller' costs, came out of the pockets of 
the 5,400 consumers. A public utility cannot earn a return 
on money that came out of the pockets of the consumers. 
The real-estate developers paid for the construction of the 
plant and got their money back from the purchasers of lots. 

This method of financing a sewer or water company is com
mon. The developers of land have to install a sewer system 
before they can sell lots, and are reimbursed by the con
sumers who buy the lots. It sometimes happens that a city, 
county or other public corporation buys or condemns the 
system. When it does, it has to pay the reproduction value 

of the property, with the result that the utility 
page 358 r receives a capital gain. In 1966, for example, 

the City of Virginia Beach offered to buy the 
plant of Princess Anne Utilities for $641,000. If the company 
had accepted the offer it would have made a net profit of 
$641,000 on its zero investment in the property. The existence 
of this unrealized capital gain adds weight to the view that 
making the consumers pay the company a return on the 
contributions in aid of construction would be unjust. 

From what we have said, it follows that the rates must 
be sufficient to pay only the expenses of operating the system. 
A margin of profit sufficient to enable the company to at
tract capital need not be provided for a company of this kind. 
Exhibit 2 discloses that Aragona owns all the capital stock 
of the company, for which he paid $10,000. He causes the 
company to pay him a salary of $18,000 a year. .And he has 
caused this company to lend $264,618.26 to his other com
panies. Capital that th~ companr will need to extend its 
lines to new customers will be provided by the new customers. 

The Commission's Chief Accountant, James H. Brown, esti
mated the annual operating expenses at $150,200. The rates 
authorized by the Commission can be expected to yield 
$181,000. ~ 
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The company argues that it is entitled to earn an ad
ditional sum of $76,000 a year to cover depreciation of the 
contributed property. 1'he evidence does not show exactly 
how the company arrived at the figure of $76,000. The com
pany's annual report of August 31, 1967, reports total plant 
of $871,000. The Commission's staff found that the correct 
figure was $894,000. During the following year $215,000 was 
added to plant, and the abandonment of the lagoons sub
tracted $411,000 from the plant now serving the public, leav
ing a total plant value of $698,000. At the hearing the com-

pany asserted that its plant cost $3,000,000. 
page 359 ~ When our accountants examined the company's 

books in February, 1969, the additional millions 
did not appear on the company's books. Mr. Brown testified 
(p. 252): 

"The last double column shows the amount of utility plant 
reported in the 1968 report, which is as of August 31, 1968, 
in the amount of three million three hundred thirty-nine 
thousand eight hundred eighty-six dollars. When the Com
mission accountants visited the Company in the middle of 
February, 1969, the amounts shown on Statement A as of 
August 31, 1968, had not been entered on the books of the 
Company. Our accountants were told, however, that the ad
justing entries would be made. The books actually indicated 
a negative balance of about one hundred twenty-one thou
sand dollars as of August 31, 1968. 

"I don't know whether these figures as reported to the 
Commission have actually been entered on the Company's 
books as of this date or not." 

In the circumstances it would be impossible to allow an
nual depreciation of $76,000. The company claimed no de
duction for depreciation in its Federal Income Tax return 
filed January 14, 1969. 

When the land companies paid for the construction of the 
sewer system, it cannot be said that the payment was a gift 
to the company. A gift is a transfer without consideration. 
The consideration flowing from the utility to the land com
panies was the utility's undertaking to operate the sewer 
system in a way to enable the land companies to sell their 
lots to the consumers. If a friend gives me an automobile 
on condition that he shall have the use of it, it is not strictly
speaking a gift. In Detroit Edison Company v. Commissioner 
of Internal Revenue, 319 U. S. 98, 87 L ed 1286, the court 
denying a deduction from gross income of depreciation o~ 
contributions in aid of construction, said: 
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"But we think the statutory provision that the 'basis of 
property shall be the cost of such property' [ ~113 (a)] 
normally means, and that in this case the Commissioner was 

justified in applying it to mean, cost to the tax
page 360 r payer." 

* 
"The Company, however, seeks to avoid this result by the 

contention that what it has obtained are gifts to it or con
tributions to its capital of the property paid for by the cus
tomer, and that therefore by the provisions of ~113 (a) 
(2) and (8) (B) it takes the basis of the donor or transferor. 
It is enough to say that it overtaxes imagination to regard 
the farmers and other customers who furnished these funds 
as makers either of donations or contributions to the Com
pany. The transaction neither in form nor in substance bore 
such a semblance. 

"The payments were to the customer the price of the ser
vice." 

In the circumstances of the present case we cannot require 
the consumers to pay higher rates than those authorized by 
our final order. Those rates will yeild an ample return to 
the company for the public service that it is rendering. Since 
Mr. Aragona is the sole stockholder, he is the real party in 
interest. He invested $10,000 in the company's stock and 
draws a salary of $18,000 a year. The services he renders 
in return for the salary are not mentioned in the transcript. 
From the testimony of his son, who devotes his full time to 
managing the company, it looks as if the sole stockholder 
spends very little time managing the company. The autho
rized rates are just and reasonable as between the investor 
and the consumers. 

Hooker, Commissioner, concurs. 

Dillion, Commissioner, absent. 

page 361 r 

At Richmond, July 28, 1969 

* 

Princess Anne Utilities Corporation having filed due 
notice of appeal by Counsel, Joseph J. Lawler, in this case. 
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It is Ordered that the original exhibits filed with the evi
dence numbered and described as follows, be certified and 
forwarded to the Clerk of the Supreme Court of Appeals of 
Virginia to be returned by him to this Commission with the 
mandate of that Court: 

Exhibit No. Description 

A. Princess Anne Utilities Corporation, Applica
tion for increase in rates, evidence and exhibits 
of witnesses John Aragona, Jr., Gerald D. Sher
man and Charles A. Larson. 

1. Professional qualifications and testimony of A. J. 
Chewning, III with present day valuation of 
Princess Anne Utilities Corporation (pages 14 
through 22 of Exhibit A). 

2. U. S. Corporation Income Tax Return of Prin
cess Anne Utilities Corporation. 

3. Princess Anne Utilities Corporation Application 
for Increased Rates. 

page 362 ~ 

Testimony and exhibits submitted by the City of 
Virginia Beach, Virginia, of witnesses Paul 
Johnson, Thomas E. Humphreys, Donnell P. 
Davis, Glenn B. McClanan, Mrs. E. E. McAlpin, 
Mrs. B. C. Yoder, Roger M. Scott, Carroll G. 
Clough, and William C. Overman. 

Commonwealth of Virginia 
State Corporation Commission 

Certificate 

Pursuant to an order entered herein on July 28, 1969, 
the original exhibits listed therein are hereby certified to the 
Supreme Court of Appeals of Virginia to be returned by 
the Clerk thereof to this Commission with the mandate of 
that Court. 

It is further certified to the Supreme Court of Appeals 
of Virginia that the foregoing transcript of the record in 
this proceeding, with the original exhibits contains all of 
the facts upon which the action appealed from was based, 
together with all of the evidence introduced before or con
sidered by this Commission. 

Witness the signature of H. Lester Hooker, Acting Chair
man of the State Corporation Commission, under its seal 
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and attested by its Clerk, this 28th day of July, 1969, at 
Richmond, Virginia. 

H. Lester Hooker, Acting Chairman 

Attest: William C. Young 
Clerk 

Certificate 

I, William C. Young, Clerk of the State Corporation Com
mission certify that within sixty days after the :final order 
in this case, Princess Anne Utilities Corporation, by Joseph 
J. Lawler, Board of Trade Building, Norfolk, Virginia, 
23510, of Counsel, :filed with me notice of appeal therein, 
·which has been delivered to opposing counsel, to Counsel 
for the State Corporation Commission and to the Attorney 
General of Virginia pursuant to the provisions of Section 
13 of Rule 5 :1 of the Rules of the Supreme Court of Appeals 
of Virginia. 

Subscribed at Richmond, Virginia, this 28th day of July, 
1969. 

William C. Young, Clerk 

• • • • • 
A Copy-Teste: 

Howard G. Turner, Clerk. 
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